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' EARLY INDUSTRIAL DEVELOPMENT IN THE SOUTH ^ 


nation awoke to the fact 
se economically as well as 
lependent. In the parts 
ry that had ‘already de- 
siderable manufacturing, 
sa demand for protection; 
the result was an increase 
and neighborhood manu- 


lecades following the close 
ition form the high-water 
domestic industry in the 
ulton in his report on 
i in 1791 estimated that in 
3 of the country, from two 
s fifths of all the clothing 
tants was made at home; 
oxe from a study of the 
aat survey said that the 


_.interior counties of Vir- 


srth Carolina and the in- 
23 of Georgia, South:Caro- 
faryland made at home 
rater total value than they 
»proaching self-sufficiency 
xallatin’s report on manu- 
1810 repeats this sort of 
the South. S 


DIFYING FACTORS 

is period there appeared 
ching factors, two tempo- 
ible to manufacturing in 
ind one permanently un- 


aition, soon after the close 
olution, of the need for 


‘lependence was retnforced 


next two decades by the 
the United States of the 
| situation. The wars of 
h France and the Napole- 
esides disturbing trade in 
k an especially trouble- 


. M the form of paper battles 
‘ed th> United States more 


lid the combatants. Our 
tory embargo and non- 
acts were considered by 


y 
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many as merely an aggravation of a 
bad situation. The need and the 
conscious popular demand for manu- 
factures rose again as vigorously as 
before the Revolution. Again so- 
cieties were formed for the encourage- 
ment of domestic manufacturing and 
they offered prizes and sought to make 
homespun fashionable; Congress and 
states officially encouraged manufac- 
tures by tarif and lotteries and by urg- 
ing members to wear homespun. 

A second factor favorable to manu- 
facturing was the introduction of 
machinery. The new textile inven- 
tions which England had tried so hard 
to keep for herself had come to the 
United States partly in the brain of 
Samuel Slater, partly smuggled in, and 
finally openly imported. From about 
1790 to the close of the wars it looked 


„as though the South might enter a 


manufacturing career. The growing 
household manufacturing, even as in 
New England, received the comple- 
ment of wool carding and fulling mills 
and of cotton spinning mills. 

Power spinning was carried on in 
South Carolina as early as 1788 at 
Charleston, in 1789 in Williamsburg 
District, and by 1790 at Statesburg. 
An effort was made, 1807 to 1810, to 
start an ambitious factory at Charles- 
ton. Petersburg, Virginia, began to 
build real cotton mills and became in a 
few years a considerable center. In 
1812 the South Carolina legislature was 
asked to grant a loan to assist citi- 
zens in Greenville District in setting up 
a cotton factory, which apparently 
was built and was the forerunner of a 
considerable development in the in- 
terior in the next decade. The famous 
Schenck Mill at Lincolnton, North 
Carolina, was built in 1818, and about 
that time Governor Williams’ cotton 
factory was established at Society 
Hill, South Carolina. There were 
ventures in the use of water power for 
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cotton spinning in Georgia about 231C 
in Morgan, Oconee, and Wilkes Ce mn- 
ties. Carding machines, fulling n=ls. 
and dyeing establishments serme 
neighborhoods were fairly commor_in 
the interior of South Carolina, Neth 
Carolina, and Tennessee. 

The third factor which entered to: 
the situation in this period, the mme 
unfavorable to manufacturing, was me 
invention of the cotton gin. Its “ll 
significance was not known in 1's3, 
nor yet in 1810; but its political zad 
economic effects had begun to appar 
by the 1820’s. By making cotton ress- 
ing and slavery profitable it had gix=n 
specialized farming a new lease on =e 
and had kept the Southern states 1s 
predominantly agricultural as f_e 
Southern colonies had been—more >, 
for the small shop artisan and tle 
household spinner and weaver in tle 
South could no more hold their o=n 
before the onward sweep of the grezt 
staple and the great institution thx 


they could in the rest of the woud 


against the power machinery and tœ 
factory system. 


Tam AMERICAN SYSTEM 
If the South, rich in products to s-l 


and prosperous in an internation 
situation favoring the selling, ws 
magnanimous about the tariff of 1815 


. It began to see the divergence of ia 


interests on this point from those x 
the North and the West in the depres 
sion in the 1820's, when the price + 

cotton fell gradually from about thirts 
cents in 1816-1818 to nine cents © 
1827. The American System was nct 
fulfilling the promise of its proponent. 

namely, that it would create Americax— 
manufactures and markets sufficient t= 
use American raw products. Cottox 
crops increased too fast for that. And 
so the South fought the tariff bills © 
1828 and following in a growing spirit c= 
resentment which approached nullifica— 


tion. A few prophets of a different 
order urged the South to build manu- 
factures and to use the tariff for its 
own benefit, even as the North was 
doing; they pointed out the need for 
economic independence, with New 
England substituted for England in 
arguments similar to those of the 1'780’s 
and the 1790's. 

The legislatures of Virginia, North 
Carolina, South Carolina, Georgia, 
Tennessee, and Alabama took official 
action of one sort or another designed 
to increase manufactures, ranging 
from the old device of urging members 
to wear homespun to the granting of 
the advantages of limited liability to 
manufacturing companies. Most of 
these charters to cotton manufacturing 
companies authorized the holders to 
operate also sawmills, grist mills, iron 
-working shops, and so on, and many of 
the mills then and for a generation 
afterward had such a combination of 
shops at their water power sites. 

Virginia granted charters to seven- 
teen cotton manufacturing companies 
between 1828 and 1882, and mills 
were built at Petersburg, Richmond, 
Martinsburg, and elsewhere. North 
Darolina incorporated five, four of 
which were in localities already fa- 
coiliar with cotton factories. In South 
Zarolina Governor Williams had, by 
-828, reopened on a larger scale his 
zactory closed just after the War of 

812. The New Englanders who had 
migrated to Spartanburg end Green- 
~jHe Districts in 1816-1818, whéeh the 
scepression in manufactures had closed 
The Rhode Island mills, were continu- 
sly adding to their little ventures on 
‘he various streams capable of easy 
=xploitation. 

The famous mills of Vaucluse and 
Saluda in South Carolina were direct 
—=itgrowths of the manufacturing prop- 
azanda, as was Athens Factory] 
—eorgia. Mills were built in Je 
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Richmond, Greene, Clarke, Oconee, 
Putnam, Warren, Upson, and Newton 
Counties, Georgia, making thirteen in 
Georgia by 1837 according to Sher- 
wood’s list. One in Maury County, 
Tennessee, was started by a former 
Rhode Islander, and factories were 
proposed in several other localities of 
the state. Even the newly opened 
cotton raising states of Alabama and 
Mississippi each boasted a little mill. 

The McLane report on manufac- 
tures in 1833 disposed of the South by 
saying that those states ought not to 
complain of the tariff, because the 
people made at home practically 
everything they used. But the census 
of 1840 shows a gain, and a large pro- 
portion of it occurred before 1834. 
Virginia is listed as having eighteen 
cotton manufacturing plants, four cord- 
age plants, and a large number of 
fulling mills. North Carolina had 
twenty-five and South Carolina fifteen, 
all fairly scattered. Georgia’s nine- 
teen cotton manufacturing establish- 
ments were along the fall line. Ten- 
nessee, like Virginia, had many fulling 
mills and thirty-eight cotton mills 
scattered over the entire state. 

All the states had some iron works— 
furnaces, bloomeries and forges—but 
only Virginia and Tennessee turned 
out as much as two thousand tons. 
Virginia reported two million dollars’ 
worth of tobacco manufactures, but the 
industry was so scattered in every 
county and in a multitude of establish- 
ment§ that it must have been on the 
scale of small shops. The same is 
true of wagons, carriages, leather 
goods, and of grist and flour mills. 
Every county in each state had its 
quota evidently sufficient to supply the 
local demand on a custom, or at least 
a small shop, basis. It may be said in 
passing that practically the same situa- 


_ tion is shown by the census of 1860. 


By this time, then, two facts were 
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obvious: one was that certain centers 
favored by water power and transpor- 
tation, as Richmond, Petersburg, Fay- 
etteville, Columbia, Augusta, Athens, 
and Columbus, were forging ahead of 
the areas with more scattered facilities 
for cotton manufacturing. Another 
was that cotton manufacturing was out- 
stripping other textiles and indeed 
other products on any factory basis, 
both in actual practice and in the minds 
of the public. Just as the term “mill” 
meant some sort of grain mill, so the 
term “factory” meant cotton factory, 
and a plea for manufacturing meant, 
nine times out of ten, a plea for cotton 
manufacturing. 


Toe Ante-Bettum Boom PERIOD 


The term and the plea were on many 
a tongue and in many a newspaper 
from 1845 to 1852; and for a time, 
economic conditions combined with 
propaganda to make this a period of 
rapid advance. 

The panic of 1887 and the succeeding 
depression showed the South how far 
the tariff and the concentration of 
manufacturing and commerce in the 
North had made the whole area de- 
pendent on the rival section in com- 
mercial and financial matters. The 
discontent, which found expression in 
a, series of commercial conventions, was 
augmented in the early 1840’s by a new 
and disastrous decline in cotton due to 
the opening of greater and ever greater 
cotton raising areas in the Mississippi 
Valley. The bottom was reached in 
1845, with cotton averaging 5.63 cents 
on the New York market and of course 
netting the farmer a cent or two less. 
Prices for the whole decade were calam- 
itous to the old cotton states with 
their exhausted lands. 

In the flood of articles, pamphlets, 
and speeches on the crisis in the South 
and its remedies, almost everybody 
was agreed on two general propositions: 
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that there was an overproduction of 
cotton, and that any fundamental 
remedy must include manufactures of 
cotton by the states that raised it. 
South Carolina public men and news- 
papers took the lead in the discussion: 
J. H. Hammond, R. W. Roper, 
William Gregg, Senator McDufbe, 
Representative Rhett, the Charleston 
Courier, several old agricultural so- 
cieties, and new societies for the pro- 
motion of mechanical arts. Innumer- 
able newspapers all over the South— 
and the North too, for that matter— 
published editorials and speeches on 
the subject; DeBow’s Remew, founded 
in 1846, had the development of manu- 
facturing, especially cotton manufac- 
turing, for a sort of religion. Hunt’s 
Merchants’ Magazine was surprisingly 
interested for a northern publication; 
and two Northermers, C. T. James, pro, 
and A. A. Lawrence, con, carried on a 
heated argument through the pages of 
this magazine, urged on by Hamilton 
Smith of Kentucky and calmed by the 
more level-headed, practical Gregg. 


ARGUMENTS FOR MANUFACTURES 

Figuring the possible profits from 
manufacturing was a favorite pastime, 
and glowing pictures were painted of 
profits from ten to sixty per cent; but 
even the lowest were tempting as 
compared with the two to three per 
cent—if any—of cotton planting in 
North Carolina, South Carolina, and 
the older sections of Georgia. Another 
great set of arguments centered around 
the profitableness and the practica- 
bility of the use of slaves in cotton 
mills and the advantages of providing 
labor for the poor whites who were 
forced out of the staple raising and were 
becoming a social and economic prob- 
lem. 

Protagonists of manufacturing spent 
a good deal of time and energy answer- 
ing the old southern prejudice against 


the demoralizing effects of manu- 
facturing. They reassured everyone, 
including themselves, that gomg into 
manufacturing would not make the 
South go over to the hated tariff; on 
the other hand they struck a most re- 
sponsive chord when they preached 
independence of the North. They 
discovered the natural advantages of 
the South in water power, coal, water 
transportation and the newly devel- 
oped rail transportation, nearness to 
raw material, lower cotton, cheaper 
labor, and lower cost of living. They 
devised ingenious plans for supplying 
capital and attracting skill; they mini- 
mized the failures of some famous mills 
and extolled the works of such public- 
spirited and successful entrepreneurs 
as Gregg, Daniel Pratt, and Hamilton 
Smith. There has hardly been a 
major argument or a device set forth 
since that was not presented in those 
years. 


PROGRESS IN CoTTON MANUFACTURING 


The recovery in the price of cotton in 
the early fifties and the rising heat of 
the slavery issue gradually turned the 
attention of the multitude from cotton 
manufacturing, but not until consid- 
erable advance had been made. Geor- 
gia made the most progress. By 1850 
the thirty-five mills of that state were 
turning out over two million dollars’ 
worth of products—a sevenfold in- 
crease of goods with a threefold in- 
crease of capital and operatives, since 
1840. 

Two notable water power develop- 
ments were projected and completed in 
this period: at Augusta a canal and 
dam developing 600 horse power, and 
another at Columbus developing 2,700 
horse power and capable of driving 
nearly 200,000 spindles. Mill building 


at both these old centers was stimu- : 


lated. Clarke County had as many 
spindles running by individual power 
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development. Alabama boasted twelve 
mills with a total of over 19,000 spin- 
dles. Virginia showed substantial in- 
crease—from 40,000 spindles in 1840 
to 54,000 in twenty-seven mills in 
1850. North Carolina and Tennessee 
continued to build little spinning mills; 
the former had 48,000 spindles and the 
latter close to 80,000. South Carolina 
added few mills, but among them was 
Gregg’s famous mill at Graniteville 
which served as an object lesson for 
the entire South as to what could be 
done in large-scale production, compar- 
ing favorably with many northern 
mills in size, management, capital, and 
quality of output. 

The census of 1860 shows some 
progress, but most of it was made, if 
we can judge from speeches and news 
items, in the early years of the decade. 
The active campaign for mills had 
about died away by 1853 and building 
had almost ceased. 


MARKETS 


The question of markets had never 
been a fundamentally dificult one. In 
the early days the little mills had 
depended on local consumption, often 
on a basis of barter. Some had it 
specified in their charters that they 
should be allowed to peddle their 
products in certain counties. Gradu- 
ally the market for individual mills 
grew until by the 1850’s their yarns 
for the use of the home weaver and their 
fabrics were advertised by name at 
considerable distances from the fac- 
tories. Some mills had agents in the 
lower South, and some sold through 
wholesalers in Charleston and New 
Orleans and other cities. Because of 
the very nature of its product, the 
South furnished for the new industry a 
market that was always expanding. 
But mills and interested public alike 
longed for broader fields, and it was 
during this ante-bellum boom period 


that the southern: textile industry 
began to enter the national markets. 
Mills and newspapers, speakers and’ 
propagandists boasted of shipments of 
yarn and cloth to the great textile 
trading markets of Baltimore, Phila- 
delphia, and New York, and to the 
consumer markets of the West; boasted 
also that they compared favorably 
with northern goods. 

But if the mills entered into the 
advantages of a wider market, they 
also experienced some disadvantages. 
Hampered by lack of marketing ex- 
perience, by small working capital, and 
by the concentration of capital in the 
North, the little mills fell too much 
under the control of the commission 
houses, a source of dissatisfaction which 
reappeared after the Civil War. Mill 
building and the forming of mill com- 
panies received discouragement be- 
cause of the failures of some of the most 
prominent ventures. Lack of experi- 
ence with manufacturing and with 
corporate forms of enterprise, and to 
a certain extent limited technical skill, 
were all weaknesses of the new industry. 


CONCLUSION 


The development of the textile 
industry in the South shows a curi- 
ously cyclical nature that has about it 
more than a little of the effects of hu- 
man design added to the imponderable 
economic factors. There were three 
periods of heightened development 
while the technique was in the home- 
spun stage: the seventeenth century in 
Virginia, the period just before the 
Revolution, and the 1780’s and 1790's. 
There were three while the industry was 
in the custom shop and mill stage, 
when improved machinery was serving 
as an adjunct to the hand worker: 
during the War of 1812, from the late 
1820’s to the early 1830’s, and from 
1845 to about 1852. 

These phenomena have not disap- 
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peared since the industry entered the 
system of complete machine produc- 
tion and wider economic influences. 
There have been several distinct peri- 
ods of awakened interest when public 
attention has been added to economic 
opportunity, and together they have 
greatly affected development since the 
Civil War: a hopeful spurt just after 
the war, extinguished by Reconstruc- 
tion; and a real campaign of propa- 
ganda in the various states—North 
Carolina and Georgia in the 1870's, 
South Carolina in the early 1880’s, and 
all the states in the eighties and follow- 
ing 1894. In the first decade of the new 
century, popular interest and influence 
was directed toward the building of 
weaving and fine goods mills in order to 
render the industry more independent 
and profitable than did the older coarse 
goods and spinning mills. Just after 
the World War there was a veritable 
campaign for diversification and finish- 
ing. 

Other industries in the South have 
for a time caught the attention of a 
city or a state; textiles have interested 
the whole South and have affected the 
whole South, and have in turn been 


repeatedly and enormously influenced 
by that interest. ‘The problems which 
industry and the proponents of indus- 
try faced before the Civil War, and to 
a certain extent until 1900, were largely 
southern: prejudice against manu- 
facturing and cities, lack of capital and 
skill, and preference for agriculture 
with its profits and settled habits. 

More recently the problems have 
become larger than the southern prob- 
lem of more and bigger mills: world 
markets and world overproduction, 
high finance and consolidations, height- 
ened technical and managerial skill, 
and labor laws and labor relations. 
Most of these have grown out of condi- 
tions and attitudes far afield from the 
southern public which used to influence 
the mills so definitely; but this widen- 
ing has tapped a public interest in the 
industry equally as great. The prob- 
lem has now become one of orderly 
progress—stabilization and rationali- 
zation—rather than one of mere ma- 
terial size. It is not unreasonable to 
believe that this widened interest may 
have at least as great effects on the 
enlarged ramifications of the enlarged 
industry. 


The Civil War and Social and Economic Changes 


By Horrand THomeson, Pa.D. 
Department of History, The College of the City of New York 


WENTY years or more after the 

Army of Northern Virginia laid 
down its arms, many Negroes and 
rural whites were still using “The 
Surrender” as the fixed point from 
which they dated the important events 
of their lives. Appomattoxmarkedthe 
frustration of the desperate struggle 
for Southern independence, and also 
the gift of freedom to the slaves. 
To the great majority of both races 
the word symbolized the most intense 
emotional experience of their existence. 
Life could never be the same again. 


SOUTHERN CONTRASTS 


We speak therefore of the South that 
has grown up since the Civil War as 
the New South, but much that is writ- 
ten of both the old and the new is mis- 
leading. Men continue to speak and 
write of the South as if it were a homo- 
geneous entity, which is precisely what 
it never was, and is not now. It is an 
extensive region with a great variety of 
elevation, soil, and climate. 

The region was settled by different 
racial stocks, and those of the same 
stock coming from different social 
classes brought with them varying at- 
titudes toward the business of living. 
English, Scotch, Irish (both Catholic 
and Protestant), Welsh, Germans from 
several states, French, Swiss, and 
Spanish all came to dwell in the land— 
and in a rural environment differences 
persist. There was the South of the 
plantation, and of the upland farm; of 
the coastal plains, and of the moun- 
tains: the South with lands almost in- 
credibly fertile, and the barren South 
where living was hard; the civilized 
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South, and nearby the South ignorant 
and rude; the austere Calvinistic 
South, and the South of romance; the 
haughty, aristocratic South, and the 
democratic South. 

The war fused, or seemed to fuse, all 
these variants into a whole; but the 
fusion was more apparent than real. 
The components tended to separate. 
Reconstruction, more than war, made 
a permanent impression, and the re- 
sults are still apparent; but, neverthe- 
less, any one who attempts to general- 
ize concerning the South is treading 
upon thin ice. However; the general 
effects of war and reconstruction can 
be described. 

War did not engross all the energies 
of the people. The ordinary processes 
of life followed in sequence—hindered 
somewhat by the military struggle, to 
be sure. , Fields were plowed, crops 
cultivated; men bought and sold hop- 
ing to make a profit, or to avoid a loss; 
mechanics, black and white, carried on, 
using substitutes where they could not 
get the usual materials or tools; men 
and maidens flirted and danced while 
Grant was hammering at the defences 
of Richmond; children were born, and 
experienced the vicissitudes and the 
pleasures of childhood. Indolence, in- 
dustry, willing sacrifice, crude selfish- 
ness, exalted vision, and sordid conduct 
were all apparent. Human nature is 
complex, and only fanatics can be con- 
tinuously single-minded. 

The story of the Confederate soldier 
limping home has often been told, 
never better than by Henry W. Grady, 
whose description has become a, classic. 
The soldier found his home dilapidated, 


12 THE ANNALS OF THE AMERICAN ACADEMY 


for the existing factories had been en- 
gaged chiefly in working for the govern- 
ment, and the blockade prevented the 
renewal or replacement of manufac- 
tured articles. Tools, implements, 
household furniture, and the better 
grades of clothing, could not be re- 
placed when they were worn out, and 
either substitutes were found or the 
family did without. Envelopes were 
made of wrapping paper or even wall 
paper, and after using were steamed 
and turned inside out to be used again. 
A piece of board took the place of a 
broken window pane; thorns were used 
in place of pins. Dozens of other 
makeshifts might be mentioned. 

These deprivations caused much in- 
convenience and some suffering, but 
an astounding fact is that there seems 
to have been so little scarcity of the 
basic articles of food up to 1865. Un- 
der direction of the women, the old 
men, those able-bodied men that es- 
caped conscription, and faithful slaves, 


sufficient food was raised not only for 


the population at home but also for the 
armies. Pitiful stories are told of the 
sufferings of the soldiers, but it is quite 
clear that the scarcity arose primarily 
from inadequate transportation facili- 
ties, and wasincreased by theinefficiency 
of the War Department. While Lee’s 
armies were suffering, great quantities 
of food were going to waste in various 
parts of the Confederacy. Sherman 
destroyed enormous quantities of food 
of which the Army of Northern Virginia 
was in desperate need. The scattered 
Confederate cavalry and the guerrilla 
bands destroyed more. Quite evi- 
dently, the food-producing capacity of 
the region had not been tested in the 
years before the war. 

Certain imported articles of food 
were scarce, of course, or were not to 
be had at all. Long before cereal coffee 
was advertised as a health drink, 
Southerners had learned to drink it 


from necessity. A cereal, usually rye, 
was treated in the same manner as 
coffee. Many learned to like the bev- 
erage and continued to drink it after 
coffee was procurable. A drinkable 
concoction was made of slices of sweet 
potato, roasted and powdered. Tea 
and spices were likewise scarce, though 
the woods and the fields furnished sub- 
stitutes of a sort. Refined sugar and 
salt also were scarce in places. 


CotTon-RAISING AFTER THE WAR 


The returning soldier sometimes 
found upon his place a few bales of 
cotton which had escaped appropria- 
tion or confiscation. The world was 
hungry for cotton, and bought all 
offered, at a high price. Up to 1865 
most of the cotton had been raised by 
slave labor upon the plantations, and 
the high price encouraged all to attempt 
to raise a crop if labor and supplies 
could be had. Many of the cotton 
factors who had been accustomed to 
make advances upon the ante-bellum 
crop were bankrupt, but the few who 
were solvent attempted to renew their 
relations with the planters. Others 
were able to get money from the North, 
especially from New York. Though 
credit was not easy to obtain, the land, 
the long growing season, and the 
specialized knowledge of cotton culture 
were at hand. There was also abun- 
dant man power if it could be utilized. 

Somehow, a crop was planted. A 
few owners who had managed to keep 
or to get a little money attempted to 
pay regular wages; more promised 
wages when the crop should be gath- 
ered; still others offered to give a share 
of the crop. In all these cases, work 
was done under the supervision of the 
landowner. They were attempts to 
adapt the plantation economy to new 
conditions. Some of the Negroes 
worked faithfully during the year, but 
more were unable or unwilling to labor 
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steadily, now that the element of com- 
pulsion was removed. Some refused 
to contract to work more than two or 
three days a week. When regular 
wages were received, many refused to 
work until the money, was spent, even 
though the crops suffered. Those 
working for deferred wages took many 
holidays. Even those who worked for 
a share of the crops worked hardly 
half the time. Freedom, in the Ne- 
gro’s mind, seemed to mean freedom 
from regular toil. ' 

Under slavery, they had worked 
from necessity. When freed, there 
was no longer a power which could 
physically restrain them, or punish 
them for absence. So, a “protracted 
meeting,” a political gathering, a 
funeral, a military drill—anything in 
the nature of a pageant—called them 
and they responded. ‘They went fish- 
ing or hunting, or rambled in the 
woods; sheer indolence often kept them 
from the field where they were badly 
needed, and the landlord was power- 
less. Planters who had been success- 
ful with slave labor found that they 
had to learn a new technique to deal 
with the freedman. Some few were 
able to adapt themselves quickly to 
the new conditions; more were unable 
to meet the new situation success- 
fully. 

In spite of all obstacles and hin- 
drances, over two million bales of cot- 
ton were marketed during 1865 (nearly 
half as much as in 1861) and for this the 
growers received a price which brought 
a large amount of money into the im- 
poverished South. However, when 
division of the proceeds was made, 
there was another story. The laborers 
had existed, but the cost of their sub- 
sistence in many—~perhaps most—cases 


had been greater than the value of their : 


labor. The cotton factor had charged 
high, though perhaps not exorbitant, 
interest, and in a very large number of 


cases, the planters were not able to pay 
all their debts. Many offered their 
land for sale, but buyers were few. 

During 1866 labor grew even more 
unreliable. The rumor of changes in 
the status of the freedman was in the 
air. Many officials of the Freedman’s 
Bureau were ignorantly or intentionally 
demoralizing their charges; the carpet- 
bagger was beginning to make his in- 
fluence felt. The season was unfavor- 
able, the crop was small, and the price 
received was low. The reduction of 
the cotton tax from five cents a pound 
to three helped very little. Nearly all 
the planters seem to have lost money 
on the crop of 1866, and many were 
thrown into bankruptcy and carried 
with them some of the factors who had 
made advances. 

In the class which included the own- 
ers of the larger plantations, most of the 
young men had gone to war. Some 
never returned, some were crippled or 
returned with health broken by hard- 
ship and exposure; others, as always 
happens, were demoralized by their ex- 
periences and could not readjust them- 
selves; still others, who returned un- 
scathed, recognized that a new order 
was inevitable, and, hopeless of the fu- 
ture in their old states, began to mi- 
grate to the West and the Southwest or 
to New York, which has always been 
hospitable to Southerners. 


FAILURE OF THE PLANTATION SYSTEM 


As a result of all these factors, thou- 
sands of plantations or parts of plan- 
tations were thrown upon the market 
for what they would bring. Some of 
the small farmers who had hired no 
labor had made a little money upon the 
two crops and were able to increase 
their holdings. Some of the landless 
whites contracted to buy land. Resi- 
dents of the towns also bought as a 
speculation, thinking that one could 
not lose in buying for $10,000 a plan- 
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tation which had been valued at five 
times as much. It is also probable 
that some of these townsmen bought 
land because of the social esteem which 
had been associated with the ownership 
in other days. A few Negroes also 
bargained for land, but at this period 
it seems that few were successful in 
completing the purchase. 

Thousands of the old owners, how- 
ever, grimly persisted in the attempt 
to save the plantation system. They 
had the land and they knew of no way 
of making a living save by raising 
cotton. Some managed to survive and 
a few prospered, but year by year, all 
through reconstruction, others were 
forced to acknowledge their failure. 
This was particularly true in the earlier 
seventies, when the price of cotton was 
steadily falling. Today, few large 
plantations are intact in the families of 
the ante-bellum owners, though in 
some cases a member of the younger 
generation who has prospered in a pro- 
fession or an industry has repurchased 
the ancestral acres. 

Though threatened, the plantation 
did not disappear. The census figures 
of the size of farms in the South are 
misleading. Though the average size 
of farms in the South dropped from 
335.4 acres in 1860 to 214.2 acres in 
1870, to 158.4 acres in 1880, and has 
continued to fall, this does not mean 
corresponding diffusion of ownership; 
for the census counts a plantation di- 
vided into ten tracts and rented to 
tenants as ten farms, though the owner- 
ship is single. No one knows the exact 
number of farm and plantation owners 
in the South, or the average holding. 
There are still many large plantations, 
though for the most part they are 
worked by tenants. In fact there 
seems to be at the present time a dis- 
tinct increase in the number of large 
holdings, some of which are owned by 
corporations. 


TENANT SYSTEMS 


After 1866 it was evident that the 
wage system would not work, even 
though wages were falling. Almost 
spontaneously, tenant systems sprang 
up, and have become the distinguish- 
ing feature of southern agriculture. 
Tenancy has taken several forms at 
different times and in different sections, 
and most of them survive. We hear of 
“cash tenants,” “standing renters,” 
“‘cash-share tenants,” “share tenants” 
(renters), and “croppers.” One form 
which promised to be popular has al- 
most disappeared. The tenant, in 
return for the use of a fixed number of 
acres, worked a certain number of days 
each week for the landlord, spending 
the remainder of his time upon the land 
he had rented. This variant of medie- 
val serfdom is said to have been worked 
out by a Negro. 

Some of these forms of tenancy are 
common in one section and little known 
in another. All began in the same way. 
The landowner marked off a tract and 
erected a cabin, often of the rudest 
sort, and the tenant moved in. Occa- 
sionally the rent was stipulated in cash, 
or at a fixed quantity of produce, or a 
combination of the two. Much more 
often the rent was a share of the crop 
to be raised. The proportion has va- 
ried at different times and in different 
sections. At first, there was a rough 
estimate that one third of the crop was 
attributable to the land, one third to 
labor, and one third to livestock, ‘seed, 
and tools. So, if the tenant furnished 
everything except the land and the 
cabin, he received two thirds of the 
crop. He was a so-called renter. If 
he furnished only his own labor and 
that of his family, he received only one 
third and was called a cropper. As 
the years passed, the share attributable 
to labor alone increased until the crop- 
ping arrangement now generally ac- 
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cepted was reached, by which the land- 
lord furnished everything except fer- 
tilizer, the cost of which was divided, 
as was also the cost of ginning. The 
remainder of the crop was then divided 
equally. 

Few tenants, white or black, could 
maintain themselves during the months 
the crop was growing. For that mat- 
ter, how many city mechanics could 
live without credit if wages were paid 
only once a year? Bank credit could 
not be obtained by renters or croppers. 
Some landlords were able to furnish 
food for their tenants, and that is now a 
common practice, especially in the 
Gulf States. There are really two 
forms of cropping tenancy. In one, 
the owner of a plantation, who may be 
able to secure bank credit, sets up a 
“commissary” and issues to his own 
tenants, salt pork, meal, flour, molasses, 
and a few other staple articles. The 
mules are kept in a central barn, and 
the implements in a central shed. 
The tenants are more or less supervised 
in their work, and in some degree the 


-principles of organized industry are 


applied. More commonly in the up- 
Jand South, the landlord turns over his 
land to the tenants and hopes for some 
return. The tenant must secure his 
own credit. 

To meet this demand in the upland 
South, a new figure entered around 
1870-—the country or small-town mer- 
chant, who became increasingly impor- 
tant. For the protection of the land- 
lordeor the merchant, the states passed 
crop-lien and chattel-mortgage laws, 
which enabled a tenant to mortgage 
his share of the growing or even the 
unplanted crop and also his work ani- 


mals and farming implements, if he : 


owned any, to obtain food and other 
supplies. From time to time while the 
crop was growing he was furnished with 
the bare necessities of life, and, occa- 
sionally, a little money. Seldom, al- 


most never, was interest charged, but 
the prices to the tenant were always 
higher than those to cash customers, 
sometimes as much as twenty-five per 
cent. As the items ran for much less 
than a year on the average, the tenant 
farmer was really paying an interest 
rate of forty to sixty per cent a year. 
This was and is true not only of the 
tenant farmer but also of the poor land- 
owner who must resort to store credit. 
It really amounts to a democratization 
of the credit which the planter once got 
from the factor. 

Since the crop was mortgaged to the 
landlord or merchant it could not be 
sold without his consent, and in fact 
he was usually the buyer. That the 
seller always got the highest price for 
his crop cannot be maintained, though 
many landlords and merchants were 
honest. At any rate the cotton was 
sold without competition. The store 
accounts, and perhaps the fertilizer and 
ginning charges, were deducted and the 
farmer got what was left. Occasion- 
ally, when the tenant and his family 
were industrious and frugal, the crop 
good, and the price above the average, 
there was something left. Often, an 
unfavorable season, low prices, mis- 
fortune, or his own incompetence, left 
the farmer with a debt which was car- 
ried over to the next year, or which the 
merchant had to write off as a loss. If 
the landlord or the merchant were un- 
scrupulous—and there were such— 
the illiterate farmer never had a charfte. 

Such is the tenant system which de- 
veloped in the years after the war, and 
has today a strangle hold upon south- 
ern agriculture. It is difficult to see 
how the southern farmer could have 
lived without it during the dreadful 
years, but today it is almost an unmiti- 
gated curse. A possible exception is a 
small class of what may almost be 
called permanent tenants. A farmer 
having more land than he can properly 
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cultivate leases a part to a tenant, 
white or colored, giving him the benefit 
of his advice. When not engaged upon 
the land, the tenant or his family may 
do an occasional day’s work for the 
landlord, receiving pay either in cash 
or in kind. Relations often become 
close and both parties profit by the 
arrangement, which may continue 
many years. 

The growth of the tenant system, the 
reasons for its concentration on cotton 
and tobacco, its effects in degrading 
southern agriculture, and its social 
effects, fall without the limits of this 
paper, which was to be confined to the 
years 1865-1880. During this period, 
as we have seen, the importance of the 
plantation declined, many small land- 
owners secured additional acreage, 
many landless whites and Negroes 
secured possession of land, and the 
tenant system arose to save the people 
temporarily—to injure them later. 


DECLINE OF ARISTOCRACY 


War and reconstruction affected 
more than the economic life of the 
South. These two catastrophes set in 
train forces which profoundly in- 
fluenced social relations and social 
standards, and these forces are still 
operative. The situation in the South 
is dynamic, not static, and even 
greater changes may be expected. 

The South as a whole was never so 
aristocratic as is commonly believed. 
Céreful students of the ante-bellum 
scene—Bassett, Dodd, Ingle, Gaines, 
Odum, and Phillips, to name only a 
few-——have constantly emphasized this 
fact; but the plantation tradition is so 
firmly imbedded in literature, in the 
drama, and in popular song, not to 
mention elementary textbooks, that 
the task of correcting or limiting it 
seems hopeless. Authors—historians 
even—who should know better, con- 
stantly write as if the plantation were 


universal and the white population 
composed of large planters and the 
disinherited. 

In fact, as Gaines well says, “colos- 
sal estates were the exception, not the 
tule.” In some great areas the plan- 
tation did not exist. Appalachia con- 
tained almost none; in the Piedmont, 
there were few except in the fertile 
“river bottoms”; and still fewer were 
in the sandhills and the pine barrens. 
Beyond the Sabine, though land was 
often held in large tracts, there were 
few typical plantations. On the other 
hand, all through the South there were 
many small slaveholders, and more 
sturdy, self-respecting families owning 
no slaves at all and yet holding a 
recognized place in their communities. 
To say that there was no middle class 
in the South is just as silly and as un- 
true as to deny the existence of such a 
class in England in the early nine- 
teenth century. To be sure, it was no 
more articulate in the South in 1860 
than in England fifty years earlier; but 
it existed nevertheless. 

In limited areas of the South the 
plantation system was common, and 
everywhere in the South the planter 
class had an influence altogether dis- 
proportionate to its numbers. The 
plantation ideal was important, if not 
entirely dominant, economically, so- 
cially, and politically. Again our com- 
parison with England in the early 
nineteenth century is valid, putting 
the planter in place of the gentry. 
Except in limited areas, however, 
social lines were not so tightly drawn 
as the plantation tradition would in- 
dicate. Sons of artisans and small 
farmers did rise to high position in both 
state and Nation. For example, Gov- 
ernors Swain, Bragg, and Vance, of 
North Carolina, and Brown of Georgia 
were certainly not aristocrats by birth, 
nor were John C. Calhoun and Jeffer- 
son Davis. Nathaniel Macon and 
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Alexander H. Stephens were both 
poor boys. Dozens of others might 
be mentioned. In fact, strong support 
might be adduced for the thesis that 
some of the Southern states in 1860 
were quite as democratic as southern 
New England, where an industrial 
plutocracy was developing. 

Existing social distinctions began to 
break down during the war. While 
the planter class furnished a dispro- 
portionate share of the officers of the 
Army, plain men were often elected 
and some rose to high rank. Then, 
too, the very intensity of the struggle 
had its effect in creating & sense of 
fraternity. The plain man often 
showed ability and steadfastness at 
least equal to that displayed by the 
aristocrat, not only during the war but 
also in the days of reconstruction. 
During this period and for years after, 
a military title almost automatically 
put its possessor among the elect. 
The struggle to attain white suprem- 
acy did much to break down sur- 
viving distinctions among the whites. 

The decay of the plantation after the 
war has already been discussed. New 
men came to the front as the fortunes 
of the planter declined. While some 
of the old families withdrew into their 
shells and brooded upon their departed 
glory, others faced the facts squarely. 
Men and women who had been ten- 
derly reared did manual labor, even 
menial tasks, which had always been 
done by slaves, and did not whimper. 
Twe memories of my youth are vivid 
yet: one, a Confederate colonel bring- 
ing to town for sale loads of wood, 
which he had cut with his own hands; 
the other, the daughter of a famous 
chief justice tramping over her farm 
in rubber boots and doing the most 
unpleasant tasks that came to hand. 
Even where the older generation re- 
mained constant to standards of an- 
other age, youth would not always be 


denied. Young men and maidens, all 
poor together, met, and many mar- 
riages between individuals of widely 
differing tradition took place. 


INDUSTRIAL DEVELOPMENT 


Before the war there had been 
prophets of industrialism in the South, 
though most of their preaching seemed, 
to fall upon deaf ears. King Cotton 
held sway, and his courtiers formed the 
largest part of the articulate popula- 
tion. There is something about cotton 
which has a hypnotic effect upon those 
who deal with it. However, the ad- 
vocates of mdustrialism, or rather of a 
better balanced society, had some in- 
fluence. There was more manufactur- 
ing in the South in 1860 than is gen- 
erally realized. There were many 
little textile mills, chiefly in the Pied- 
mont, and also many little blast 
furnaces and rude tobacco factories; 
though in all of these industries, the 
aim was primarily to satisfy the local 
demand. Many small wood-working 
establishments had the potentiality of 
growth. There were some larger es- 
tablishments, and, but for the war, 
there might have been a considerable 
development. ‘The truth is, however, 
that the old South was not “ industrial- 
minded.” ‘The whole structure of 
industrial society with all its connota- 
tions was obnoxious to a large part of 
the articulate South, and it is perhaps 
futile to speculate whether industri- 
alism could have developed uffder 
slavery. ` 

During the war the principal manu- 
facturing establishments in the Con- 
federacy were engaged upon govern- 
ment contracts or else were under 
governmental control, and could not 
meet the demands made upon them. 
They were paid for their products 
chiefly in government securities and 
when the war ended they were practi- 
cally all bankrupt. Union raiders 
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destroyed every mill or factory they 
could possibly reach, and General 
Stoneman’s name is yet remembered 
because of such activities. Other mills 
and factories were worn out by con- 
tinuous use without proper repairs 
or replacements. ‘Though a few estab- 
lishments were intact and in good con- 
dition, the manufacturing facilities of 
the South had been almost destroyed 
by the four years of conflict. 

The condition of the railroads was 
deplorable. Where they had not been 
destroyed by Union armies they were 
literally worn out. They fitted per- 
fectly that famous description, “two 
streaks of rust and a right of way.” 
Earlier mention has been made of the 
inadequacy of the railroads in the 
supply of food to the armies in the 
field. Even had they been better 
managed, they would have been un- 
equal to the task. In 1865 they re- 
quired practical rebuilding. ‘The fact 
of the inadequacy of the existing lines 
had been deeply impressed upon the 
minds of all who could think, and there 
was a demand for extension. ‘This 
demand was capitalized by the Radical 
leaders, and the Reconstruction debts 
of the Southern states were largely 
incurred to assist railroads. To be 
sure, most of the money was stolen, 
and few miles of railroad were built; 
but the demand continued down to the 
present era of good highways and the 
motor truck. 

During 1866 and 1867 some of the 
little textile factories were rebuilt, 
where money could be found. The 
story of the appropriation of tobacco 
stored in Durham (then only a way- 
station) by both Northern and South- 
ern soldiers has often been told, and 
must have a basis of truth. This 
apparent misfortune turned out to be 
nation-wide advertising, for which the 
owners could not have paid, and laid 


the foundation for the growth and 


prosperity not only of Durham but 
also of the other tobacco towns of the 
Piedmont. These tiny mills and fac- 
tories showed that there was profit in 
transforming raw material into a 
finished product, and towns began to 
grow. 

Towns (except a few cotton and 
tobacco markets) had been negligible 
in the old South. It used to be said in 
North Carolina that Lord Cornwallis 
would recognize certain towns should 
he return to the state. The center of 
gravity had been in the country. Now, 
those who despaired of continuing the 
plantation system began to come to 
the towns. Some of these newcomers 
had some capital from the sale of their 
land. The merchant assuming the 
function of making advances to tenant 
farmers, and buying their cotton, 
sometimes made money. Parentheti- 
cally it may be said that no social 
phenomenon has been more interesting 
than the reversal of the importance of 
country and town in the South during 
the last half-century. 

Next to the immediate necessity of 
making a living, the struggle for 
“white supremacy” was the chief 
interest during the decade 1867—1877. 
Yet there was an undercurrent all 
through the Piedmont. Men were 
saying that the Confederacy had not 
been beaten in the field but had been 
strangled, because it could not get the 
necessary goods—because it had not 
been self-sufficient. Men began to 
question, and then to reject, theeold 
attitude of the South. We began to 
hear much talk of natural resources, 
and then the wish that they could be 
utilized; the hope that northern or 
foreign capital would come down. and 
develop them. As for the Southerner, 
it was said, he had neither capital nor 
the industrial tradition. Industrial 
management was regarded as a deep 
mystery. Men did not realize that 
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successful: management of a great 
plantation was a task quite as difficult 
as the management of a mill. 


DEVELOPMENT OF SOUTHERN 
ÍNITTIATIVE 


Northern capital was timid and did 
not come in great amounts. Mean- 
while, it was found that Southern 
whites could spin yarn and weave 
cloth which could be sold in competi- 
tion with that of New England, and 
that Negroes made satisfactory hands 
in tobacco factories. New cotton mills 
and tobacco factories were established; 
old ones were enlarged. Perhaps 
young J. B. Duke had not yet worked 
out the scheme for the American To- 
bacco Company, but W. Duke and 
Sons were making more money than 
they had supposed there was in the 
world. Industrial management was 
found not so difficult. The merchants, 
the bankers, the planters, the cotton 
buyers, and even the teachers and the 
preachers im charge of cotton mills 
found that their nearness to the soil 
gave them a real advantage over 
northern-born superintendents in deal- 
ing with the country people who were 
flocking to the mills as fast as they 
were opened. So far, the southern 
laborer was an individual; and ability 
to deal with individuals was found to 
be worth more than technical knowl- 
edge. 

The mills and factories made money 
—some of them a great deal of money 
in froportion to their capital. This 
was due to several advantages, some of 
which, by the way, no longer exist. 
The greatest asset probably was trac- 
table labor, willing to work long hours 
for low wages. Wages were low (and 
are not high yet), but the relation of 
cotton mill wages to agriculture has 
not been sufficiently emphasized. The 
wages had to be high enough to draw 
the laborers from the farm and hold 


them in the mill. In the very nature 
of things, in an occupation quickly 
learned, with an immense reservoir of 
farm labor from which to draw, cotton- 
mill wages could not be much higher 
than the returns from agriculture, 
except perhaps temporarily, as the 
result of collective bargaining. Dur- 
ing the seventies, many tenant farmers 
got more deeply in debt every year. 
The wages in the mills though low, 
were so much higher than the returns 
from the farm that comparatively few 
have ever gone back. 

Neither must it be forgotten that 
while wages were low, the cost of living 
was unbelievably low. Some of us 
who do not yet consider ourselves old 
remember clearly the times when ten 
cents a dozen for eggs, twenty cents a 
pound for butter, eight to ten cents 
a pound for pork and beef, twenty- 
five cents for a hen, and half as much 
for young chickens, were standard 
prices. Vegetables could hardly be 
said to have a price. 

During the late seventies the many 
successful southern cotton mills de- 
stroyed the haunting fear that only 
Northerners could manage industrial 
enterprises, and about 1880 the Pied- 
mont South began to build cotton 
mills in earnest, and for twenty years 
new mills were constantly springing 
up upon the hillsides. Machinery 
houses were glad to grant long credits 
and to subscribe for stock, which they 
usually sold back to the promoters as 
soon as the mill was on its feet. An 
ingenious installment plan by which 
the small savings of the many were 
made available, helped to build many 
mills. When the Southerners had 
proved that cotton mills could be 
successful, northern capital was willing 
to invest. 

The effect of the rise of industrial 
enterprises upon the social fabric of 
the South must not be overlooked. 
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Into the mills went the ignorant and 
the thriftless, the despairing tenant 
farmer, the discouraged small land- 
owner, and also members of aristo- 
cratic families who needed bread. 
The manager of the mill was sometimes 
an aristocrat but more often a member 
of the middle class, and in the long 
run, pecuniary success brings social 
esteem. The grandchildren of some of 
these farmers or merchants who turned 
manufacturers, now play in Europe 
with the titled, and marry into the 
most exclusive circles of Eastern 
society. 

All of this story of the decline of 
aristocracy is true, but it is not all of 
the truth, for the South is a land of 


contradictions and contrasts. In a 
few cities the old social cleavage per- 
sisted, and the lines are not yet wholly 
obliterated. Villages untouched by 
industrialism long pretended that the 
world had not changed. Even today, 
a few charming old ladies still live in 
another age, surrounded by mementos 
of pleasanter days. 

Nor did the common man at once be- 
come articulate. Reconstruction im- 
posed a severe repression. He had 
been accustomed to listen with respect 
to his old commanders, and not until 
the late eighties and the early nineties 
did he find his voice and rise in re- 
bellion. Now he rules from Virginia 
to Texas. 


Growth of Manufactures in the South 


By Broapus MITCHELL 
Johns Hopkins University, Baltimore, Maryland 


F an economist were given liberty to 
set a wide stage with all of the 
characters to make a social drama, he 
could do nothing more complete than 
what the history of the South offers. 
Here have been colonization by differ- 
ent nationalities, indentured servitude, 
the conquest of the wilderness, healthy 
beginnings in handicraft industry, the 
invention of the cotton gin which estab- 
lished Negro slavery and a staple agri- 
culture, futile efforts in the forties and 
fifties to revive manufactures, the 
rationalization of an economic system 
into a political theory of separatism, 
civil war, a harsh period of economic 
and political readjustment until 1880, 
‘the break-up of the plantation system, 
the bold emergence of large scale indus- 
try with free labor, and now the grow- 
ing clash of capital and technical 
efficiency with labor unionism. The 
plot of the drama has constantly 
thickened and is at this moment in a 
most exciting phase. All has been en- 
acted in an environment of abundant 
natural resources and a favorable 
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INDUSTRY THE CENTER OF 
2 SOUTHERN CHANGE 


Of these changes, that which com- 
passes the introduction of manufacture 
after the Reconstruction Period claims 
present attention. It is the most 
dynamic of all, and the most revealing. 
It binds together most elements in the 
past and the present of the South. It 
is the sun in this economic planetary 
system. One remembers the experi- 
ment in physics of joining springs so 
that several forces meet at one point. 
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The arrival of industry in the South 
supplies such a focus. Social pulls and 
counterpulls which center upon the 
factory involve agriculture, the status 
of the poor whites, the future of the 
Negro, education, religion, political 
thought and behavior, shifts in popula- 
tion, and many other tremendous 
items. 

What is to be the result of the sudden 
advance of industry toward physical 
maturity in an environment of agri- 
cultural habit and tradition? Is south- 
ern society to stumble into the pitfalls 
which marked the wake of Arkwright 
and Watt in England? Or may we 
steer around some of these? Will the 
concept of social control and the agen- 
cies to give it actuality be evolved 
speedily, or by muddling trial and er- 
ror? Does the history of the South 
suggest facilities for social analysis and 
social management, or are we barren 
of these talents? Is the sea-change 
complete, or does the merman remem- 
ber the kirk on the hill? 

I might devote the space allowed me 
for a discussion of southern industrial 
growth to a recital of statistics, as I 
have tried to do elsewhere. The prog- 
ress of old mdustries, the hatching of 
new ones, the value of manufactured 
products (amounting now to almost 
$8,000,000,000 annually), the increase 
in the number of factory workers, the 
fluctuation of wage levels, the fresh 
exploitation of natural resources, and 
the swift development of electric power, 
make an exciting story if rightly under- 
stood. But such an exhibit is apt to 
move on the surface without furnishing 
a dip into underlying currents. With 
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generous allowance for optimism, cham- 
bers of commerce and other agencies 
have given us such accounts, and some 
calmer enumerations are not lacking. 
The South is now apt in citations of 
its industrial pace. The implications 
of industry are more important—for 
the outsider, and particularly for the 
Southern people themselves. The 
present juncture demands not “ politi- 
cal arithmetic,” but economic theory. 
The exhilaration of material accom- 
plishment should begin to simmer down 
to speculation. We should not only be 
glad that our sails are full, but should 
also ask how the rudder is being manip- 
ulated and whither our craft is driving. 


Tar BACKGROUND OF SOUTHERN 
MANUFACTURES 


The first point to be made is that it 
is footless to begin by deploring the 
manufacturing development in the 
South. I have seen the announcement 
of a new book, I Take My Stand, by 
eleven Southerners, advertised as a 


symposium by men who want a return | 


to the agricultural régime. The con- 
tents of the book may warrant less 
censure, but its banner invites ridicule. 
Everything else aside, it is impossible 
to halt the industrial march which has 
been begun. Southerners who inter- 
pret membership in the old school as 
meaning abhorrence of factory smoke 
may learn something from the incident 
of King Cnut and the sea waves. They 
hark back to the day when Charleston 
would by ordinance have forbade the 
setting up of a steam engine within the 
city limits, laughed at by Wiliam 
Gregg almost a century ago. 

The development which brought 
manufactures in the South was inevi- 
table. The South before the Civil War 
had relied for manufactured goods al- 
most entirely upon England and the 
North. Both sources of supply were 
cut off by the conflict, and during war 


years the section was cruelly aware of 
its inability to furnish itself with 
military supplies, implements of pro- 
duction, and articles of consumption. 
Freeing of the slaves upset the planta- 
tion system, and the few men of enter- 
prise, capital, and credit were be- 
wildered, lacking accustomed channels 
of investment. The South did not 
catch up to prewar cotton production 
until a decade after Appomattox. Po- 
litical rancor on the part of the South, ' 
encouraged by Reconstruction and ex- 
pressing itself in the presidential cam- 
paigns of 1876 and 1880, availed noth- 
ing. ‘The cry was for away out. ‘The 
answer came not only in political 
amalgamation with the rest of the 
Nation, but in the advice and the im- 
pulse to copy the industrial progress 
which the North was making. Cotton 
as cotton was shown to have been a 
tyrant who pauperized his subjects; but 
cotton as yarn and cloth invited larger 
gains for the South. The Civil War 
threw the South out of the socket of 
whole devotion to agriculture, and 
called for a new dispensation. Cotton 
mills began about 1880 to be built in 
numbers. 

Not only was the inauguration of in- 
dustry inevitable, but it has been the 
South’s salvation. ‘There could be no 
rescue for the poor whites except em- 
ployment in factories. The propo- 
nents of the “American system” were 
right in insisting upon the “mutual 
fertilization” of a variety’ of econgmic 
pursuits—commerce, industry, and 
agriculture should be carried on side 
by side. The South for fifty years 
refused to follow this advice, and got 
itself suspected, defeated, and outlawed 
as a consequence. Now it is adopting 
the full program put forward by the 
nationalist economic advocates, even 
to the point of rendering the Democratic 
Party, in its tariff policy, indistinguish- 
able from the Republican. 
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STAGNATION CAUSED BY SLAVERY 


Manufactures have brought the 
South release from the stagnation 
which was the characteristic of slavery. 
Slavery never changed and it permitted 
nothing else to change, unless, indeed, 
there was degeneration due to soil ex- 
haustion. Here and there individuals 
or small groups of planters experi- 
mented with new methods, but the 
bull-tongue plow and the heavy hoe re- 
mained the symbols of southern agri- 
culture. Staple crops meant routine in 
production, in distribution, in exchange 
and in consumption of wealth. ‘The 
credit system hung upon repetition of 
crops, and all else hung upon the credit 
system. 

This universal extension of credit 
had not even the virtue of being cen- 
tralized, which would have afforded 
certain insurance features and per- 
mitted some diversification, but was 
scattered in the hands of thousands of 
small men, principally country store- 
keepers. Where credit was on a large 
scale, as in State bank notes, other 
paper money, public bonds, and securi- 
ties of works of internal improvement, 
there was apt to be fiscal ineptitude or 
downright fraud, followed by repudia- 
tion or failure. Instead of credit ex- 
tension resting upon productive effici- 
ency, it relied upon the certitude of 
time; as the seasons came and went, 
cotton, in the long run, would a little 
more than pay for the cost of growing it. 

Political thought under slavery made 
no progress. Political theory certainly 
takes color from economic habit. 
Where there was no change in the 
methods of making a- living, there was 
no urge upon government to alter its 
purpose. The law was a sanction for 
slavery; political philosophy produced, 
for example in Calhoun, a mere spe- 
cial pleader for an outworn economic 
system. 


Religion in the South was likewise 
seduced by slavery, and became its 
hypocritical mistress. Sermons to 
slaves made it clear that it was the duty 
of servants to obey their masters, as it 
was the duty of the masters to obey 
God. When the slavery controversy 
became heated, the South was fecund 
in Scriptural defenses of its peculiar 
institution. When the Civil War came 
southern sections of evangelical denomi- 
nations split off from the national 
bodies. Religion, like everything else, 
was a function of economic life. Not 
being forced to adapt itself to an alter- 
ing economic environment, it became 
ingrowing, resulting in an easy moral 
code for the rich, emotional orgies for 
the slaves, and hell-and-damnation 
doctrines for the excluded, ignorant, 
half-existing poor whites. 

Education marked time; scholarship 
offered no constructive social thinking 
for the Southern people. Sons of 
Southern families of wealth might go 
from the sea islands to Oxford, Cam- 
bridge, Princeton, or Yale, but they 
returned, “elegantly educated,” to 
sink into the plantation system without 
a murmur. They were gifted and 
clamorous in debate, but poor at the 
business of analysis and drawing con- 
clusions. 

The proof of my point lies in Ap- 
pomattox. The system which the 
South had sanctioned, with all of its de- 
fenses, brought up in surrender. Since 
every one now recognizes that that*was 
a good thing, it is foolish to quarrel 
with the only system which could suc- 
ceed it, namely, one of balanced indus- 
try, agriculture, and commerce. 


Inpustry Brives SocraL GAINS 

All of our social gains in the South 
have been associated with the advance 
of industry—-employment for the poor 
whites, urban growth with all the ac- 
tivity this implies, sound banking, es- 
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tablishment of a wage system, greater 
productivity of wealth and its more 
even distribution, larger tax yields, 
better schools and roads, improvement 
of farming methods, and the growth of 
many governmental services. What 
the South needed throughout its prior 
history was productivity. This meant, 
first, abandonment of the expedient 
of mere explortation—chattel slavery, 
soil exhaustion, defrauding of public 
and private creditors; and second, the 
emergence of a wider margin between 
the cost of production and the price 
obtained for the product. The old 
South had no social surplus, and conse- 
quently was limited on every hand. 
The new South of industry mixed with 
agriculture begins to have riches, and 
in that measure, as a people, begins to 
live. 

If it is absurd to deplore the arrival 
of manufactures in the South, it is 
criminal to try to ignore the develop- 
ment. Mills and shops, dams and 
transmission lines, brokers and bankers 
to finance them, and commercial or- 
ganizations to sell their products, are 
rapidly transforming the life of the 
South. Already it is the old creed 
rather than the new activity which 
needs explanation and championing. 

Nor will it do to hold to a purely 
mechanistic view of society—to say 
that its future mold will be the 
result of economic forces or even mere 
accident. “Economic forces” em- 
brafe not only invention of machines 
and their operation in answer to the 
profit motive, but also a care for social 
consequences—a care which expresses 
itself in labor unions, protective legis- 
lation, and the assumption of economic 
authority and initiative by govern- 
mental agencies. In other words, we 
must try first to recognize what is 
happening through the industrializa- 
tion of the South; second, to under- 
stand its implications; and third, to 


control the outcome of the process, so 
far as possible, in order to derive the 
maximum of social advantage and the 
minimum of social hurt. 


FEATURES PECULIAR To THE SOUTH 


There are important differences be- 
tween industry in the South and in the 
North. In the first place, industry 
took its rise in the South fifty years 
later than in New England and seventy- 
five years later than in the Middle 
States. Second, the introduction of 
manufactures in the South was more 
abrupt than in the North. In New 
England there was the transition from 
agriculture to industry through the 
intermediate stage of commerce; in the 
Middle States (Pennsylvania typically) 
there was a gradual growth with the 
least possible clash of the three 
branches, and the greatest mutual 
benefit. But in the South, cotton mills 
were set down suddenly in cotton 
fields. ‘There was, furthermore, in 
influential quarters a definite revolt 
against agriculture—a feeling that 
single devotion to agriculture had 
failed the South and needed to be sup- 
plemented by industry. 

Third, Southern industrialists have a 
peculiar pride in their achievement. 
They began their work following a 
period, during Reconstruction, of po- 
litical humihation, and their tools were 
only such as were offered by determina- 
tion in the midst of poverty. These 
things gave to the whole movement a 
social sanction, I might almost tay 
social sanctification, which was largely 
lacking elsewhere. An added element 
to this end was the fact that industry, 
particularly the cotton factories, fur- 
nished bread and meat to the hordes of 
poor whites who waited to be reclaimed 
after the destitution which slavery 
entailed upon them. Thus, southern 
manufactures were imbued—often in 
the minds of the enterprisers them- 
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selves, and widely in the thought of the 
general public—with a philanthropic 
character. The racial homogeneity of 
the Southern people and the compara- 
tive similarity of climate and natural 
resources in the various Southern states, 
have contributed to give all economic 
effort a certain public quality, as con- 


trasted with that of the rest of the. 


country. The bitter struggle for the 
right of secession bound Southerners 
together, and a concept of separate 
identity remains, to this day, in an im- 
portant degree. This has much to do 
with the uncritical attitude of Southern- 
ers toward their industry. 

Fourth, money wages are lower in 
the South than elsewhere. For com- 
mon labor, southern wages are from 50 
to 65 per cent of those in the rest of the 
country; for semiskilled workers, from 
65 to 85 per cent; and for skilled work- 
ers, wages paid in the South are from 
75 to 100 per cent of those paid outside. 
These wage differentials hold whether 
the employing agency is private, a pub- 
lic utility, or a government service. In 
cotton goods, the southern average is 
66 per cent of the average elsewhere, 
in lumber and timber 63 per cent, in 
foundry and machine shops 80 per 
cent, and in railroad repair shops 90 
per cent. In 1929 the wages of casual 
farm laborers in the South averaged 48 
per cent of those for the rest of the 
country.’ In viewing these figures, 
three mitigating facts must be kept mn 
mind: (1) some southern wage earners 
recelve perquisites (hired farm laborers 
receive food and cheap rent, and cotton 
mill operatives receive cheap rent and 
fuel at wholesale, besides numerous 
social services); (2) the cost of living 
may be lower in the South; (3) the de- 
gree of skill compensated is on the 
whole not as high in the South as else- 
where. The first considerations may 


1 Heer, Clarence, Income and Wages in the 
South, Chapel Hill, N. C., 1930. 


be taken as raising the southern real 
wage somewhat. 

I have quoted the differential in agri- 
cultural wages because of the low pay 
of farm workers (an average of $1.55 
per day in ten Southern states as con- 
trasted with $3.25 for the rest of the 
country), and because southern in- 
dustries (as to a less extent those in 
America generally) are recruiting work- 
ers from agriculture, and the pay in 
manufacturing and mechanical pur- 
suits, particularly where the learning 
period is short, is held down by earn- 
ings on the land. ‘The South’s popula- 
tion is still mainly rural and agricul- 
tural, although Southern states have 
led the country in rapidity of indus- 
trialization. In South Carolina the 
number of wage earners in manufactur- 
ing establishments increased $7 per 
cent between 1919 and 1927, in North 
Carolina 30 per cent, and in Georgia 
25 per cent.» The birth rate in the 
South is high. 

Intimately connected with the fore- 
going is the fifth fact of the South’s 
Negro population. The presence of 
the Negro operates upon industry in 
several ways, depressing wages, reduc- 
ing skill, curtailing power to purchase 
manufactured products, diverting white 
workers’ attention from the economic 
to the race issue, and furnishing an 
enormous potential supply of industrial 
workers. 


© 
[NDUSTRIAL CONCENTRATION 


A sixth difference, and one of the 
most important, 1s that the South’s in- 
dustry is little diversified, and is rela- 
tively localized geographically. The 
cotton manufacture is the South’s 
principal industry—in number of work- 
ers (one third of the South’s factory 
employees are in it), in value of product, 
in capital employed, and in value added 
by manufacture. Manufactures of to- 

2 Op, cit. 
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bacco, cottonseed oil, furniture and 
other wood products, iron and steel, 
fertilizers and chemicals, paper, cement, 
ceramics, and repair and building of 
railroad equipment, are the other chief 
pursuits. Others, such as lumbering, 
oil refining, flour and rice milling, and 
the processing of sugar cane, come so 
near to the extractive industries as not 
to claim attention in this discussion. 
Furthermore, the South Atlantic states 
` are those in which industrialization has 
become important; the East, South 
Central states have made less progress 
in the introduction of manufactures— 
in number and variety of plants and in 
degree of fabrication—and the West 
South Central group still less. 

Thus there are few alternate em- 
ployments for the industrial worker, 
and this reflects itself in wage levels 
and in the growth of skill, and is a 
hazard to the whole community. If 
one industry is peculiarly depressed or 
badly organized, as is the cotton manu- 
facture at this time, whole cities and 
' towns find their pay rolls and purchas- 
ing power shrinking. It is difficult for 
workers to improve labor standards so 
long as, in event of failure, there is 
nothing else to go to. At the same 
time it is to be said that there is every 
reason for optimism in the number of 
new industries being started in the 
South. As these mature and spread 
they are destined to have a large part 
in grasing other distinctions between 
southern and northern industry. 

A seventh fact deserving mention is 
that in the South, industrial issues have 
not played so important a part in poli- 
tics as they have in the remainder of 
the country. Perhaps it would be 
proper to speak more broadly and say 
that economic issues have been more in 
the background in the South. This, 
like some other facts which have been 
listed, is mainly because industry has 
not come of age. The South, more 


largely than other sections, has been 


governed by a squirarchy dependent, 


upon the land. Something like the 
British “Manchester School” is, how- 
ever, beginning to emerge, and more 
and more it will bring political con- 
formity with national economic ad- 
vocacies, particularly in the matter of a 
protective tariff. This will be whole- 
some, because it will cut the ground 
from under mere rabble-rousers, tend 
to suppress the race issue, and invite 
workers to demand the same considera- 
tion shown to industrial enterprisers. 


LABOR ORGANIZATION 


An eighth special characteristic of 
southern industry (one implied in much 
that has gone before) is the newness of 
the organized labor movement. There 
are 160 Southern cities and towns with 
central labor bodies, whereas thirty 
years ago there were only ten. All 
states have state federations, whereas 
a generation ago there was not one in the 
South. The South now has more than 
six thousand local unions affiliated with 
the American Federation of Labor, and 
sixteen national unions are spending 
annually in excess of half a million 
dollars in assistance to southern or- 
ganized labor. But in the South, labor 
organization has made little headway 
in the great industries employing rela- 
tively unskilled people. Unionists are 
in the building trades, railroading, 
government services, printing, and 
other crafts. Their best individuals 
have furnished little leadership for 
southern labor as a class; in their own 
trade union practice they have pat- 
terned after northern precedent, and 
have not addressed themselves, even 
as a flying squadron, to the peculiar 
southern labor problem. 

However, new beginnings have been 
made recently. Almost two years 
ago, spontaneous strikes began in 
southern cotton mills and reached 


a 
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peaks in the struggles at Elizabethton, 
Tennessee, and Gastonia and Marion, 
North Carolina. Forthwith the Ameri- 
can Federation of Labor opened a cam- 
paign for the unionization of the South, 
centering particularly upon textiles. 
The Federation’s approach is an educa- 
tional one, as directed to workers, em- 
ployers, and general public. Despite 
considerable spasmodic organization in 
the cotton factories in past years, the 
workers still need to be told the story of 
unionism, be convinced of its benefits 
as opposed to the mere patronage of 
employers’ welfare work, and be disci- 
plined in dues-paying and other aspects 
of union loyalty, as well as loyalty to 
their jobs. 

The Federation is supremely mindful 
of the manufacturer’s production prob- 
lems, and is trying, wherever permitted, 
to show the employer how organized 
labor can cotperate with him in their 
solution. This engineering approach 
is carried over into the Federation’s 
representations to the general com- 
munity. It seeks to show that the cot- 
ton manufacture is a sick industry—a 
victim of waste, heedless competition, 
overproduction, and poor organization, 
particularly in the matter of distribu- 
tion of output. 

Further, it is shown that southern 
industry must look, for its sustenance, 
pretty largely to the purchasing power 
of southern industrial workers, and 
that while wages are low, prices must 
be low and markets sluggish. 

This apostolate is having its effect. 
Workers are joining the union ranks in 
large numbers, employers are Jending a 
surprisingly ready ear to the proposal of 
union recognition and collaboration, and 
public opinion is coming to see reason 
in the contentions of organized labor. 


INDUSTRIAL PROGRESS 


The Southern states (Virginia, West 
Virginia, the Carolinas, Georgia, Flor- 


ida, Kentucky, Tennessee, Alabama, 
Mississippi, Arkansas, Louisiana, Okla- 
homa, and Texas) in 1927 had 29,720 
manufacturing establishments; these 
employed 1,348,201 wage earners, used 
6,000,891 primary horse power, and 
turned out products worth $7,674,480,- 
997. The value added by manufacture 
was 41.5 per cent of the value of the 
products, as opposed to 48.9 per cent 
for the country as a whole. Between 
1925 and 1927, the value of manu- 
factured products fell off by $72,415,- 
000, but this difference was more than 
made up by an increase in the value 
added by manufacture—$78,710,000— 
showing the progress that industrial 
processes are making. 

In value of manufactures, the five 
leading Southern states in 1927 were: 
Texas, $1,206,579,962; North Carolina, 
$1,154,646,612; Virginia, $671,346,808; 
Louisiana, $638,361,215; and Tennes- 
see, $614,040,524. Georgia, Alabama, 
West Virginia, Kentucky, Oklahoma, 
South Carolina, Florida, Mississippi, 
and Arkansas came next inorder. The 
high figures for Texas, Louisiana, and 
Oklahoma are on account of petroleum 
refining, this being responsible in Texas 
for a third of the total value of manu- 
factured products. 

The South was about half as far in- 
dustrialized as the country as a whole 
in 1910, and three fifths as far in 1920, 
judging by the proportion of the gain- 
fully employed who were in manufac- 
turing and mechanical pursuits. ® If 
more recent figures were available, 
they would undoubtedly show further 
gain for the South. The South in 1927 
had something less than a sixth of the 
country’s total horse power in prime 
movers; of the South’s total of 6,289,- 
602 horse power, 2,934,600 was in 
electric motors driven by purchased 
current. Electric power plants are þe- 
ing built rapidly in the South, to be 
operated by water, coal, lignite, oil, 
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or natural gas, and are perhaps 
the best proof of the industrial ad- 
vance. 

The southward shift of cotton manu- 
facture (and to a less extent other tex- 
tiles) has taken three forms—the out- 
right removal of northern companies, 
the building of branch plants in the 
South, and the relative growth of south- 
ern enterprises. This movement, more 
than any other, has called the South’s 
industrialization to the attention of the 
country. In 1909 New England had 
half again as many active producing 
spindles as the South. By 1914 the 
lead had dropped to a third again as 
many, and in 1919 to a fourth again as 
many; but in 1927 the South was ahead 
of New England by 3,192,080, and the 
gain has continued since. Between 
1919 and 1927, the number of idle 
spindles in North Carolina decreased 
by 25,468, while the idle spindles in 
Massachusetts increased by 988,265. 
The South now has more looms than 
has New England, while a decade ago 
New England had 85,000 more than 
had the South. In 1927 the southern 
mills used 72 per cent of all the cotton 
processed in American mills, had 58 per 
cent of the country’s active spindles, 
and turned out over 57 per cent of the 
country’s cotton goods by value. In 
1980 the South had 277,820 wage earn- 
ers in cotton mills, or 59 per cent of the 
country’s total. 

This progress in the South is due 
manly to lower wages, better equip- 
ment and better and cheaper construc- 
tion of mills, cheaper power, lenient tax 
policies, and longer hours of operation. 
Lower labor costs constitute the chief 
of these items, and the absence of or- 
ganization among workers in the South 
heretofore has had much to do with 
poor labor standards. Not only are 
cotton mills concentrating in the South, 
but other departments of the industry 
are building plants here—finishing, re- 


pairing, and machinery manufacture. 
Rayon has had a conspicuous growth in 
the South, and knitting mills, particu- 
larly on underwear and hosiery, are re- 
sponsible for much of the South’s prog- 
ress in textiles. 


Various INDUSTRIES 


Iron and steel plants are important 
chiefly in Alabama, Tennessee, and West 
Virginia. ‘The value of the products 
of blast furnaces, steel works and roll- 
ing mulls, and cast iron pipe plants 
was $395,911,580 in 1927. Alabama 
had 21 establishments, with 11,630 wage 
earners, and products valued at $122,- 
948,350; this state ranks fifth in the 
country’s pig-iron production. Bir- 
mingham, founded in 1870, has the 
advantage of 32 to 45 per cent ores in 
juxtaposition with coal and fluxes. 
Birmingham steel, made by the open- 
hearth process, is increasingly finding 
a market within the South. 

The cottonseed oil industry is prac- 
tically confined to the South. For the 
year ending July 31, 1929, the 520 
plants crushed 4,839,845 tons of seed, 
an increase of 349,197 over the previous 
year. ‘Texas is the leading state, with 
Mississippi next. The value of all 
products in the year cited-was $258,- 
$25,000. This industry greatly assists 
southern agriculture by creating a 
market for the seed and supplying feed 
and fertilizer. 

In 1927 the South had 36,118 work- 
ers in the cigar and cigarette branches 
of the tobacco industry, and 4,764 in 
other branches. The industry is con- 
centrated in North Carolina, Virginia, 
Kentucky, and Florida, the first three 
bemg characterized by machine meth- 
ods highly developed, and the last by 
hand production of cigars. North 
Carolina and Virginia in 1927 produced 
four fifths of the country’s cigarettes. 
The tobacco manufacture developed 
from a plantation handicraft, and owes 
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much to the organizing ability of a 
North Carolinian, the late James B. 
Duke, founder of the American To- 
bacco Company. 

The furniture industry is a new one 
in the South, and is developing rapidly 
in North Carolia, Virginia, and Ten- 
nessee. The first plant was at High 
Point in 1888. In 1927 there were in 
the South 384 plants, turning out 
products worth $121,972,444. Finer 
and finer grades of furniture are 
being manufactured in the South, 


with accompanying expansion of the 
markets. 

Another wood-using industry is the 
paper manufacture, most important 
in Virginia, Louisiana, and Tennessee. 
Methods are being introduced whereby 
the resinous southern pines may be 
manufactured mto grades of paper 
better than wrapping or kraft paper, 
which has been the South’s chief 
product. Wallboard and insulating 
materials are being made from sugar- 
cane bagasse. 


Southern Textile Manufacturing 


By Cuauprus T. Murcuison } 
Professor of Economica, University of North Carolina, Chapel Hill, North Carolina 


N the year 1927, according to the 
census returns, the cotton-growing 
states produced 67 per cent of the 
country’s yardage of woven cotton 
goods as compared with 62.5 per cent in 
1925 and 54 per cent in 1921. Meas- 
ured in dollar values, the South’s per- 
centages of cotton-goods output are 
somewhat smaller, being 56 per cent in 
1927, 52.4 per cent in 1925 and only 44 
per cent in 1921. While the figures in- 
dicate that the southern output is on 
the whole of coarser quality and of less 
value per yard, they also show that in 
rate of growth, southern values have 
increased more rapidly than physical 
output. Having attained predomi- 
nance in the simpler cloth construc- 
tions, the South is turning its atten- 
tion more and more to the finer weaves. 


COMPARATIVE PRODUCTION FIGURES 


Recent developments in the indus- 
try, however, induce the belief that the 
South will encounter a much more 
effective resistance to farther advances 
in the field of fine goods production 
than it experienced from 1921 to 1930. 
In 1927, southern cotton mills manu- 
factured 84 per cent of the sheeting; 82 
per cent of the print cloth; 74 per cent 
of the shirtings; 71 per cent of the ging- 
hams; 87 per cent of the denims; 94 
per cent of the drills; 88 per cent of the 
towels and toweling; 98 per cent of the 
osnaburgs; 92 per cent of the cotton 
table damask; 75 per cent of the tick- 
ings; 72 per cent of the cottonades and 
cotton worsteds; and 88 per cent of the 
yarns sold by mills. 

1 Author of King Cotton Is Sick, University 


of North Carolina Press, 1980. Reviewed in 
this issue of The Annals. 
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Quite a different picture is obtained 
by arraying the fine goods classifica- 
tions. In 1927, the South produced 
only 24 per cent of woven goods con- 
taining rayon as a material of second- 
ary importance; 30 per cent of goods 
made largely or entirely of rayon; only 
18 per cent of the muslins; only 10 
per cent of the plushes, velvets, and 
velveteens; and 40 per cent of reps, 
poplins, and broadcloths. 

Since 1923 the industry has been 
characterized by two major develop- 
ments: a territorial shift southward, 
and a steadily diminishing prosperity 
for the industry asa whole. The many 
decades of virtually uninterrupted 
growth of plant capacity came to an 
end in 1923. In that year the industry 
possessed 36,260,000 spindles which 
were classified as “active.” Since that 
time both active and total spindles 
have been diminishing, the former at a 
more rapid rate as indicated by the 
following table. 


Year Operating Decrease in 
Spindles | Active Spindles 
LDA Ss cones 35,849,388 410,993 
1925 . 35,032,246 817,092 
1926 oie serine $4,750,286 281,980 
WOT aaa 84,409,910 840,398 
1928.. 83,569,792 840,118 
1929. $2,417,036 1,152,756 





Although the number of spindles for 
the country as a whole has undergone 
a violent shrinkage, the number of 
southern spindles has not in any year 
failed to show an increase. 

It has been authoritatively estimated 
that of the net increase in southern 
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y Annual Spindle Increases 
= in the South 

19237 sea! ee ea 730,812 

1924.. 400,848 

1925. 530,396 

1926.. 348,800 

1927.. 565,500 

1928.. 831,8592 





spindles since 1928, about one half is 
due to the installation of secondhand 
spindles from New England. In any 
case, the South has been gaining about 
2,800,000 spindles while the rest of the 
states have been losing about 5,500,000. 

One might logically infer that this 
marked diminution in the basic equip- 
ment of the industry had gone hand in 
hand with a reduction of output. But 
such has not been the case. As the 
number of spindles has become smaller, 
the activity of each spindle has become 
greater. ‘The average number of hours 
worked per spindle is shown for each 
of the years since 1928 in the following 
table. 





Year Hours Worked 
per Spindle 
1923 2811 
1924 2353 
1925 2594 
1976 « a 24 2708 
1927 2892 
1928 . 2873 
1929¢ 8078 


In 1929 the average running time 
per active spindle exceeded that of 1928 
by the amazing margin of 200 hours. 
Measured by Massachusetts standards 
this is equivalent to a whole month of 
additional time within the year. Yet 
this high-speed performance of the 
country’s aggregate spindlage falls 
considerably short of southern spindle 


activity. With 54.9 per cent of the 
industry’s spindles, the South accounted 
for 68.8 per cent of the total spindle 
hours in 1929, or approximately 3616 
hours of running time per spindle. 
The difference is mainly due to the 
greater prevalence of night work in the 
southern mills. In its special survey 
of the cotton textile industry in 1928, 
the Bureau of Labor Statistics found 
that of 158 mills investigated, 72 were 
working at night. Of the 28 Massa- 
chusetts mills studied, 10 had night 
shifts; 13 out of 23 South Carolina mills 
were working at night; 12 of 16 Georgia 
mills; 5 of 6 Alabama mills; 5 of 15 
Rhode Island mills; and 18 of 62 North 
Carolina mills.? 


Toe WAGE SITUATION 


The rapid growth of the South, both 
in equipment and in product, at the 
expense of other areas has had the effect 
of creating the general impression that 
the South is mainly responsible for the 
relatively low wage levels of the indus- 
try. In this connection it is well to 
point out that wages in the cotton in- 
dustry have advanced at practically 
the same rate as in other industries. 
Professor Paul H. Douglas, of the 
University of Chicago, has computed 
the relative hourly earnings of labor 
in selected industries and for industry 
as a whole. Five of his indexes are 
given in the table on page 82.3 

The Bureau of Labor Statistics bas 
computed an index number of hourly 
earnings In cotton mills, using 1913 as a 
base. This index puts 1928 wages at 
218.8 as compared with 100 in 1913. 
During the war years and for some time 
after, textile wages were more respon- 
sive to the influences making for higher 
levels than were wages in most other 


2 Bureau of Labor Statistics, Bull. 492, Wash- 
ington. 

3 Douglas, Real Wages in the United States, 
pp. 102 and 205, New York, 1930. 
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Rexative Hourty Earninas, 1914-1926 





industries, as the above table strikingly 
demonstrates. 

But the true wage situation in the 
textile industry is not revealed by the 
course of money rates per hour of 
working time. Proper allowance must 
be made for fluctuations in employ- 
ment and for wage equivalents not in 
money form. If the workers in the 
industry were working full time at the 
prevailing hourly rates, the actual 
average weekly earnings per worker for 
the years mentioned would be as 
follows: 4 


per cent of full time. More specifically, 
male picker tenders in that year worked 
78 per cent of full time; drawing frame 
tenders (male) 72 per cent; speeder 
tenders (male) 78 per cent; frame spin- 
ners (female) 73 per cent; doffers (male) 
74 per cent; loom fixers 87 per cent; 
weavers 78 per cent. 

Hence, in 1928 male picker tenders 
on a full time basis would have received 
as an average $15.37 weekly. They 
actually received $12.01. On the same 
basis, drawing frame tenders would 
have received $15.48 but actually aver- 





Average Full Time | Average Earnings | Average Full Time 


Year Hours per Week per Hour Earnings per Week 
BOIS 0 we aah a oa Maes 56.8 , 153 % 8.63 
F910 aa agaa was SSR aa aa 56.9 .179 10.08 
DOUG ee he A AEA aeaetts 56 . 267 14 95 
1920.. 51.8 . 480 24 86 
T92 og aint ks Gee Ue - awa Re: et 52.8 . 880 17.42 
1028, 3. & KA wena ee ise Sao. ee 53 . 372 19.72 
192%.. 53.8 . 328 17 48 
LORS. ataiancad akari Showa ets 58.4 824 17.30 è 


In reality, actual weekly incomes will 
average considerably lower, owing to 
the great irregularity of the industry’s 
operations. The Bureau of Labor 
Statistics, in its 1928 survey of 158 
mills, found that the great majority of 
workers were employed only about 75 


4Source of data: Bureau of Labor Statistics 
Bull. 492. ‘ 


aged $11.09. For male speeder ten- 
ders the figures are $19.01 and $13.91; 
for female frame spinners, $14.60 and 
$10.65; for loom fixers, $25.88 and 
$22.50; for male weavers, $20.98 and 
$16.82. Clearly, the low wages of the 
textile industry are due to irregularity 
of employment as much as to meager- 
ness of rates. 
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INSTABILITY OF OPERATIONS 


The extraordinary instability of op- 
erations with which the industry is 
cursed is due to forces which are mm no 
sense local or regional in origin and 
hence cannot be ascribed in any impor- 
tant degree to the peculiarities of south- 
ern mill practice, as we shall see later. 
Though proncunced seasonal fluctua- 
tions are characteristic of the industry, 
those of a fortuitous nature are of much 
greater weight in producing instability. 

The South has met with no more suc- 
cess in overcoming the forces of insta- 
bility than has New England. In fact, 
her success has been less if 1928 be re- 
garded as a representative year. In 
that year, New England mills reported 
on by the Bureau of Labor Statistics 
were apparently able to provide their 
workers with more hours of employ- 
ment than was the case with southern 
mills. It is of course important here 
not to confuse the total working time 
of the mill with the average working 
time of each employee. Our compari- 
son 1s concerned only with the latter. 
The data which follow are for pay peri- 
ods of two weeks and apply to male 
weavers, 


South Carolina 
Georgia. .. ..... 


The marked advantage which the 
South possessed in its lower wage rates 
and longer working days has been for 
the most part lost through inability to 
achieve regularity of operations. This 
has been particularly true in North and 
South Carolina, where sixty-five per- 
cent, of the southern division of the in- 
dustry is concentrated. 


Hours Actually Worked 





Let us take, for example, the wages 
of male weavers in North Carolina and 
Massachusetts. The average actual 
earnings in North Carolina per week in 
1928 were $14.59 and in Massachusetts 
$18.28. These amounts represent pay- 
ments only for time actually worked. 
The difference in pay was $8.64 per 
week in favor of the Massachusetts 
worker. Making allowance for quali- 
fying factors, the Massachusetts worker 
was on the job an average of 42.2 hours 
per week, whereas the North Caroling 
worker was active 39.4 hours per week. 
If we allocate to the Massachusetts 
weaver the same working time as the 
North Carolina worker, his pay would 
be $17.08. This would- reduce the 
earnings differential for equal working 
periods to $2.44 per week. 

As a partial offset to this differential, 
the most important item is the rent 
gratuity which southern mills accord 
their workers. In the mill villages 
throughout North Carolina, the cus- 
tomary rent is a dollar per room per 
month—four dollars for a four-room 
house. Many mills allow free rent 
during periods of sharp curtailment. 
The various estimates which have been 
made of the value of the rent gratuity 


— 


Hours Constituting 


in Pay Period Full Time 
84.5 96 
78 8 110 - 
75.4 110 
86.9 114 


range from $1.50 to $4.86 per week per 
worker. Mr. Bernard Cone, whose 
mills are surrounded by villages of a 
very high standard of comfort and at- 
tractiveness, made the following state- 
ment as to their wage equivalence: 

I have figured that in our case, this item 
of cheap rent alone means an additional 
wage of about $2.50 per week per employee. 
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Through North Carolina as a whole, I 
should say it was safe to count this item as 
$1.50 to $2.00 a week extra wages. 

If we take Mr. Cone’s minimum 
figure as the one to be regarded as 
typical and apply it to the wage differ- 
ential just referred to, it reduces it to 
94 cents, bearing in mind that we are 
basing our argument on similar and 
reduced working periods for both sec- 
tions. This residual difference of ap- 
proximately one dollar is large enough 
to be of importance for managements 
making similar products. But as we 
have seen, the events of the past few 
years have rendered the great bulk of 
southern and New England products 
essentially dissimilar. Though they 
still fall largely into the same general 
classifications, the value per yard added 
in manufacture by the New England 
mills is decidedly higher. This means 
that higher skills within the same occu- 
pational groups are required by the 
New England mills. For this skill 
differential, allowance is nowhere made 
in the comparative wage statistics. It 
cannot be computed with exactness, 
but in all likelihood it goes far toward 
counterbalancing the dollar differential 
left after allowance for the rent 
gratuity. 

It is evident that the money wage 
differential which favored southern 
management has been sorely whittled 
down not only by the inability to main- 
ain a 55-hour week, but also by the 
virtual termination of the period of 
severe competition with New England. 
Southern workers are no longer com- 
peting on any large scale with New 
England workers. The latter are no 
longer making important quantities of 
osnaburgs, ducks, drills, denims, and 
soforth. This is not to say that further 
extension of the industry southward is 
not to be expected. It will continue, 
but at a much slower pace than we 
have recently witnessed, since in the 


future it must of necessity involve fine 
goods which require more elaborate 
techniques on the part of management, 
greater skill on the part of ‘workers, 
and more expensive and delicate 


machinery. 
DEPRESSION IN THE INDUSTRY 


Turning our attention to the reced- 
ing prosperity which has characterized 
the industry as a whole for the past 
five years, we shall refer first to its New 
England and then to its southern as- 
pects. The most conspicuous measure 
of its severity in New England is the 
loss of virtually one third of her spin- 
dies. The average price of mill shares 
by the end of 1929 was only about one 
fifth of the 1923 price. The New Bed- 
ford mills have been famous for their 
profitableness. During the decade 
1920-1929 they paid an annual average 
of $7.42 per share in dividends, but the 
rate of payments declined steadily 
after 1924. In 1929 the payments 
averaged only slightly more than $2.00 
per share, and 22 mills out of 36 were 
paying no dividends at all. The ag- 
gregate dividends paid by New Bed- 
ford mills averaged $1,258,000 per 
quarter in 1928. In 1929 the average 
was about $240,000 per quarter, a de- 
cline of 80 per cent. Fall River mills 
were paying to their stockholders 
$882,000 quarterly in 1928, but only 
$221,000 in 1929. 

In the South the depression, though 
severe, has been less destructive than 
in New England. Dividend changes 
since 1926 have been more often down- 
ward than upward, and beginning in 
1928 the percentage of non-dividend- 
paying mills rapidly increased. It is 
doubtful if more than one half of the 
southern mills were paying dividends 
on common stock by the end of 1929. 
Bankruptcy sales have been frequent, 
and many mills have escaped the auc- 
tion block only by being “taken over” 
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by their selling houses. As in New 
England, the course of textile security 
prices has been steadily downward. 
According to the index computed by 
R. S. Dickson & Company, the average 
price of twenty-five representative mill 
shares declined from $144.50 per share 
in 1928 to $71.48 per share in July, 1930, 
a shrinkage of $73.08 per share. Prac- 
tically all of this decline had occurred 
before the New York stock market 
crash in 1929. 

To the financial evidences cf depres- 
sion may be added the spectacle of 
violent fluctuations in physical output 
andinemployment. Since 1928, a few 
months of intense production activity 
have invariably been followed by dras- 
tic curtailment, in which the profits of 
the preceding period have been counter- 
balanced by losses. 


EXPANSION Desprre DEPRESSION 
Yet the situation has not been with- 


out its paradoxes to puzzle the mind of ` 


the inquirer. It has not been generally 
understood how a condition of chronic 
business loss could be reconciled with 
steadily expanding material equipment, 
an enlarged output, and a tremendous 
increase in the activity of each spindle, 
as indicated by data which we have 
already presented. 

The annual increases of plant equip- 
ment which have been installed in the 
South regardless of the lack of prosper- 
ity are due partly to the high degree of 
specialization which prevails among the 
mills. “ So numerous and so varied are 
the products of the industry, and so 
kaleidoscopic is the character of con- 
sumption demand, that the forces of 
depression never attack evenly. How- 
ever unfavorable the general market 
situation, there are always certain 
types of products whose behavior is 
opposed to that of the mass. It is 
characteristic of the industry that 
these scattered opportunities for profit- 


able operation are more likely to lead 
to new plants and equipment than to 
readjustment of existing establish- 
ments. 

It is also true that plants which are 
successful as a result of exceptionally 
competent management will often pre- 
fer to enlarge their operations by new 
construction and installation rather 
than purchase existing plants, even 
though the latter are being offered at 
bargain prices. For these reasons, 
however high the mortality rate of the 
industry, the birth rate can never fall 
very far behind. 

Another influence making for south- 
ern expansion is the wide disparity in 
operating costs between the upper tier 
of southern states and those which 
constitute the deep South. These 
cost differences are of such a character 
as to be effective only in the manufac- 
ture of coarse products, but they have 
undoubtedly led to the establishment 
of many plants whose only chance for 
profits lay in underselling. Enter- 
prises of this character are in no way 
discouraged by an already existing 
overcapacity in the industry as a 
whole. There is to be taken into ac- 
count also, as a force making for ex- 
pansion, the great hunger for industry 
which always pervades those communi- 
ties whose inhabitants earn a precarious 
livelihood from a faltering agriculture. 
Pay rolls and local business activity 
are the chief desiderata rather thag 
the net profits of the specific undertak- 
ing which is to bring them about. 
Throughout the South are many com- 
munities in the throes of such an urge, 
and they turn automatically to textile 
manufacture as the one industry which 
is best suited to lack of previous experi- 
ence, limited business skill, and meager 
capital. 

As regards the paradox of greater 
activity per spindle in the face of de- 
clining profits, it is to be explained by 
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greater resort to night work in the at- 
tempt to cut down expenses. To the 
individual mill management, cost re- 
duction in times of adversity is a mat- 
ter of greater urgency than is market 
price. About the latter, there is 
nothing he can do but acquiesce. As 
it declines, his only salvation lies in a 
compensatory reduction of expense 
per unit of output. He may be aware 
of the lack of logic in accelerating the 
flow of goods to an already overbur- 
dened market, but as an individual he 
has no alternative that is more logical. 
So it happens that in the textile indus- 
try, most of the physical manifesta- 
tions of prosperity, such as increased 
plant, larger output, and more intense 
operation of machinery, are likewise 
inevitably present as concomitants of 
depression. 


Apversp FORCES 


In the discussion so far we have listed 
certain manifestations of territorial 
and economic change in the industry 
and have referred to certain influences 
of a secondary character which have 
served to intensify and prolong the 
tendency to depression. We shall now 
turn our attention to those forces of a 
more basic character in which is to be 
found the ultimate responsibility for 
the industry’s ills. The adverse effects 
of each one are largely due to its con- 
juncture with the others. They are to 
he separated only for purposes of de- 
scription. Final evaluation must as- 
sume their presence as a composite. 

They consist of the wide and ire- 
quent gyrations in the price of raw 
cotton, a broader and more rapid appli- 
cation of fashion influences to cotton 
goods, and the changed character of 
cotton goods merchandising. Retain- 
ing as it has the disjointed structure 
and the individualistic methods of 
fifty years, the industry has been unable 
to cope with these new and powerful 


intruders. To understand the chaos 
which they have wrought, it is neces- 
sary first to view the industry’s struc- 
ture. It is still an industry whose 
manufacturing units are small, widely 
scattered, and numerous. Ownership 
and management are mostly in the 
hands of local interests. Very rarely 
does a single enterprise do more than a 
fractional part of the processing re- 
quired to convert raw cotton into a 
finished usable product. There is in- 
stead a series of specialists, the output 
of one constituting the raw material 
of the next. 

Many mills, approximately one 
fourth, are exclusively spinning mills. 
Most of the cloth mills do some spin- 
ning, a few of them make practically 
all of their required yarns, and still 
others produce an excess of yarns which 
they dispose of in the market. The 
buying and selling of yarns is accom- 
plished through the agency of yarn 
merchants. Where buyers and sellers 
are so numerous, such an arrangement 
is necessary to procure instantaneous 
execution of orders, and to provide 
even terms for all parties. 

Theoretically, the price of yarn 
should reveal the true relationship 
between supply and demand, and so 
serve as a guide to mill operations. In 
actual practice, its function of main- 
taining an even flow of goods is largely 
frustrated by speculative, and some- 
times unethical, operations. No one 
questions the value of speculative 
operations in so far as they are a neces- 
sary adjunct to hedging. But in the 
yarn markets they extend far beyond 
any such laudable purpose. There we 
find speculative buying of yarns by 
merchants, mills, and outsiders, al- 
ways attendant upon rising cotton 
prices. Hence, the curious result of 
stimulated yarn supply from cotton 
scarcity. 

At other times, yarn merchants will 
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sell short in anticipation of being able 
to force mills to accept orders at a lower 
price. It is not uncommon for mer- 
chants to accumulate orders on their 
books temporarily rather than pass 
them on to the mills, hoping thereby 
to gain a subsequent buying advantage. 
Thus the yarn market as a whole, in- 
stead of exclusively reflecting consump- 
tion demand and actual supply, at 
times becomes an active agent in the 
concealment of the relationship, and 
go Joins with a number of other influ- 
ences in producing chaos where there 
should be order. 


THs CONVERTERS 


A majority of the cloth mills are not 
equipped to do their own finishing, 
and so sell their products as “grey 
goods.” Finishing, which includes 
such processes as bleaching, dyeing, 
and printing, is therefore in the hands 
of another group of specialists. But 
between the actual finishers and the 
cloth mills is still another group called 
the converters. The converters pur- 
chase grey goods or semifinished goods 
from the mills or commission mer- 
chants, determine the style character- 
' istics to be imparted to them, and have 
the finishers do the actual processing on 
a price-per-yard basis. 

The converter is the stylist of the 
industry. He employs designers who 
are constantly at work on new patterns, 
colors, and fabric constructions. In 
anticipation of the changing fashions 
for an approaching season, he submits 
his new designs or patterns to the trade 
and solicits orders. Upon receiving 
the orders, he supplies the finishers 
with the base materials to be processed 
according to specification. If he buys 
the base materials in advance, ‘he as- 
sumes a speculative risk. If he ven- 
tures to have materials finished ahead 
of the receipt of orders in expectation 
that certain designs or patterns are 


bound to be popular, his position be- 
comes still more speculative. If he de- 
lays all contracts until receipt of orders, 
he runs the risk of finding the mills and 
the finishers unable to take care of his 
needs on such short notice. What he 
actually does is a matter of his indi- 
vidual courage, capital, and acumen. 
In any case, the converter cannot be 
regarded as a stabilizing influence. 
The chances are all in favor of his in- 
tensifying whatever happens to be the 
tendency of the moment. If the grey 
goods market happens to be depressed 
he will naturally delay his purchases to 
the last minute, to the manifest disad- 
vantage of the cloth mills. On the 
other hand, if the cloth market is 
strong and the outlook is for higher 
prices, he will place his orders well in 
advance and insist upon early deliveries, 
thus stimulating still further the tend- 
ency toward overstocking which such 
a situation always produces. 


Toe Commission MERCHANTS 


In their purchase of grey goods, the 
converters do not ordinarily deal di- 
rectly with the manufacturing units, 
but purchase through the agency of 
commission merchants. Thus between 
converters and mills is essentially the 
same kind of open market arrangement 
as exists between spinners and weavers. 
The cloth merchants handle both 
finished and unfinished goods. Pur- 
chasing the converter’s raw material$ 
for him, they likewise sell for him his 
finished products. 

But into the primary cloth markets, 
of which the commission merchants are 
the foundation and much of the super- 
structure, come not only the converters 
but also the wholesalers who buy and 
sell on their own account; the garment 
manufacturers; the great retail buying 
organizations, such as the department 
stores, the chain stores, and the coop- 
erative buying associations; interior 
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decorators; and industrial consumers, 
such as automobile body manufac- 
turers, furniture manufacturers, and 
those who use fabrics either as raw 
material or as container material. 

Under modern conditions these buy- 
ers are powerful, shrewd, highly dis- 
criminating, and ruthless in their exac- 
tions. Yet the average cloth manu- 
facturer never comes in touch with 
them. Except in a few cases, involving 
the largest mills, he is satisfied merely 
to turn over his entire selling accounts 
and selling responsibility to a selected 
commission merchant. It is not un- 
usual for a merchant to represent at the 
same time fifteen or twenty competing 
mills, and several of the largest com- 
mission houses represent from fifty to 
seventy-five mills. 

The prices at which the goods are to 
be sold are theoretically fixed by the 
mill; but in practice, the goods move 
at prices recommended by the selling 
agent. 

The commission merchant as selling 
agent is essentially a trader. In the 
very nature of the case, his prime moti- 
vation as a selling agent cannot be con- 
cerned over the long-time profits of his 
many client mills. His major concern 
is with the immediate activity of the 
market—his volume of sales. Both 
his income and his standing in the 
market are conditioned upon one thing 
—moving the goods. A fluctuation of 
Sne cent a yard, which may mean the 
difference between profit and loss for 
the mill, is a matter of relative indiffer- 
ence to the merchant. 

As a proposition in ethics, the com- 
mission merchant of course dislikes a 
development which is not favorable to 
his mills; as a matter of business, he 
must pursue a policy which produces 
an income for himself and orders for his 
mills. If, as an individual, he at- 
tempted a different policy and pro- 
ceeded to hold out for better prices 


from buyers and more conservative 
production schedules on the part of 
mills, he would quickly get for his pains 
a loss both of buying and selling cus- 
tomers and a speedy disintegration of 
his business. His only other alterna- 
tive is to go with the market and be- 
come an indistinguishable part of the 
daily whirligig. 

This alternative is frequently made 
more urgent by the fact that many mills 
look to their selling agents for their 
financing. Goods are sold commonly 
on a sixty-day credit basis. The mills 
themselves cannot bear the burden of 
such credit extensions. Commission 
merchants serve as a stop-gap, making 
the necessary money ‘advances to the 
mills (with an interest charge) and 
subtracting the loans from the subse- 
quent collections. At times of slack 
orders, commission merchants also loan 
to mills against the security of goods 
held in stock. 


Rescuts or CREDIT PRACTICES 


As a result of these credit practices, 
mills are almost continually in debt to 
the selling houses. In the light of its 
ultimate economic consequences, a 
more vicious method of financing could , 
hardly be devised. It has the twofold 
effect of putting the mills in a position 
where they must sell goods regardless 
of cost in order to meet bills payable, 
and putting the merchants in a posi- 
tion where they must insist on such 
action for their own protection., 

At a time of market depression in the 
industry, when the mills are selling 
output at cost or below, the necessary 
advances from the commission houses 
will approximate a hundred per cent 
of the selling value of the goods. 
This destroys the last vestige of market 
independence which the mills possess, 
and prolongs and deepens the depres- 
sion. The final sequel is a status of 
hopeless insolvency on the part of the 
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weaker mills. Many of them are 
quietly taken over by the commission 
houses and continued in operation so 
long as the sales commissions exceed 
manufacturing losses. Perhaps they 
are nursed back into solvency; per- 
haps they are dropped upon the bank- 
ruptcy courts. Many mills are in such 
uncertain status at the present time. 

Somewhat beyond the commission 
merchant in the sequence of processes 
is the wholesaler or jobber. His im- 
portance in textile distribution has 
waned in late years; but at the present 
time he appears to be holding his own. 
He differs from the commission man 
in that he buys goods outright and 
sells from his own stock. 

The wholesalers’ loss of prestige has 
come from the recent rapid growth in 
chain stores, from the formation of buy- 
ers’ syndicates, and the increasing size 
of department stores, mail order houses, 
and garment manufacturers. As the 
buying units have become larger and 
stronger, their tendency has been to 
brush aside the wholesalers and to ap- 
proach the commission merchants and 
the larger mills directly. This has 
radically changed the entire aspect of 
textile goods bargaining. Faced by so 
formidable an array of buyers who are 
thoroughly conversant with the weak- 
nesses of the sellers, the commission 
merchants are neither in the mood nor 
in the position to resist effectively. 
They can only pass back to the mills 
the price ideas of the buyers, and in the 
present disorganized state of the mills 
the buyers’ price usually prevails. 

Such, in the main, is the organiza- 
tion of the cotton textile industry. 
Its many component atoms, widely 
scattered, and varied im function, 
achieve codrdination, such as it is, 
through indirection and conflict. 

Adjustments in price, type of prod- 
uct, total output, and stocks on hand 
can be effected with reasonable exact- 


ness and promptness only when the dis- 
turbing influence are mild in character 
and slow-moving. But the industry 
has come to be harassed by influences 
which are anything but mild and slow- 
moving. ‘Together, they constitute a 
perfect carnival of violence and un- 
restraint. 


Corton Prick FLUCTUATIONS 


A spectacular example is found in 
the wild gyrations of the cotton mar- 
ket. In 1920-1921 the range was from 
ten cents to forty cents a pound. In 
1926-1927 the range was from eleven 
cents to twenty-five cents a pound. It 
has become customary to expect the 
high price of any year to be from forty 
to fifty per cent greater than its low 
price, and no surprise is entertained if 
this range happens to be doubled. 

Before the war, fluctuations, meas- 
ured percentually, were not half so 
great as they have been since. In the 
period 1905—1913 the mean deviation of 
monthly cotton prices from the average 
was only about ten per cent. For the 
nine-year period 1920-1928 the corre- 
sponding figure is about twenty-five 
per cent, and this was closely ap- 
proached in every year except one. It 
is evident that cotton price fluctuations 
have a disturbing influence more than 
twice as great as they commonly exer- 
cised prior to the war. 

The more rapid and violent the fluc- 
tuations in the price of cotton, th® 
greater is the difficulty in adjusting 
proportionally the prices of goods. 
Trading risks therefore become much 
greater. A certain degree of protec- 
tion is afforded the mills and the con- 
verters by recourse to “hedging,” but 
it is not great enough to insure against 
loss. Great technical skill is required 
for complete success in hedging opera- 
tions, and many mills hesitate to make 
habitual use of them. The inade- 
quacy of the device is well evidenced by 
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the fact that a pronounced decline in 
the price of cotton invariably dimin- 
ishes profit margins of most mills dur- 
ing the period of decline; whereas a 
pronounced rise in the price of cotton 
invariably increases mill profits for a 
portion of the period. 

A still greater evil resulting from 
cotton price fluctuations is the high 
degree of irregularity which they im- 
part to production operations of the 
mills. If cotton prices begin to rise in 
anticipation of a relatively small crop, 
orders for goods at once increase in 
volume. Retail buyers, industrial 
consumers, garment manufacturers, 
converters, and wholesalers hasten to 
provide for their requirements before 
prices rise further. The easy inflow of 
orders without solicitation or price 
higgling works like a tonic on the mills. 
They scramble madly to place more 
contracts for raw cotton. Production 
schedules are hurried up. Night shifts 
are thrown into operation. The in- 
creased mill activity gives cotton prices 
another fillip, and the contagion of for- 
ward buying spreads still farther, with 
the mills disposed to manufacture to 
stock if orders are not adequate to take 
all output at desired prices. 

During this artificial tempest, noth- 
ing at all is happening in the actual 
consumption area. If anything, the 
higher prices of goods discourage the 
ultimate consumer into the purchase of 
Tess clothing or the use of substitute 
“fabrics. This fact finally dawns upon 
the various divisions of the industry 
after shelves and warehouses have be- 
come loaded with goods which are not 
moving. The aftermath of depression 
is likely to be of longer duration than 
the period of prosperity, since a read- 
justment downward is not so easy as 
the expansion upward. Many mills 
will not curtail until losses from con- 
tinued operations become as great as 
the losses from complete stoppage. 


The violence of production fluctua- 
tions, whether they originate in the 
cotton market or from some other 
cause, is much intensified by the preva- 
lence of night work in the southern 
division of the industry. Night work 
is the major elastic element in produc- 
tion capacity. At least fifty per cent 
of the mills either work at night habitu- 
ally or are prepared to inaugurate 
night operations on short notice. This 
accounts largely for the hair-trigger 
action of the industry in responding to 
slightly improved demand and also 
explains the speedy manner in ‘which 
market shortages are converted into 
surpluses. 


STYLE CHANGES 


Not less pronounced than the gyra- 
tions of raw cotton, and perhaps even 
more disturbing to the industry, have 
been the fashion changes of recent 
years. ‘These changes have not been of 
such a character as to reduce total con- 
sumption, but have done their damage 
by continually forcing changes in the 
composition of output. It is a mis- 
take to associate the concept of style 
changes with apparel goods only. Vir- 
tually all fabric constructions are now 
subject to style changes. Denims, 
ginghams, and osnaburgs are highly 
susceptible. Overalls, draperies, flour 
bags, furniture and automobile uphol- 
stery, curtain materials, and even sheets 
and bedspreads have all become ex- 
tremely sensitive to shifting modes. 

Before the war, probably eighty per 
cent of the output of textile goods was 
rigidly staple. The other twenty per 
cent went through its transitions 
slowly. The upper strata of the popu- 
lation adopted the new modes in one 
season; they were gradually welcomed 
by the masses the following season, and 
probably did not reach the height of 
their popularity until the third year. 
The slowest of the mills and converters 
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were able to make adjustments easily 
and without misgivings. 

But these progressions are no longer 
gradual. The population of every 
hamlet keeps fairly abreast of the elite 
of Fifth Avenue. Moreover, into the 
picture of style changes has come the 
characteristic of the ensemble. It in- 
volves manv elements. Everything 
that enters into the making of a com- 
plete costume—outerwear, underwear, 
hosiery, hat, shoes, and handbag— 
is simultaneously touched by the new 
mode. An equally complete trans- 
formation is wrought by a new idea in 
household furnishings, be it ror draw- 
ing-room or kitchen. 

So it happened that the portion of its 
product which the industry has been 
pleased to call its staples nas been 
sorely whittled down, so that it is now 
virtually negligible and no longer con- 
stitutes an adequate reliance for off- 
season operations. 

Since the disturbing influences of 
style changes are directed toward the 
type and the design of goods, the dan- 
ger to mill, converter, jobber, and gar- 
ment manufacturer lies in the imminent 
possibility that his chosen design or 
construction may become unpopular— 
that a sudden change in public taste 
may leave him with large stocks of un- 
sold and unsalable goods. 

The seasonal nature of the business 
accentuates these hazards, as it necessi- 
tates manufacture and purchase of 
goods farther in advance than would 
otherwise be the case, and at the same 
time Increases the danger of a carry- 
over. 

No device has been found which 
effectually reduces the sum total of 
risk involved in the treacherous whims 
of fashion. The industry annually 
suffers from this source a loss running 
into many millions. Each specialist in 
the industry resorts to every ingenuity 
to reduce his particular risk, but it can 


be done only by transferring it to some 
one else. The retail buyers meet the 
problem by delaying orders for style 
goods as long as possible and then in- 
sisting on rush deliveries. The con- 
verter does the same thing in his pur- 
chases of grey goods, unless the cotton 
market dictates otherwise, and then at 
the last minute crowds the finishers. 

As the various types of retailers, dis- 
tributers, processers, and garment 
manufacturers seek to escape risk in 
this manner, they add proportionally 
to the burdens of the mills. Here, the 
large capital invested and the main- 
tenance of the labor force require 
regularity of output if operations are to 
be efficient and profitable. If such 
regularity is attained, it means in- 
debtedness and possible overproduc- 
tion. 

The problems incident to style 
changes are not then being met couper- 
atively by the various factors which 
compose the industry. Instead of 
unity of effort, we find cross-purposes 
and antagonism. There is surely 
something wrong with the organization 
of an industry which forces this ruthless 
competition between groups which per- 
form different functions! 

Effort at more efficient management 
on the part of individual enterprises 
can avail but little in the way of per- 
manent improvement so long as the 
present organization of the industry 
remains intact. The individual whe 
gains in efficiency will profit only so 
long as he remains a rarity. Adoption 
of more efficient methods by the ma- 
jority of enterprises would merely put 
competition on a lower price level. 
The savings from lower costs would 
eventually be translated into nothing 
more than lower prices. By the same 
token the utilization of cheaper labor is 
only of transient advantage. It merely 
sets in motion a series of new influences 
which tends to make all wages lower 
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without profiting those who have 
brought it about. 


VERTICAL 
COMBINATION RECOMMENDED 


A more hopeful departure is for the 
individual enterprise to bring within 
its own control the entire sequence of 
functions which the industry performs. 
The Pepperell Mills, the Pacific Mills, 
the Cannon Mills, and the Cone Mills 
are units which do much or all of their 
own converting and selling, with grati- 
fying results. Of course, they do not 
escape entirely the adverse influences 
originating within the unintegrated 
portions of the industry, since they 
must sell in competition with units 
which use the conventional methods. 

Moreover, the example which they 
have set cannot be followed by a ma- 
jority of the mills, owing to smallness of 
output and lack of capital. The con- 
verting and selling functions can be 
successfully performed only in connec- 
tion with great variety and volume. 

If integration of functions is ever to 
be realized, therefore, it apparently 
must come through the agency of 
combination. Little or nothing would 
be gained by a combination of spinners 
only, unless it approached the monop- 
oly point, which would be clearly un- 
desirable. Likewise, nothing would be 
gained for the industry as a whole by a 
combination of weavers if the combina- 
on continued to buy its yarns in a 
competitive market and to dispose of 
its products as grey goods. Combina- 
tion, to produce stability and eff- 
ciency, must embrace all the functions 


which extend from the purchase of raw 
cotton to the final disposal of finished 
product to large retailers, garment 
manufacturers, industrial consumers, 
and other large-scale users. 

This is not to imply that the entire 
industry must be carved up into a few 
gigantic units. It is likely that the in- 
tegration process could achieve the de- 
sired ends if it included no more than 
half of the industry’s output. Through 
superior production -and inventory 
policies, a readier and more accurate 
adjustment to style changes, a more 
competent corps of stylists and de- 
signers for the inauguration of novelty 
lines, and the greater volume of good 
will attendant upon wider and more 
direct distribution, properly integrated 
units could speedily set new standards 
for the industry. The extent of ac- 
complishment by such methods has 
been amply demonstrated in the experi- 
ence of the iron and steel and the auto- 
mobile industries. 

Of course, the price of raw cotton 
could not be brought under control; 
neither would there be the power nor 
the disposition to hamper the course of 
style changes. But the economic evils 
resulting therefrom could be mini- 
mized by vertical integration within 
the industry. There would be virtual 
elimination of the series of speculation 
centers which the industry houses, and 
which are the chief enticers to periodi- 
cal overproduction. And so would 
cease to exist the market warfare be- 
tween presumably cotperating groups, 
over which the industry now wastes so 
much of its energy and its substance. 


Tobacco Manufacturing in the South 
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HE manufacture of tobacco has 

always been closely associated 
with the economic development of the 
South. Small quantities of several of 
the tobacco products are made outside 
the South, and some of the products 
are not made on any scale in the South. 
Yet, the industry is a southern one, 
and forces are now at work which may 
have the effect of concentrating it still 
more in the South in the future. 

In 1927 the tobacco manufacturing 
industry ranked fourteenth, with re- 
spect to the value of the product, 
among the manufacturing industries 
of the United States, and third among 
the industries of the South. It also 
ranked fourteenth among the indus- 
tries of the United States in the number 
of wage earners employed and in the 
amount of wages paid. Approximately 
thirty-five per cent of the wage earners 
of the tobacco industry were in the 
South. Based on the value of the 
product, the South had about fifty-four 
per cent of the output of the United 
States. In 1927 and 1928 southern to- 
bacco factories consumed about sixty- 
four per cent of all of the stemmed 
and unstemmed leaf used in the coun- 
try. In 1919! the investment of 
capital in southern tobacco manufac- 
turing represented forty per cent of the 
total for the country for that industry. 


DEVELOPMENT OF T'OBACCO 
MANUFACTURING 


The tobacco manufacturing industry, 
did not show much activity until 


1 Where figures for 1919 have been used in this 
article, complete figures for later years are not 
available. 
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shortly before 1860; and in its present 
characteristics it has developed since 
1880, about which time machine meth- 
ods were introduced into the manu- 
facture of cigarettes. 

Between 1775 and 1850 the tobacco 
growing and manufacturing industries 
were not prosperous and remained 
practically stationary because of dis- 
turbed political conditions in Europe 
and the commercial and financial 
policies incident to those conditions, 
and because of the greater profitable- 
ness of growing cotton after 1793. 

About 1850 there was a revival in the 
industry. Population and prosperity 
had increased. Consumption was also 
stimulated by improvements in the 
quality and the appearance of the leaf, 
due in part to new methods of curing. 
The year 1852 marks the accidental 
discovery of the bright yellow tobacco 
of North Carolina, which is now the 
chief tobacco used in the manufacture 
of cigarettes. In that year, Eli and 
Elisha Slade, of Caswell County, North 
Carolina, cured some tobacco by chance 
by fire and found that a bright yellow 
leaf resulted instead of the dark brown 
one that results from exposure to sum 
and air. Flue-curing by fire then 
became a widespread practice. It was 
found that all tobacco would not cure 
with this color. It was confined to a 
type grown in sandy, siliceous soils in 
the region of Caswell and Durham and 
adjoining counties.* 

During the Civil War the soldiers of 
both armies around Durham took a 
liking to this bright yellow leaf. They 


3 Jenkins, J. W., James B. Duke, Master 
Builder, p. 62. 
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carried it away with them to different 
parts of the country. Its reputation 
was thus established and orders started 
tocomein. Its manufacture had been 
started in Durham in 1858. The fac- 
tory was still operating at the end of 
the war, but at that time it was raided 
by soldiers and nearly ruined. The 
chief tobacco manufactures at this 
time were pipe and chewing tobac- 
cos, the former being the chief form 
consumed. 


Tae DUKE ORGANIZATION 


Immediately after the Civil War and 
due largely to the hard times grow- 
ing out of it, the Duke family entered 
the industry. Washington Duke, the 
father, was the originator and founder 
of the enterprise, but it remained for his 
son, James B. Duke, who was only nine 
years of age at the end of the war, 
to bring the tobacco industry to the 
state which it has attained. Before he 
was twenty-one years of age, he was 
general manager of the Duke interests. 
He gained his fame in a branch of the 
industry which did not exist in this 
country at the time of the Civil War— 
the manufacture of cigarettes.’ 

The Dukes among others began to 
manufacture smoking and chewing to- 
bacco in a small way by hand and at 


first peddled and sold all of their own ` 


products. The first factories were on 
the farms. As the demand increased, 
factories were built in Durham, and in 
a, short time the surrounding territory 
could not supply enough leaf for the 
factories. Warehouses were then built 
and the farmers from farther away were 
induced to bring in their tobacco, where 
it was sold at auction. 

But other factories were more firmly 
intrenched and James Duke sought a 


3 Cigarettes were introduced into the United 
States in 1867 from England. By 1880 they 
had become an important part of the tobacco 
industry. 
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field in which his firm could be the 
leading one. He decided to go into 
the cigarette business. Although ciga- 
rettes were an important part of the 
tobacco trade, they were not made in 
Durham until 1881. The bright yellow 
tobacco of North Carolina was partic- 
ularly adapted to cigarettes. Even in 
this field Duke found competition, and 
he had a long hard fight in reaching the 
top. He first got the advantage of 
other companies by introducing the 
cigarette machine and working with it 
until it was made successful.4 This 
move reduced the cost of cigarettes 
from eighty cents to thirty cents per 
thousand. 

At the same time Mr. Duke inaug- 
urated a world-wide selling campaign, 
because the new machines could make 
more than could then be sold. He 
succeeded in capturing markets while 
his competitors were timid. The same 
thing can be said regarding the intro- 
duction of the cigarette machine. He 
placed himself in a position to get the 
benefits of large-scale production and to 
get the major part of the tobacco trade. 
All of this was not attained without 
encountering stiff competition. But 
Duke went ahead with his plans and 
inaugurated policies which drove his 
competitors from the field or forced 
them to unite with him, until in 1889 
his company was producing nearly one 
half of the cigarettes in the United 
States. 

Price wars in the late eighties led to 
the formation of the American Tobacco 
Company in 1890. The Duke organi- 
gation was gradually enlarged and 
divided until it included the manu- 
facture of every type of tobacco and 
culminated in 1904 in the tobacco 

4 The first cigarettes in this country were rolled 
by hand by Russians who were imported for the 
purpose. In Russia, cigarettemaking was a 
government monopoly and its secrets were closely 
guarded, Ome roller could make as many as 
2,500 per day. See Jenkins, op. ctt., p. 66. 
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trust, a world-wide combination, which 
was ordered dissolved by a decision of 
the United States Supreme Court in 
1911.5 During the succeeding few 
years this dissolution was accomplished. 
The American Tobacco Company ° as 
it then stood was broken up into the 
important companies which dommate 
the industry at present. 


Recent TRENDS 


Since the dissolution of the trust, the 
history of the industry has been that of 
the gradual expansion of the dominant 
companies and the keen competition 
among them for markets. Once in a 
while a new company is organized, but it 
is difficult for it to operate in face of the 
competition which those with large 
factories and well-established brands 
ean offer. The advertising expense of 
the larger companies is enormous, but 
advertising seems to be about the only 
way in which markets can be estab- 
lished or expanded. 

The most outstanding development 
of the industry in recent years has been 
the enormous increase in the production 
of cigarettes. This can be attributed 
to several factors. First can be men- 
tioned the effect of the World War. 
Then came the women smokers. The 
annual increment of new smokers also 
seem to prefer the cigarette. The work 
of reformers and the prejudice against 
the cigarette have waned. Consump- 
tion has increased in foreign countries 
as well as in the United States. 

It is also a fact worthy of note that 


ë Mr. Duke always claimed that monopoly 
was not his aim in building up the tobacco trust. 
He said it was formed to get a better organiza- 
tion, more capital, and better ability. Getting 
able men into his organization was a strong point 
with Mr. Duke. He said that he bought other 
firms as investments, not to get rid of competi- 
tion. 

‘The present American Tobacco Company 
and the one organized mn 1890 were parts of the 
company by the same name organized in 1904 and 
known as the tobacco trust. 


the cigarette did not become popular 
until its manufacturers began to blend 
domestic and imported tobaccos. The 
preference for the cigarette seems to lie 
in its convenience and its cheapness. 
It is the type of smoke that one would 
associate with the fast industrial and 
commercial life which prevails in the 
United States. The present impor- 
tance of the cigarette can be shown by 
the fact that in 1928 the internal rev- 
enue tax on cigarettes represented 
78.71 per cent of all such taxes collected 
on tobacco by the Federal Government. 


LOCATION OF FACTORIES 


As a general rule, tobacco factories 
are found in the larger industrial cen- 
ters that are located in or near the 
regions where tobacco is grown. It is 
relatively cheaper to ship the manu- 
factured product than to ship the un- 
manufactured leaf. In the South, 
these industrial centers have the added 
advantage of being close to poor farm- 
ing sections, from which a large supply 
of cheap labor has been attracted. 

The work of the tobacco trust and 
the advantages to be gained from large- 
scale production also are factors in the 
concentration of factories im certain 
places. When the trust controlled the 
industry, it was organized and located 
so as to give the greatest efficiency 
possible. Certain factories specialized 
on certain of the products, and the out- 
put of the factories grew with the in= 
crease in demand for the products. 

Under the trust, then, many of the 
factories attained a large size. When 
the trust was dissolved, the resulting 
companies were large. When added 
production was needed it was easier 
for these companies to increase their 
output than it was for entirely new 
companies to enter the field. The 
existing companies are thus enlarged 
and the industry tends more and more 
to be concentrated in a few places. 
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Even if a new manufacturer were to 
enter the field, it would be better for 
him to locate where there were other 
factories making the same product. 
He would have advantages in securing 
labor and raw material, and in market- 
ing, which he could not obtain in a 
place where such manufactures did not 
exist. The industry seems to be pretty 
well stabilized around its present 
centers, and, unless the tobacco habits 
of consumers change, it will probably 
be established permanently in these 
places. 
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RELATIVE ImporTaANcn OF DIFFERENT 
SECTIONS 

The number of factories in a state is 

no indication of its importance as a 

7 These are figures of the Internal Revenue 

Bureau. There are duplications because some 


factories make more than one product and sep- 
arate reports are required for each product. 


manufacturer of tobacco. Of chief 
importance is the size of the plants. 
Thus, North Carolina, the leading to- 
bacco manufacturing state by far, has 
fewer factories than most of the other 
important states in the industry. The 
product that is made is an important 
influence in determining the number 
and the size of the factories. In 1927 
North Carolina produced thirty-five 
per cent in value of the tobacco manu- 
factures of the country and about 
two thirds of those of the South. 
Virginia ranked second for the South- 
em states, with about twenty per cent 
of the production in value of those 
states. Florida was next, with six per 
cent. Kentucky and Missouri came 
next, in the order named. | 

In 1927 North Carolina stood first in 
leaf consumption, with thirty-seven 
per cent of the total for the country and 
sixty per cent of the total for the South. 
Virginia stood second, with eleven per 
cent and eighteen per cent respectively. 
Kentucky and Missouri combined used 
about as much as Virginia. 

In 1919 the South had forty per 
cent of the total capital invested in 
tobacco manufacturing in the United 
States. North Carolina lead in the 
amount of invested capital, with 
twenty-one per cent of the total for the 
country. That state had fifteen per 


„cent of the total capital invested in 


chewing, smoking, and snuff plants, 
and twenty-four per cent of that in- 
vested in cigar and cigarette plants 
combined. Practically all of it was in 
cigarette plants. Virginia had eight 
per cent and six per cent respectively. 
Kentucky had eleven per cent of the 
total, in chewing, smoking, and snuff 
plants. Florida had five per cent of 
the total invested in cigar factories. 
The importance of North Carolina 
and Virginia is also shown in the col- 
lection of internal revenue taxes on 
tobacco. In 1927 North Carolina paid 


4 


61.5 per cent and Virginia 15.5 per cent 
of all such taxes paid in the country. 
For 1928 the figures were 53.8 per cent 
and 15.4 per cent respectively. 

The main centers of manufacture at 
present are: Durham, Winston-Salem, 
Reidsville, Richmond, Baltimore, 
Louisville, St. Louis, Tampa, and 
Clarksville. Figures for the produc- 
' tion in most of these cities are not 
available. 

The center of tobacco growing, and 
thus of manufacture, has shifted sev- 
eral times in the past. First it was in 
Virginia with Richmond as the chief 
center. Then, with the depletion of 
soil fertility in Virginia and the break- 
down of slavery with resulting loss of 
capital and labor, it moved to western 
Kentucky, where agriculture was less 
dependent on slave labor. The manu- 
facturing centers here were Louisville 
and St. Louis. Now, with the great 
increase in cigarette consumption and 
the adaptability of the tobacco grown 
in North Carolina to that use, Dur- 
ham, Winston-Salem, and Reidsville 
have become important manufacturing 
centers. 

The older centers are still important 
and Richmond is growmg in this 
respect; but so long as the cigarette 
remains in favor, the North Carolina 
cities will probably remain the most 
important centers. Richmond is well 
located with respect to supplies of raw 
material and markets. It is an impor- 
tant cigarette center and is the leading 
cigar center in the South since the 
advent of the cheap cigar and the use of 
machinery in its manufacture. 


Crass OF LABOR 


The tobacco manufacturing industry 
of the South utilizes for the most part 
a cheap, unskilled, and uneducated 
type of labor that has been recruited 
largely from poor farming regions near 
the centers where the factories are 
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located. At one time these farming 
regions contained many, both white 
and Negro, who lived a more or less self- 
sufficient existence at a low standard 
of living. Such people welcomed the 
chance to work in factories, where, 
even with low wages, they could earn 
enough to live better than they did on 
the farms. There were fairly large 
numbers of these people. Conse- 
quently, the wages were low. A large 
part of this poor farming population 
has been drained out by the tobacco 
and other industries, so not as much 
dependence can be placed on this 
source of labor in the future as formerly. 
However, there is generally a floating 
supply of this type of labor around 
most industrial centers, so it is not 
difficult to keep the factories supplied. 

The cigar industry utilizes a type of 
labor that is probably a little above the 
average found in the cigarette and man- 
ufactured tobacco divisions. But with 
the introduction of machinery into that 
industry, this difference will probably 
disappear. 

All kinds of workers except children 
are employed in the industry. Not 
much child labor is to be found. In 
1919 the tobacco manufacturing indus- 
tries of the United States employed 
157,097 workers. Of this number the 
cigar industry employed about seventy- 
three per cent, the cigarette industry 
about fourteen per cent, and the manu- 
factured tobacco division most of the. _ 
remainder, In this latter division 
about fifty per cent were women work- 
ers; in the other two combined, about 
sixty percent. In the manufacture of 
cigars and cigarettes the South had 
about twenty-seven per cent of all of 
the workers engaged, and in the manu- 
factured tobacco division about fifty 
per cent. The South had thirty-one 
per cent of all of the workers in the 
tobacco industry. 

The cigar industry is the chief em- 
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ployer of women as laborers. In 
Florida, however, sixty-three per cent 
of the tobacco workers were men. In 
Virginia four fifths of the tobacco 
workers were women. In North Caro- 
lina it was sixty-one per cent and in 
Kentucky sixty-three per cent. For 
the entire industry of the United States 
the majority of the workers are women. 
The same is true of the South.® 

A great deal of Negro labor is em- 
ployed in the South. The Negroes 
generally do the work in the early stages 
of manufacture, such as stemming, 
packing, and blending. A great deal 
of this work is done by hand and re- 
quires but little skill. In 1919 about 
thirteen per cent of the workers in 
tobacco manufacturing were Negroes. 
Most of them were employed in the 
cigarette centers. 


Worxina CONDITIONS 


The work in tobacco factories is not 
heavy but it requires close attention 
and is monotonous, confining, and 
unwholesome. Conditions differ, of 
course, in different divisions of the 
industry and in the different depart- 
ments of a factory. Where the ma- 
chines are making and packing the 
finished product, the rooms are clean 
and there does not seem to be much to- 
bacco dustin the air. Yet, the workers 
have an unhealthy, emaciated appear- 
ance. Most of the work is done in a 
_ Standing position. 

Working conditions are worse in the 
departments which take the tobacco 
through the preliminary stages, espe- 
cially where the leaves are packed in 
hogsheads. ‘There is a great deal of to- 
bacco dust in this department. This 
dust burns the membranes of the nose 
and the eyes. In certain of the opera- 


8 In New Jersey 80 per cent of the workers were 
women and in Pennsylvania 64 per cent. The 
mtroduction of machinery into the cigar industry 
may change the number of women workers. 


tions some of the workers wear masks 
over the nose. This work is done 
largely by Negroes. 

The unhealthful nature of the work is 
inherent in the industry and cannot be 
blamed to any extent against the fac- 
tory owners. Certain processes must 
be performed, and better ways of doing 
them have not been discovered. But 
the tobacco industry is dangerous to ' 
health, and many of its workers die 
from tuberculosis. 

The hours of work vary for different 
regions, but most factories fall within 
a group operating from forty-eight to 
fifty-four hours per week, with most 
factories approaching the higher figure. 


ORGANIZATION OF THE INDUSTRY 


Since the dissolution of the tobacco 
trust, three or possibly four large cor- 
porations have dominated the industry. 
The different companies own several 
factories each, the factories being lo- 
cated near the important markets or 
near the regions which grow a large 
volume of tobacco leaf. At present 
there seems to be a tendency for a 
greater concentration of manufacturing 
activities near the sources of raw 
material. 

Most of these companies manufac- 
ture all tobacco products except large 
cigars and snuff. In one case, however, 
there is the ownership of a controlling 
interest in a large cigar company by 
one of these large companies. Several 
of the companies also own or have a 
controlling interest in companies that 
furnish some of the materials other 
than tobacco that are used by the in- 
dustry. One company owns a paper 
mill in France which furnishes all of its 
cigarette paper requirements. It also 
owns a mill which makes the tin prod- 
ucts which it requires, and a textile 
mill making tobacco bags, paper labels, 
and pure silk hosiery. It probably had 
to add this last product in order to keep 


Tosacco MANUFACTURING IN THE SOUTH 49 


the mill running at a profit. This 
company is also interested in a tobacco 
retailing organization. Tobacco com- 
panies also have interests in companies 
making paper boxes in which their 
products are packed for shipment. 
One of the large companies has a 
subsidiary cigarette company located in 
China. 

In addition to the above, the large 
companies each have a large number 
of warehouses in which the tobacco leaf 
is stored to age, as well as leaf-handling 
plants, in all of the districts from which 
they purchase leaf. The manufactur- 
ing industries are generally so localized 
that not all of the tobacco growers in 
a region can market their tobacco in 
the centers where the factories are 
located. Consequently, the manu- 
facturers have to have plants to handle 
the leaf which is purchased in these 
more distant districts. 

All of the tobacco leaf markets also 
have warehouses in which the farmer 
displays his leaf for sale.‘ North 
Carolina, which has produced a little 
over one third of all the tobacco grown 
in the country for several years past, 
has forty-four tobacco markets, in 
which there are about a hundred and 
fifty warehouses. Wilson, North Car- 
olina, has the distinction of having the 
world’s greatest leaf market. 


SPECLALIZED PRODUCTION 


The tobacco factories of each com- 
pany tend to specialize on the product 
to which the leaf in their respective 
regions 1s adapted, or, in some cases, 
the product which the market de- 
mands, where they are located. Ordi- 
narily a factory makes two or more 
products. Generally a factory will be 
composed of several buildings with 
different departments housed in sepa- 
rate buildings, or one building may con- 
tain more than one department. In 
some cases tobacco for different uses 


requires the same treatment up to a 
certain stage. This can all be done in 
one department. From that pomt the 
tobacco goes to the special departments 
that make particular products. In a 
tobacco factory great use 1s made of the 
force of gravity. The work starts on 
the upper floors and works progres- 
sively toward the lower floors. 

The country’s production of snuff is 
made by a few companies with plants 
that are for the most part near the re- 
gions of consumption. ‘Those in Ten- 
nessee, however, are near a supply of 
raw material. The chief consumers of 
snuff are the mill workers of New 
England and of the South, and the 
Scandinavians in the northwestern 
part of the country. 

Small cigars have long been made by 
machinery, but it is only during the last 
four or five years that machinery has 
been perfected to make large cigars 
successfully. A large part of them are 
still made by hand. But the introduc- 
tion of machinery is changing the or- 
ganization of the industry. The manu- 
facture of cigars has always tended to 
follow the market, and the industry has 
in the past been conducted in small 
shops with cheap labor, in the large 
cities; but machinery is crowding out 
the small producer and placing the 
industry more and more in the control 
of the large establishments which have 
the capital for installing efficient ma- 
chinery and which are more efficient 


because of the economies of large-scake— 


production. 

Cigar production is lower than it 
was ten years ago, but the production 
of the larger concerns has been increas- 
ing. Since 1920 the number of fac- 
tories with an output of 20,000,000 
cigars or less per year has decreased, 
the greater increase being among the 
smaller plants. During the same pe- 
riod the number of factomes making 
over 20,000,000 per year has increased 
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and the greatest increase has been 
among factories making over 40,000,- 
000. In 1921, plants with production 
of over 40,000,000 made eleven per cent 
of the total production of the country; 
in 1927, they made thirty-three per cent. 
‘The number of cigar factories decreased 
from 14,578 in 1921 to 9,812 in 1927. 

Another factor in the cigar industry 
is the increasing preference for the 
cheaper cigars—those which can be 
made most successfully with machin- 
ery. In 1921, Class A cigars—those 
retailing for not more than five cents— 
made up 80.2 per cent of the total 
cigar production of the nation; in 1928 
they constituted 51.8 per cent. 


ORIGIN AND SOURCE or CAPITAL 


The capital invested in tobacco 
manufacturing largely represents prof- 


viduals and groups of individuals. 
Considerable public borrowing has 
been done, and a considerable part of 
the investment in some companies at 
present is represented by bonds; but 
this method of financing is generally 
used with the expectation of redeeming 
the bonds out of earnings. 

In 1919, of the entire amount of 
capital invested in tobacco manufac- 
turing in the United States, thirty-seven 
per cent was in the cigar industry, 
thirty-two per cent in the cigarette 
industry, and thirty-one per cent in the 
manufactured tobacco, division. 


Propuction TRENDS 
The following graph shows the trend 
of production for the various manu- 
factures of tobacco since 1914, the 
period during which there has been such 


Trenp or Propucrion or Various Cuasses or Tosacco Propuctrs * 
(In percentages of 1914 output) 








Seen NES 
PIREREERNE 
IEEE 
HEE EEREEEN 






1925 1926 1927 1928 
* Reprinted by permission from the Annual Review of the Tobacco Industry for 1929, published by 


Chas. D. Barney & Co., New York City. 


its which have been left in the business. 


In its early days, the industry was 
small-scale and was built up from the 
fortunes, both large and small, of indi- 


a tremendous increase in the use of 
cigarettes. 

Smoking and chewing tobacco is 
divided into plug, twist, fine-cut, and 


t 
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smoking. As a group, these show a 
decline since 1914, but the figures for 
smoking tobacco alone show an increase 
in recent years over the 1914 pro- 
duction.*® 


PRESENT DEVELOPMENT AND FuTURE 
PROBLEMS 


Tobacco manufacturing is often 
referred to as a nondepression industry. 


TABLE II—COMPARATIVE PRODUCTION ror 1914 AND 1928 






Cigarettes (small). . ....... ooann- 


16,855,628,104 






1928 








108,705,505,850 









Cigarettes (large). .... 18,894,359 10,403,004 
Cigars (large)... 0. 0. eee eeeeee 7,174,191,944 6,873,181,761 
Cigars (small). 1,074,699,103 415,685,410 
PlGiciescsees Wa ae © ARSENA 156,502,776 100,646,047 

T ee eee 16,987,339 8,891,640 
Fine-cut. ... we SG UE eR 10,961,100 5,186,804 
Smoking. 226,888,866 231,184,105 
<2) 0 Eee 30,595,640 40,475,382 









* The figures for cigarettes and cigars are the number made; for the remaining products they are in 


pounds. 
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* Between 1914 and 1929 the production of dark tobaccos declined 40 percent. Cigar types de- 
clined 25 per cent. During this time the production of cigarette tobaccos nearly doubled. 


The South is an important producer 
of all of the above products except 
large cigars, large cigarettes, and fine- 
cut.1 In most of the others the South 
outranks the remainder of the nation. 


°? The figures used in the following discussion 
have been taken from reports of the Commis- 
sioner of Internal Revenue unless otherwise 
stated. 

10 Commerce Yearbook, 1929, Vol. I. 

u The majority of large cigars are made in the 
region of Philadelphia and New York City, and 
practically all of the large cigarettes are made in 


It is characterized by relatively steady 
employment, the lack of seasonal 
fluctuations, and independence of con- 
ditions of prosperity or depression in 
other lines of industry. All parts of 
the industry except the large cigar 
division are pretty well stabilized. 
The introduction of machinery into the 
manufacture of large cigars is causing a 
revolution there, and several years will 
be required to reach a point of rela- 


the latter place. Most of the fine-cut is made in 


Illinois, with Michigan and Ohio following. 


—*ill be negligible. 
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tive stability." Large companies are 
developing. | 

A point will also be reached when 
cigarette consumption will not increase 
as rapidly as it has done in the past 
fifteen years. In time, the only in- 
crease in consumption will come from 
the annual increment of new smokers. 
Other forces have probably been more 
Important in increasing consumption 
during recent years. For several years 
the per capita consumption of tobacco 
has been about constant, indicating a 
transfer from other forms of tobacco to 
the cigarette. 

The use of smoking and chewing to- 
baccos may decliné rapidly after those 
who learned to use tobacco im these 
forms have died. Most new tobacco 
users take up the cigarette, and, con- 
ceivably, a time may come when the 
use of chewing and smoking tobacco 
An important fac- 
tor in the security of any branch of the 


18 The remaining production of plug and small 
cigarettes was largely around Philadelphia and 
New York. A large part of the remaining pro- 
duction of cigars, both large and small, was m the 
Philadelphia region. Ohio ranked next to North 
Carolina in smoking tobacco. In the production 
of snuff, Ilinois and New Jersey ranked second 
and third respectively. 

1 There has been and probably is in the cigar 
industry at present, unemployment due to the 
introduction of labor-saving machinery. 





“more general in the future. 


59 9% 
18 64 


industry is that the consumers do not 
change their taste and fancies regarding 
the use of tobacco. It would work 
havoc with cigarette manufacturers if 
the cigarette should lose its appeal. 

Another problem is that of tobacco 
taxes. Tobacco is said to have an 
inelastic demand. ‘There are cases, 
however, when excessively high taxes 
have caused a decrease in per capita 
consumption.“ The Federal Govern- 
ment at present charges a tax of six 
cents on each package of twenty ciga- 
rettes. Many of the states are also 
taxing the sale of cigarettes as a means 
of obtaining revenue, and, since the 
demand for tobacco is relatively in- 
elastic, the use of this tax may become 
Its success 
may lead to still higher levies. 

As has been the case in recent years, 
the immediate future will probably see 
keen competition for markets among 
the four large cigarette producers. 
In 1928, the wholesale price of ciga- 
rettes was cut with the purpose, It is 
claimed, of driving out new competi- 
tion. In 1980, the price was restored 

“In England in 1818, the tax on imported 
tobacco was raised from 28 cents to 75 cents per 
pound, after which the consumption fell from 22 
million to 15 million pounds. Jacobstein, The 
Tobacco Industry in the United States, Columbia 


University Studies in History, Economics and 
Public Law, Vol. 26, No. 8, p. 84. 
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to the level existing before the cut, this 
probably being an admission that the 
new competition could not be driven 
out. This being the case, it would be 
better for all concerned if the higher 
price were restored. 

Competition among the large com- 
panies has led to enormous expendi- 
tures for advertising in the form of 
newspaper and billboard advertise- 


ments and radio programs. The com- 
panies which secure the greatest sales 
get the maximum advantages of volume 
production. The others, in order to 
maintain the pace, have to spend more 
for advertising or else obtain greater 
operating economy. Probably they do 
both. The result is that expense-cut- 
ting policies are continually being 
introduced. 


The Iron and Steel Industry of the South 


By Epwin C. Ecm, C.E.! 
Washington, District of Columbia 


N discussing the development and 
the probable future of the southern 
iron and steel industry, it is easily pos- 
sible to lay too much stress upon the 
very favorable raw material bases, and 
to overlook or minimize the difficult 
economie conditions against which such 
industrial development has struggled 
throughout all of its history. On the 
one hand we have abundant supplies of 
iron ores and coals, cheaply mined and 
cheaply assembled at favorable smelt- 
ing points; and with these factors alone 
in view, we are surprised, perhaps, that 
the South is not the most important 
iron-producing region of the world. 
The explanation of its retardation ap- 
pears when we examine the social and 
economic conditions which have tended 
to delay, and as yet to minimize, all 
purely industrial development in that 
large section of our country. 

In the present study of the subject 
the raw material factors will be first 
discussed in considerable detail, while 
the human and social factors will be 
noted briefly as they appear in the his- 
tory of the development of southern 
iron and steel, which forms the second 


=<part of this paper. The relative stress 


which I am laying on the raw material 
factors is justified by the permanence of 
their importance as contrasted with the 
shifting human factors which at times 
advance, at other times retard, indus- 
trial development in any line and in any 
country or section. 


1 Author, Coal, Iron and War; a Study in In- 
dustrialism Past and Future (New York, 1920; 
London, 1921) and Iron Ores; their Occurrence, 
Valuation and Control (New York, 1914). 


Raw MATERIL RESOURCES 

In the making of pig iron, which is 
the primary stage of the iron and steel 
industry, three primary raw materials 
are employed at almost every furnace 
in the world—iron ore, coke, and lime- 
stone. This statement might be made 
unqualified if it were not for the fact 
that a few small plants still use char- 
coal as fuel, that a few still smaller 
smelt by electricity, and that very ex- 
ceptionally indeed, the ore in some 
favored locality does not require lime- 
stone as flux. But the charcoal iron 
industry is slowly dying, and any large- 
scale electric-iron industry will prob- 
ably always remain unborn; so that for 
all practical purposes we assume that 
there is always necessity for the three 
raw materials first mentioned. 

Now, though all three of these raw 
materjals are necessary for the eco- 
nomic production of iron, one of them 
—limestone—is so widely distributed 
both geologically and geographically 
that its occurrence rarely has any 
serious influence upon the location or 
the development of any iron industry. 
There are, it is true, a few points where 
limestone is difficult to secure and 
where that fact adds slightly to the cost 
of iron production. But normally, and 
especially throughout most of our 
southern iron regions, limestone (or 
dolomite) is so common that it does not 
influence either furnace location or iron 
costs in any appreciable way. In the 
present study it is therefore unneces- 
sary to devote space to this particular 
raw material. 


-x 
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With regard to coal, used now in- 
variably in the form of coke, the case is 
widely different; for the location of coal 
ñelds and the quality of coke influence 
both the location and the costs of 
southern iron. But it happens that the 
volume in which this study appears has 
a separate discussion of the coal indus- 
try of the South, so that the subject 
may be treated here very briefly and 
rather incidentally. 

Iron ores, first in importance of the 
iron-making raw materials though third 
in the order in which they have been 
referred to here, are fortunately very 
widely distributed in the Southern 
states, both geologically and geo- 
graphically. Further, the fact that 
certain Southern ports secure coke or 
coking coals at cheap rates, and there- 
fore afford good assembling points, has 
made it possible to build up a steel in- 
dustry at one of these localities (Spar- 
rows Point, Maryland), based on the 
use of American cokes and foreign iron 
ores, and to suggest the same possibil- 
ity at several other points along our 
Southern coasts, both Atlantic and 
Gulf. Finally, there is a somewhat 
related situation existing in the border 
states, particularly in West Virginia 
and Missouri, where iron ores from the 
Lake Superior fields can be brought 
down to meet local or other southern 
coals and cokes on a good assembling 
basis. 

The foreign and Lake ores used at 
various southern furnaces will not be 
discussed in detail, though later a note 
will be added as to their actual and 
relative tonnage importance in the 
southern iron industry. , Attention will 
be concentrated on the iron ores which 
are actually mined and used in the 
South itself, and these will be treated in 
the order and the relative detail due to 
their actual importance in the iron 
industry today and probably in the fu- 
ture. It is necessary to say this spe- 
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cifically, for the iron ores first used in 
the South, three hundred years ago, 
were of a type which is of no interest 
today, and it is only within the past 
sixty years that the red hematites 
which today are the backbone of 
southern industry have been utilized at 
all. In all the intervening period, the 
ores which attracted attention were 
ores of a type which is now distinctly 
second in rank and importance, and 
which will forever remain so as we now 
know, on the basis of reserve resources. 


TYPES oF Orn 


The iron ore supplies in the Southern 
United States consist of ores of three 
types, differing widely in character, 
location, geological association, and im- 
portance—both present and future. 
These are: 

I. Red Hematites: anhydrous iron 
oxides; called at times Clinton ores, 


fossil ores, odlitic ores, or simply red 


ores. Outcropping in long strips chiefly 
along the west side of the Great Valley, 
from Virginia to Alabama. Bedded or 
sedimentary ores; reserve tonnages 
enormous. Grade usually 30 to 40 
per cent iron, often high lime, some- 
times high silica, always high phos- 
phorus. Suitable for basic steel 
making. 

II. Brown Ores: hydrous iron oxides. 
Occurring in scattered deposits, some- 
times linear, usually pocket-like. Fre- 
quent in the Great Valley, from Vir- 
ginia to Alabama. 
fields west of the Appalachian coal re- 
gion (in central and west Tennessee, 
and so forth) and in northeast Texas. 
Grade fairly high after concentration; 
45 to 55 per cent iron, usually high 
silica, often moderate phosphorus. 

IT. Magnetites and Specular Hema- 
tites: anhydrous ores. Occurring 
chiefly in separate though often asso- 
ciated lenticular deposits. Chief re- 
serves in Appalachian region of North 


Less importantes 
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Carolina, and so forth; less important 
tonnages elsewhere, notably in Mis- 
souri, central Texas, east Alabama, and 
soforth. Grades often very high with 
or without concentration, 50 to 60 per 
cent iron, sometimes low phosphorus. 

All of the earlier iron history of the 
South is associated with the use of ores 
of Types IL or UT in small isolated 
furnaces making foundry and forge 
irons. Most of these local efforts have 
died with no survival at the locality. 
Practically all the current iron and steel 
history of the South is bound up with 
the slow development, since about 
1870, of the red ores of Type I, and 
tends toward basic open-hearth steel 
rather than toward foundry irons. In 
future there may be some slight tend- 
ency toward reversion to use of the 
magnetites (Type IL) and brown ores 
(Type I) in somewhat greater relative 
tonnages than has been the case 
recently. 

In any such future shift, the em- 
phasis is likely to be placed upon the 
magnetites rather than upon the brown 
ores, not merely because the magnetites 
yield a higher grade product with easier 
concentration, but because the known 
reserves are at some points better 
placed for large-scale assembly opera- 
tions. But so far as we can see now, 
the red ores will always be the mainstay 
of southern iron and steel development, 
at least in so far as that depends upon 
local ores. That there will sometime 


«=e important steel development at such 


attractive points as the Hampton 
Roads region affords, is hardly to be 
doubted; but that will be based pri- 
marily upon the assembly of American 
cokes and Swedish, French, or Algerian 
ores.’ 

The red ores occur as sedimentary or 


2? This point is elaborated on page 61 where a 
sketch map (Fig. 2) showing the current market 
limits of imported, Lake, and local ores is pre- 
sented. 


bedded deposits and extend for long 
distances along the outcrop, while they 
can be followed underground for any 
distance up to the limits of economic 
haulage. Their geographic distribu- 
tion is indicated summarily on the ac- 
companying sketch map (Fig. 1) where 
the chief ore regions of the South— 
including the fields of magnetites and 
brown ores as well as red ores—are 
roughly located. It will be seen that 
the red ores outcrop along a long strip 
reaching southwest and northeast from 
western Maryland to central Alabama. 
They are thin and unimportant in most 
of the northern portion of this strip, 
reaching greater thicknesses in Ten- 
nessee and attaining their maximum of 
importance in Alabama between At- 
talla and their southern limit a little 
below Birmingham. l 

The red ores range quite widely in 
composition, as between different beds 
and different sections of their range. 
But they are predominantly low in iron 
—normally 34 to 40 per cent—and 
intermediate in phosphorus. If we 
were speaking from a provincial stand- 
point we would say high-phosphorus; 
but the ores which compete with ours 
are often very much higher still, as we 
shall see later. 

The following analyses, taken from 
various sources, may be accepted as 
giving a fair idea of the usual working 
range of southern red ores: 


TABLE I 
Metallic Iron Silica Lime 
35 40. 25 90 9 50 
86.26. . 19 02 18 50 
$4 90.... . 14 86 16 12 
36 97 .. 12 58 16.98 
85 10 .. .. 10 64 19 $1 
85, 44 11.20 18. 25 
OUTPUT 


All of our figures as to iron ore output 
anywhere in the South prior to 1860 are 


THE IRON AND Steen INDUSTRY OF THE SOUTH 57 


Fiaurn 1—Srmrcn Mar SHowine Curer Soutrnmen Iron-Orne Surruæes—E, C. 


Ece 1930. 


+ 

* 
ee ” 
, x 

@owrwy } 2 
b AXO tA £ 


wew A 
MEBRA AKA i, 
ad 


j Raw eae |nisseNi 


OX LAK OMA 
AR KAN RAS 
1 


thhinat® 





190i 
annt ta] 


we 


sheer guesswork. From that date on- 
ward we get pretty accurate figures for 
the census years 1860, 1870, and 1880; 
while from 1882 onward we get still 
closer figures annually from United 
States Geological Survey and (very 
much later) United States Bureau of 
Mines sources. For our present pur- 
pose, a few data for selected years are 
presented here. 


TABLE I 


Total 

Year Alabama Cah 
1905 ..... 3,782,581 | 1,917,988 | 5,700,819 
1906 ..... 8,995,098 | 2,880,612 | 6,825,710 
1918 5,388,218 | 1,124,254 | 6,457,472 
1925.... .| 6,891,081 881,917 | 7,272,998 
1928...... 6,159,868 328,399 | 6,488,262 
1929 .| 6,687,299 868,375 | 7,000,674 





This tabulation brings out certain 
results which are not generally under- 
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stood, even in the South, and not even 
in the iron industry. It will be seen 
that during these crucial twenty-five 
years the South has increased some 23 
per cent in annual output of iron ore, 
while study of total figures shows that 
during the same period the total United 
States output increased 48 per cent. 
So that while in 1905 the South pro- 
duced 18.4 per cent of the total na- 
tional output, in 1929 it produced only 
9.6 per cent. On the other hand, if we 


discard all the rest of the South and" 


consider Alabama alone, we see that in 
1905 that state produced 8.9 per cent of 
the total United States output, while in 
1929 it produced 9.1 per cent. Obvi- 
ously, therefore, we have in the South 
a great and growing iron and steel 
center, while the outlying southern dis- 
tricts and states have shown marked 
regression rather than progress since 
1905. This is regrettable, but it may 
as well be faced. 
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Ore RESERVES 


From questions of actual shipping 
grades and actual outputs we may turn 
profitably, though very briefly, to the 
question of unmined ore reserves, which 
in large part will determine the future 
of any field. It would easily be possi- 
ble in this connection to state tonnage 
estimates, made on different bases, 
which would stimulate public curiosity 
and local pride. But for our present 
purpose it will be better merely to note 
that various estimates for reserve ton- 
nages of red ores in the Southeastern 
United States range from 1,500 to at 
times 5,000 million tons. Obviously, 
no one is troubled about the possible 
exhaustion of even the smaller tonnage 
estimated. The real question is how 
fast it will be possible to put any serious 
percentage of this unmined reserve into 
human use through the blast furnace 
' and the steel mul; and here we face, 
necessarily, comparison with the great 
competitive ore fields of the world. For 
Alabama is, in future, our great export 
region for steel products, if we have any 
export trade at all after tariffs and 
reparations get into effective action. 

In making the comparisons above 
suggested, we may safely start on the 
basis that there are now known to exist 
seven major iron-ore fields, of which 
four are in North America and three in 
Europe. It may be added in passing 
that other fields of similar size are likely 


“enough to exist elsewhere, as yet un- 


discovered. The four American fields 
of major importance are the Lake 
Superior region and Alabamia in the 
United States, Wabana in Newfound- 
land, and North Cuba. The three Eu- 
ropean fields of equal or greater size are 
respectively Lorraine in France, Ar- 
morica (Normandy, Brittany, and An- 
jou) also in France, and North Sweden. 
All seven of these fields can safely be esti- 
mated to contain from 1,500 to 3,500 


million tons of workable, merchantable 
iron ore, utilizable under current eco- 
nomic conditions. 

As a matter of interest in this con- 
nection I have tabulated below the 
timing of the effective discoveries of the 
seven great ore regions now known. 
It will be seen that two of them, 
Lorraine and Armorica, date back into 
prehistory so far as utilization is con- 
cerned, both probably having been 
worked well before the Christian era. 
All the others are of recent discovery 
and utilization; and it is specially worth 
noting that real recognition of the 
tonnage importance of the fields is in 
practically every case a matter of the 
past few decades. The nineteenth 
century did not think in terms of ore 
reserves; it merely generalized in 
Victorian manner. The dates given 
are in every case merely approxima- 
tions. 

TABLE Oi 







Earliest | Reserve 


Armorica.... : 
North Cuba . . 
Lorraine. . . 
Lake Superior 


The following schedule contains data 
which bring out certain other points of 
interest in attempting to place the 
Alabama field in its proper relative 
position in future world industry and 
commerce. 

From this brief schedule it will be 
seen that Alabama and Lorraine are the 
most closely related of the six great ore 
fields, so far as composition of the ore 
is concerned, with regard to phosphorus 
and iron grades. Of the two, Alabama 
has the advantage that the chief im- 
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TABLE [V—Comparison or Wortp’s Great Ogm FrELDS IN COMPOSITION 










Phosphorus Content Process Adaptable 








Basic Bessemer 





High, over 1% 
Medium, 144%-1% 








Basic open-hearth 


Acid Bessemer; 
Acid open-hearth 


Low, under 14% 


purity in its red ores is lime, while in the 
bulk of the Lorraine reserve, the silica 
is the main impurity. Both Wabana 
in Newfoundland and Armorica in 
West France rank with Lorraine and 
Alabama, so far as phosphorus grade is 
concerned, and above them as regards 


iron. The Lake region, with still 
rather high iron, stands out as the main 
field with large tonnages of low-phos- 
phorus ore. Sweden ranks above it in 
iron grade and has a wide range in 
phosphorus grades available for many 
processes. 

The Cleveland and similar English 
fields have immense masses of ore still 
lower than anything taken seriously in 
Lorraine or Alabama—under 80 per 
cent iron in great part, with intermedi- 
ate phosphorus giving a pig with from 
1 per cent to 144 per cent phosphorus. 
I have omitted these from the table 
above, since their utilization depends 
upon securing cheap foreign ores (Span- 
ish heretofore) of high iron grade for 
admixture. 


DEVELOPMENT OF THE INDUSTRY 


The southern iron industry dates 
back to a very remote period, as Ameri- 
can history goes, for one of the earliest 
enterprises of the Jamestown colony 
was the manufacture, on a very tiny 
scale indeed, of iron from a bog-iron ore 
deposit in the vicinity of Jamestown. 
This, like all our other Atlantic Coast 












Average Grades in Iron 












Over 55% 45%-55% Under 45% 
North Sweden| ........... Lorraine 
Alabama 
Lorraine 





iron plants of the colonial period, left no 
successor. ‘The American iron indus- 
try grew up, when it did begin to take a 
serious growth, further inland, working 
on better raw materials. 

During all the later colonial period 
there was a growing production of iron, 
chiefly from the colonies of New York, 
Pennsylvania, Maryland, and Virginia. 
This was based on deposits of brown 
iron ore in the Great Valley, and on 
deposits of magnetite in the Highlands- 
South Mountain region. The develop- 
ment of the industry was limited by the 
colonial system of the times, and at the 
time of the Revolution the United 
Colonies were making some twenty 
thousand tons of iron annually, of 
which half was shipped to England for 
fabrication. ‘These amounts seem tri- 
fling today; at the time, the production 
quoted was about one fifth of the entire 
world output of iron. It took us fifty 
years after the Revolution to regain the 
same relatwe importance as an iron- 
producing country. 

Of the totals then made, Maryland 
and Virginia seem to have accounted 
for about half, or, say, some ten thou- 
sand tons annually in 1775. During 
the Revolution, iron output probably 
increased in both colonies; but the 
disastrous period of uncertainty which 
followed independence gave no reason 
for further growth. It was not until 
the period 1808-1814 that heavy in- 
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creases in iron output arrived, and then 
they were forced by the Napoleonic 
War and the War of 1812, which, with 
trade interruptions and actual warfare, 
had all the forcing effects of prohibi- 
tively high tariffs. 

From the postwar depression of 
1815-1825 onward, the southern iron 
industry grew, along with all other 
American industries, but owing to 
cheap labor and an abundant supply of 
cheap fuel (charcoal) it grew at a some- 
what faster rate than that of other sec- 
tions. We have some reason to think 
that in the decade before the Civil War 
the South was producing a larger pro- 
portion of the total American iron out- 
put than it has done at any time since 
until very recent years indeed. 

After the Civil War the southern iron 
industry slowly regained activity, still 
based primarily upon charcoal as fuel 
and upon brown ores or magnetites as 
raw materials. The invention of the 
basic open-hearth process in Europe in 
1875 was indeed the first possible op- 
portunity for making steel out of south- 
ern red ores, and from that date onward 
the Birmingham field took on a new 
possible importance. With the arrival 
of the period of great industrial con- 
solidations, in 1899-1905, this possibil- 
ity attracted more and more attention; 
and an attempt to realize it in 19805- 
1907 ended in the entrance of the 
United States Steel Corporation as an 
active factor in southern steel develop- 
ment. From 1907 onward there has 
been no lack of capital available for 
such development, and the ‘limits of 
growth are merely those fixed natur- 
ally by the conditions of the southern 
iron market itself and by condi- 
tions and costs of transport to better 
markets. 

Here we must go back to an earlier 
suggestion, which is that the South is 
not as good a market, per capita, for 
most industrial products as is an equal 


area in the North or the Midwest. 
This is due primarily to lower buying 
power per capita, which in turn is due 
chiefly to a lower wage scale and to 
poorer trade training. The latter de- 
fect can be remedied easily enough; the 
former is perhaps inherent in the pres- 
ence in the South of a large mass of an 
unassimilable race, capable of cheap 
living, incapable of serious forethought, 
and not amenable to ordinary economic 
arguments. 


SUPPLY OF THE MARKETS 


In considering the actual and pro- 
spective sites for southern steel manu- 
facture, we must pay attention to 
markets, ores, and fuels. The matter 
of southern coals is discussed in another 
article in this series and need not be 
treated here. The matter of iron ores 
has been discussed on earlier pages, but 
may now be reconsidered from another 
standpoint. 

On the accompanying sketch map 
(Fig. 2) I have indicated the approxi- 
mate limits of the markets now reached, 
or economically reachable, by three 
great classes of iron ore—Lake Supe- 
rior, imported, and local. The hori- 
zontally shaped oval area in the 
northwest portion of the map is eco- 
nomically supplied by Lake ores in 
normal years. It will be seen that, so 
far as the South is concerned, this Lake 
ore market will take in most of the 
actual or possible steel-producing areas 
in the border States of Missouri, Ken- 
tucky, and West Virginia. 

A second elongated band along the 
Atlantic and Gulf Coasts is supplied, or 
could be supplied, more cheaply by 
imported ores than by United States 
ores. The imported ore, coming from 
such diverse fields as Cuba, Algeria, 
Morocco, France, Sweden, Chile, and 
Newfoundland, arrives from regions of 
low mining wages, is carried by water at 
cheap rates, and in most cases is far 
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. Fieurs 2—Sxetce Mar Suowma Lowrs or Iron-Orn Marxers—E. C. 
EcKEL, 1980. 
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superior to any available southern ore 
for grade. It is this situation that has 
built up steel mills running chiefly on 
imported ore in eastern Maryland, and 
that promises some day to build up a 
still more important iron and steel in- 
dustry in the Hampton Roads region. 
Even further to the south, such locali- 
ties as Brunswick and Mobile must be 
kept in mind as possible assembling 
points for American coke and foreign 
iron ore, with water transport to the 
best markets for the finished products. 
That, however, is in the future. 


RELATIVE [IMPORTANCE OF THE 
SOUTHERN INDUSTRY 
Finally, we may turn to brief con- 
sideration of the importance of the 
southern iron and steel industry from a 
tonnage standpoint. This of course 


involves a certain amount of both his- 
toric and statistical background, so as 
to show the way and the rate of devel- 
opment of this industry. But it 
involves also at least a glance at de- 
velopments elsewhere in the United 
States and in the outside world, so that 
the relative importance of the South, at 
different times and under different 
conditions, may be brought out more “™ 
sharply. 
This tabulation, like that earlier pre- 
sented relative to iron ore production, 
shows some surprising things. First, 
the South in 1905 made some 14.2 per 
cent of the total United States output 
of pig iron; by 1929 this percentage had 
fallen to 11.6 per cent. In this regard 
(pig iron) Alabama shares the general 
southern fortune, for while in 1905 
that state had made 6.98 per cent of 
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TABLE V-——Pie Iron SHIPMENTS FROM Amomeican Biast Furnaces, 1905—1929 


Alabama 


1,604,062 


1,674,848 
2,057,911 
2,910,370 
2,875,584 
2,525,812 
2,697,814 


Other South Total South Total U. S. 
1,665,611 8,269,673 22,992,380 
1,842,368 8,517,216 25,307,191 
1,278,046 3,835,957 30,966,152 
1,543,388 4,453,708 86,814,702 
1,522,040 4,397,574 38,181,053 
2,008,808 4,534,120 38,303,699 
%, 107,814 4,805,728 41,549,161 





the national total, and increased its 
ratio to 7.6 per cent by 1925, its pro- 
portion had dropped to 6.5 per cent in 
1929. 

Some light is thrown on the situation 
if we study these rather depressing facts 
from a more general standpoint—that 
of world industry. For then we see 
immediately that the world as a whole 
has fallen off very definitively in pro- 
ductivity since 1918, though that fact is 
still unadmitted by many apologists for 
specific political theories and practices. 
That fact, obvious enough to any one 
examining data impartially, has been 
covered up to most American eyes by 
our own “prosperity”’ during and after 
the World War. What actually hap- 
pened, of course, was that our great 
industrial rivals were engaged in a long 
and destructive struggle for four years; 
that throughout that period the United 
States supplied all the necessary fin- 
ished materials without competition; 
and that many of its basal industries 
broke all records for tonnage output 


and for dollar profits in that time and 
since. 

During that long pericd of frenzied 
production the South got less than a 
normal share of the business, partly 
because of the difficulties of export from 
its ports and partly because of the lack 
of finishing mills in that section. That 
explains, I think, the falling off in 
relative southern importance, so far as 
the American iron industry is con- 
cerned, in the past two decades. 

In future periods of normal business, 
after the present severe crisis shall have 
passed, it seems probable that the 
South, and particularly Alabama, will 
show increases in iron and steel output 
at rates higher than those of the sec- 
tions dependent on Lake or imported 
ores. The reasons for that judgment 
are foreign to the present discussion, 
but they seem sound. The gradual 
growth of southern markets for semi- 
finished and finished products will be 
one of the factors in such shift in 
relative status. 


The Lumber and Forest~Products Industry 
of the South 


By Joseren Hypa Pratt, Pa.D. 


Executive Secretary, Southern Forestry Congress; Chairman, Executive Committee, North 
Carolina Forestry Association, Chapel Hill, North Carolna 


HE Southern states are destined 
to become the most important 
section of the United States for the lo- 
cation of industries which use wood and 
other forest products as raw material. 
There are several natural causes 
which justify and substantiate this 
statement. Wood-using industries 
have usually been established in the 
general vicinity of the forests, and as 
these forests in one section of the 
country have been harvested and de- 
stroyed, the industries have moved to 
other sections where there were exist- 
ing forests. The Southern states are 
now (with the exception of Oregon and 
Washington on the Pacific coast) the 
principal producers of forest products 
In this country. These states contain 
the only bodies of virgin hardwoods and 
are the country’s chief source of supply 
of these woods. 


ADVANTAGES OF THE SOUTH 


With few exceptions, the Southern 
states are capable of supplying the 
various types of wood demanded by the 
wood-using industries; and they have 
splendid port facilities for bringing in 
the few woods that have to be im- 
ported. Electric power and transmis- 
sion lines interlace the Southern states, 
and electric energy can be purchased 
at a reasonable price in almost any 
section of these states. In addition to 
available electric energy developed 
from water power, the deposits of 
natural gas and coal furnish fuel for the 
development of steam power and elec- 
tric power, which, in many sections of 
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these states, can be obtained at reason- 
able rates. Railways, waterways, and 
hard-surfaced highways intersect all 
sections of the Southern states, and 
these, together with their many sea- 
ports, give these states very advan- 
tageous facilities for shipping their 
manufactured products. 

Climatic and other conditions 
throughout these states make the 
operation of factories and lumber 
plants more efficient and less expensive 
than that in the Northern and the 
Central states. 

Labor in the South is able, efficient, 
and abundant, but not cheap. ` 

Many wood-using industries are 
now producing their own timber, and 
they own, or are planning to own, 
sufficient timber land to supply all or a 
considerable proportion of the raw 
material that they need. By reason of 
climatic conditions which give the 
South an exceptionally long growing 
season (in some sections, practically the 
whole year); because of soils which are 
especially adapted to the growth of 
certain trees required by these indus- 
tries; because very large areas of its 
land are better suited for growing trees 
than for any other purpose, and can be 
purchased at reasonable rates; and 
because several of the states are con- 
sidering the classification of land for 
assessment and taxation, those desir- 
ing to produce their own forest material 
will find the Southern states most favor- 
able for this purpose. 

Originally a large proportion of the 
area, of the Southern states was in virgin 
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forests, and although much of this area 
has been cleared for various purposes 
and a large proportion of the virgin 
forest has been harvested, there still 
remains from thirty to about sixty per 
cent of the acreage in forests or in land 
that should be reforested. 

The total land area and the original 
and present forest areas of the South- 
ern states are given in Table I.+ 


cutting and cultivation, not only fur- 
nish the present wood-using industries 
with the forest products they need, but 
will permit of a considerable expansion 
of many of these industries. 

As there has never been an accurate 
and thoroughly dependable timber 
census of the United States, it is 
possible only to give an approximate 
estimate of the timber supply in the 


TABLE I—Arza, Forest LAND, ORIGINAL AND Present, IN SOUTHERN STATES, BY STATES 





Total Land Area Forest Areas in Acres 
State in Acres * 
; Original Forest Present Forest f 
Alabama 82,818,560 $2,000,000 20,000,000 
Arkansas $3,616,000 $2,000,000 21,500,000 
Flonda $5,111,040 28,800,000 19,000,000 
Georgia 37,584,000 86,480,000 20,000,000 
Kentucky.. .... 25,715,840 24,320,000 9,400,000 
Louisiana 29,061,760 25,600,000 17,865,000 
Maryland 6,362,240 6,760,000 2,228,000 
Mississippi 29,671,680 28,800,000 17,000,000 
Missouri .. . .. 43,985,280 82,000,000 18,820,000 
North Carolina . 31,193,600 30,080,000 18,000,000 
Oklahoma 44,424,960 12,000,000 8,000,000 
South Carolina 19,516,800 17,920,000 10,000,000 
Tennessee ......... 26,679,680 25,600,000 12,000,000 
Texas... 167,934,720 30,000,000 15,000,000 
Virginia ee 25,767,680 24,980,000 12,000,000 
West Virginia.. 15,374,080 15,360,000 8,500,000 
“ Excludes Water Surface 


+ Includes those acres of idle lands, once forested but now incapable of regeneration to commercial 


timber without planting. 


Only a small proportion of these 
forest lands is publicly owned, the 
balance being in private ownership. 
In some of the states the farmers own 
fifty per cent of the privately owned 
forest areas. 


Tue TIMBER SUPPLY 


Although a large percentage of the 
forest area of the Southern states has 
been cut over, there still remains a large 
supply of both hardwoods and soft- 
woods which will, with conservative 

1 From U. S. Forest Service, Bull, 21. 


Southern states. At the present time 
we probably have a more accurate esti- 
mate of the timber supply of the South 
itself than ever before. The American 
Tree Association in its recent publica- 
tion, The Forestry Almanac, estimates 
the timber stand of the Southern states 
to be approximately four hundred bil- 
lion feet, divided nearly equally be- 
tween the hardwoods and the soft- 
woods. ` 

In Table H there is given the estimat- 
ed timber stand of the hardwoods and 
the softwoods in the Southern states. 
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TABLE U—Estmiatep STAND or TIMBER IN SOUTHERN States, 1929 


Hardwoods Softwoods 
State Board Feet Board Feet Total 

Alabama. nanna. cece eee. 22,000,000,000 28,000,000,000 45,000,300,000 + 
Arkansas 25,000,000,000 15,000,000,000 ‘40,000,300,000 t 
Florida vin s.sc%- vawdes sen: Godi 2,500,000,000 28,000,000,000 $0,500,300,000 t 
Georgia. 10,000,000,000 25,000,000,000 $6,000,300,000 $ 
Kentucky.......0.00.0000e- 19,000,000,000 1,000,000,000 20,000,00,000 + 
DOW RIS GM oye s4y Rw s bees 25,000,000,000 29,500,000,000 54,500,900,000 fT 
Maryland............0.000-- 2,500,000,000 1,825,000,000 3,825,000,000 Í 
MISSIN Doses do SeaG ee! Sas 2,500,000,000 * 15,000,000,000 * 17,600,900,000 f 
Missouri. ........c0sceeeecs 2,000,000,000 50,000,000 2,050,000,000 ¢ 
North Caroling . . .........- 15,000,000,000 15,000,000,000 30,000,000,000 ¢ 
Ok BhOM Bik ca teodtoeacnces 5,300,000,000 2,500,000,000 7,800,000,000 £ 
South Carolina 3,600,000,000 * 13,000,000,000 * 16,500,000,000 + 
Temmessee.... ccc ce eee ee 19,500,000,000 600,000,000 20,000,000,000 Í 
Texas........-. 7,500,000,000 17,000,000,000 24,600,000,000 ł 
WIT gis orainra ann aaea 20,000,000,000 * 10,000,000,000 * 80,000,000,000 t 
West Yirginia 25,000,000,000 * 5,000,000,000 * $0,000,000,000 f 

Total. 206,800,000,000 200,875 ,000,000 407,1'75,000,000 

* Author’s Estimate. 

t Estimated by State Forester. 


t From American Tree Association. 


On account of the wide variation in 
topography and soils of the Southern 
states there is a great variation in the 
species of trees, methods of logging, and 
types of industries in the three physio- 
graphic divisions of these states. 

In the Southern Appalachian Moun- 
tain region are found the dense spruce 
and balsam forests, most of which, 
however, have now been cut over. 
Below these spruce forests are the 
mixed hardwood forests which also 
contain hemlock, white pine, and yel- 
low pine. The principal hardwoods 
are red and white oak, yellow poplar, 
chestnut, hickory, maple, basswood, 
ash, cherry, and walnut. The three 
latter species have been largely re- 
moved. Walnut is being replanted to 
some extent. With the prevention of 
forest fires, yellow poplar and some of 
the cther more valuable species are 
reproducing themselves, and the second 
growth forests of this mountain region 
are now in very fair condition. 


In the Piedmont Plateau region, ex- 
tending from the mountain region to 
the Coastal Plain and the Mississippi 
Valley lowlands, are our mixed forests 
of hardwoods and softwoods. The 
hardwoods consist largely of red and 
white oak, hickories, a little yellow pop- 
lar, and red cedar. Nearly all of the 
original pine has been removed. 

In the Coastal Plain region, extend- 
ing from the Piedmont Platezu to the 
Atlantic Ocean and to the Gulf, and in 
the lowlands of the Mississippi Valley, 
the forests are principally pine on the 
better drained lands, and mixed hard- 
woods in the swamps and river-bottom 
lands. 

There are but very few areas of com- 
mercial long leaf pine left in the north- 
ern portion of the long leaf pine belt 
(North Carolina and South Carolina) 
and the principal areas are now in 
southern Georgia, Louisiana, Florida, 
and to the west. This pine has been 
largely replaced by second growth 
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loblolly pine (known as North Carolina 
pine). Slash pine is now being planted 
in many areas formerly covered with 
long leaf pine. The hardwoods found 
in the swamp and bottom lands of the 
Coastal Plain region are principally 
oak, hickory, ash, sweet and black 
gums, white cedar, and in the deeper 
swamps, cypress. 


LUMBER PRODUCTION 

Fhe South is still exporting a con- 
siderable quantity of lumber to other 
sections of the United States, although 
it is importing small amounts from 
states outside the South and from 
abroad. There is quite a little lumber 
imported from one Southern state to 
another. 

With the exception of foreign woods, 
the South can produce practically all 
the lumber that it needs for its various 
wood-using industries, and still have a 
surplus to export. 

The South has learned the value of 
utilizing its lumber to manufacture 
wood products and shipping these, 
instead of shipping a large percentage 
of its lumber as was formerly done and 
then bringing it back as the finished 
wood product. 

Lumber production in the South 
reached its peak in 1925, and in recent 
years it has declined. Production of 
wood, however, continued to increase 
because of expanding consumption of 
pulp wood. Total production of lum- 
ber may not again increase materially, 
but there should be an increase of the 
better grades of lumber, particularly 
those needed for structural materials, 
because a much larger percentage of 
the lower grades is being used for pulp 
wood, and because of the production 
of dimensions both from softwoods and 
hardwoods at the mills. 

The total consumption of wood by 
the southern industries during 1928 
is given in Table IM. 


TABLE W—ToraL Consumetion or Woop 
BY THE SOUTHERN INDUSTRIES IN 1928 


(Thousand feet B. M.) 


Types of Wood Quantities Used 
Southern Softwoods. . 8,851,339 
Western Softwoods..... .. 118,089 
Southern Hardwoods 2,351,321 
Imported Woods........... 18,169 

Total, Al Woods. ...... 6,188,918 





With few exceptions, the native 
woods used in the industries of the 
South are produced locally, and the for- 
estry policy that has been inaugurated 
in all but one of the Southern states 
should insure the ability of the South 
to produce indefinitely the quantities 
of the various types of wood needed for 
its present industries and also for their 
future expansion. 

In Table IV there is given a list of 


the different types of woods and the 


quantity used in the South during the 
year 1928. 

In addition to the native woods men- 
tioned in Table IV, small quantities of 
several foreign woods are used in 
southern industries, chiefly in the 


TABLE TV—Trprs AND Quantities oF Na- 
tTrv—E Woops Usmp IN SOUTHERN Inpous 
IN 1998 2 z 


SOUTHERN Sorrwoops 





Quantities 
1,000 ft. B. M. 

Cedar (red).......nannssuee. 18,269 
Cedar (white)....... a 4,627 
Cypress fins se age eee 172,816 
Hemlock. saso 44.4 20a weaus 1,685 
Pine (yellow)....... $,420,117 
Pine (white) 29,588 
ODIOS at anna en ee dee 4,738 
Total: ose sia8eo58 3,851,889 





2? From Lumber Used in Manufacture—1928, 
U. S. Forest Service. 
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Wereg Sorrwoops 





T Quantities 

1,000 ft. B. M. 
Cedar (Western)............. 1,890 
Douglas Fir................. 52,614 
Pine (yelow). ........... ... 55,106 
Redwood.. 3,479 
AOne 3h. Lease 113,089 





T Quantities 
, 1,000 ft. B. M. 
BAN EEE A 60,815 
Basswood .)...... aaa 11,810 
Beech.......... 28,911 
PUCK Gad. BSE, aie deeeo ners 14,676 
Buckeye 582 
ates? “hig: dearer 259 

Chestnut... 0. 20. we, 73,969 
Cottonwood * 71,725 
Dogwood..... o .... aaa 8,188 
ea te catia nae git TEDT 20,004 
Hackberry..........0000 871 
Hickory.. 120,898 
TACOS A E E We esis 7,919 
Maple...... aas oere oun. 92,125 
OB E EE E EET 848,361 
Pecan... EERE 1,597 
Persmmon........... ...-. 1,760 
Red Gut oo bse nek 619,766 
Sycamore. ...... .......2-6- 15,768 
Tupelo ferreri. as osieoeeee 176,865 
WV RINE 52.¢ bia o Ohad o E 13,108 
Willows624 errs Kekes iru 5,025 
Yellow Poplar{............. 161,727 
Miscellaneous...... ....... 604 

Total........ 2,851,828 

Total All Softwoods. . 8,764,428 

Total All Woods.......... 6,115,756 

* Includes-Aspen. 

t Includes Black Gum. 

t Includes Cucumber and Magnolia. 


manufacture of furniture and cigar 
boxes, 

The several wood-using industries of 
the Southern states are given in Table 
V, which also gives the amount of wood 
used in each of these industries. 


TABLE V—Imrortant Woov-Usina Inpvs- 
TRIES OF THE SOUTH, AND THE QUANTITY OF 
Woop Usep BY Kaon INDUSTRY IN 19283 


(Thousands of feet B. M.) 


Industries Quantities 
Planing Mill Products.......... 2,686,779 
Boxes and Crates..............| 1,129,795 
Sashes, Doors, Blinds, and Gen: 

eral Mill Work.. ; 896,257 
Furniture. . 388,906 
Car Construction and Repairs... 246,514 
Vehicles—Motor.............. 193,050 
‘Baskets and Fruit Containers... 150,947 

. Chairs and Chair Stock........ 77,470 
PGNG iOS 555 o eee ia cases 75,169 
Caskets and Coffins 56,3819 
Vehicles—Non-Motor.......... $2,487 
PISCUTOS «bck eueerets 224k 27,540 
Ship and Boat Building....... 20,869 
Signs and Supplies............ 16,928 
Boxes—Cigars and Tobacco.. . 16,636 
Wooden Ware and Novelties . . 16,587 
Refrigerators and Kitchen Cabi- 

NOUS: oct cee e e e Sexi 14,096 
Brooms and Carpet Sweepers 12,522 
Agricultural Implements........ 10,482 
Machinery and Apparatus—Elec- 

eale ee ee eee me 9,157 

Total, 20 Industries.. ....... 6,028,510 

All Other Industries (84)...... 79,143 

Total All Industries (54)... .. 6,107,658 


As is seen from Table V, more lumber 
is used in the South for general building 
and construction than for any other 
purpose; but the quantity used per 
capita is very much lower than formerly. 
There has been too much low-grade 
lumber forced on the market for struc- 
tural purposes, which does not give 
satisfactory results. If this low-grade 
lumber could be used in the manu- 
facture of pulp, and only the better 
grades of lumber put on the market for 
structural purposes, it would undoubt- 
edly increase the demand for this 
lumber. 


? From Lumber Used in Manufacture—192£8, 
U. S. Forest Service. 
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Woop PRESERVATION 

If lumber is to retain its popularity 
as a building material, its usefulness to 
the consumer must be increased. 
This can be done through the appli- 
cation of wood preservatives, which 
` will prevent decay from exposure to 
weather, and depreciation through at- 
tacks of insects. Lumber so treated 
can be used to advantage for the fol- 
lowing structural purposes: 

In residential structures, for founda- 
tions, sills, sub-floors, joists, shingles, 
outdoor steps, and porches; 

In agricultural structures, for posts, 
sawed fencing, foundation sills, stan- 
chion stock, flooring, plates, joists, 
studding, and so forth; i 

By public utility corporations, in 
crossings, arms, poles, posts, conduits 
and ties; 

In mine construction, for pillars, 
posts, crossties, shoring, cribbing, heavy 
dimensions, and underground tim- 
bering; 

In road construction, for highway 
posts, signs, bulkheads for retaining 
walls, permanent wood construction, 
guard rails, bridge floors, and so forth; 

In industrial construction, for fram- 
ing roof timber, sub-floors, joists, raft- 
ers, flooring blocks, in paper, textile, 
and chemical mills; for piling and sub- 
structure, flooring, bulkheading, and 
sheet piling in marine work; 

By railroads, for crossties, switch 
ties, tie plugs, crossing plank, bridge 
and trestle timbers, piling, foundation 
platforms, substructures, and so forth. 

The railroads were the first to prac- 
tice wood preservation, and this was in 
connection with the treatment of ties, 
piling, and bridge timbers. Industrial 
plants, public utility companies, and 
highway departments are now also 
using a great deal of preserved wood. 
Its economic use is not, however, con- 
fined to these industries, but can be of 


value to the small consumer. The more 
extensive use of preserved wood in the 
South will have a decided influence in 
continuing the use of lumber for struc- 
tural purposes. 

There is a splendid opportunity for a 
large development of this preserved 
wood industry in the South; but as it is 
developed, care must be taken to see 
that the wood used is properly treated 
and will give the proper service for the 
particular purposes for which it is to 
be used. Wood, properly treated for 
prevention of decay, and of insect at- 
tack, and for fireproofing, will become 
available for purposes for which it has 
previously been barred. 


FURNITURE [NDUSTRY 

High-grade woods are required by 
the furniture industry. At first this 
industry obtained its supplies from the 
Northeast. ‘Then the waning of these 
supplies forced the industries westward, 
where they expanded very largely from 
1875 to 1900, utilizing mainly lumber 
cut from the magnificent virgin hard- 
wood forests of the Middle West. In 
the next fifteen years the Southern 
Appalachians were the chief source of 
supply of hardwoods, and now the 
principal source is the forests of the 
Mississippi Valley, the smaller amounts 
coming from the forests of the Southern 
Appalachians and from the Piedmont 
and Coastal Plain regions. 

Several woods that were formerly 
not considered of any particular value 
to the furniture industry are now used. 
in large quantity—notably, red gum. 
In 1928 one third of all the wood used 
by the furniture industry of the United 
States was red gum, and this amount 
was also one third of the total produc- 
tion of 1,241,285,000 ft. B. M. of this 
wood. Practically one half of this 
amount (619,466,000 ft. B. M.) was 
produced in the South. 

The various native woods used in 
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the furniture industry throughout the 
United States are: the softwoods—red 
and white cedar (Eastern), Western 
cedar, cypress, fir, Douglas fir, hemlock, 
larch, yellow pine (Southern), yellow 
pine (Western), white pine, redwood, 
and spruce; the hardwoods—alder, 
applewood, ash, basswood, beech, 
birch, buckeye, butternut, cherry, 
chestnut, cottonwood, elm, hackberry, 
hickory, holly, maple, oak, pecan, red 
gum, sycamore, tupelo, walnut, willow, 


ginia was second of the Southern states 
and sixth of all the states in the quan- 
tity of wood required for its furniture 
industry, which was 98,977,000 ft. B. M. 
Michigan, with a requirement of 119,- 
210,000 ft. B. M., was third; New York 
fourth and Illinois fifth. 

There is given in Table VI the 
amount of lumber, veneer, and bolts 
(or logs) consumed by each of the im- 
portant furniture-producing Southern 
states. 


TABLE Vi—Quantities os Woop USED sy FURNITURE FACTORIES DURING THE YEAR 1928 4 
i (Thousand feet, B. M.) 


Total 


EEA e | me a | eee o N | ean a 


358,151 





and yellow poplar. Of these woods all 
- but Western cedar, Douglas fir, Western 
yellow pine, redwood, alder, and apple- 
wood have been produced in the South. 

For some years Indiana has been the 
leading furniture manufacturing state 
and has used a larger quantity of the 
various woods than has any other state. 
In 1928 North Carolina not only led all 
the Southern states in the quantity of 
wood required for its furniture industry 
but also led all-the states. The quan- 
tity of lumber consumed by the furni- 
ture industry in North Carolina in 1928 
was 160,858,000 ft. B. M.; and by 
Indiana, 149,552,000 ft. B. M. Vir- 


‘ Lumber used tn Manufacture—1928, Prelims- 
nary Statistics Forest Survey of U. S., U. S. Forest: 
Service. 


11,578 
9,232 
24,322 
10,968 
9,897 
150,858 
43,504 
10,498 
93,077 
24,072 


29,087 $88,906 


The total quantity of 888,906,000 ft. 
B. M. of lumber used by the furniture 
industry of the South is nearly one third 
of the total quantity of 1,119,210,000 
ft. B. M. used by the industry through- 
out the United States. 

At the beginning of the furniture 
industry in the South, only the cheaper 
grades of furniture were made; but 
now the finest grades are manufactured 
and they easily compete with similar 
grades of furniture from other sections 
of the country. 

The veneer needed for the furniture 
industry requires high-grade material, 
and the veneer plants of the various 
Southern states will soon be in a 
position to furnish sufficient of this 
product to meet the expanding re- 
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quirements of the industry in the South. 

There is a splendid opportunity for 
the South to develop its furniture in- 
dustry to a much larger extent, and in 
the next few years the trade will un- 
doubtedly receive a large increase of 
furniture from the several Southern 
states. 


Woop Porre anb Woop-F rer 
Propucts 


The extensive investigations that 
have been made and are now being 
made relative to the conversion of 
wood into wood pulp and wood fiber, 
and the various purposes for which 
these products can be used, have 
opened a wide field for the use of wood 
that was formerly wasted, and for more 
profitable uses for the poorer grades of 
lumber. 

The utilization of wood in making 
wood pulp for use in the manufacture 
of various products has probably re- 
ceived more attention in industrial 
research than has any of the other 
wood-using industries. As a result, 
there has been a considerable increase 
in the number of woods that can be 
satisfactorily used for wood pulp, and 
there have been many changes in the 
processes of pulping. 

The following woods native to the 
Southern states are now being used in 
greater or less quantity in wood pulp: 
spruce, hemlock, yellow pine, loblolly 
pine, slash pine, jack pine, poplar, 
balsam, beech, birch, maple, gum, 
tamarack, basswood, box elder, buck- 
eye, cedar, chestnut, cottonwood, white 
pine, and willow. 

While some of the more favored of 
these Southern woods, such as spruce 
and hemlock, are becoming scarce and 
high priced, there is a tremendous 
reserve of other woods in the South 
that are suitable for paper pulp. 

The various woods that have been 


sold for pulp in the South brought in - 


1929 an average of $7.56 per cord for 
the rough wood.’ In two of these 
states, the price received was $5.47 per 
cord. ‘These prices are lower than the 
average received in other sections of 
the country. 

The availability of this abundant 


‘supply of cheap pulp wood, together 


with the proximity to markets for the 
pulp, accounts for the present remark- 
able growth of the pulp industry in the 
South; and these factors, together with 
the fact that many of these pulp woods 
are easily and rapidly reproduced, will 
cause ‘a still greater development of 
this industry. 

In 1929 there were thirty-six pulp 
plants listed as in the South,® which 
had a capacity of one million tons per 
year based on an operating year of 
three hundred days. These pulp mills 
are located in Arkansas, Louisiana, 
Maryland, Mississippi, North Caro- 
line, South Carolina, Tennessee, Texas, 
Virginia, and West Virginia. Of these, 
the Champion Fibre Company’s plant 
at Canton, North Carolina, is the 
largest paper pulp plant in this country. 

At the present time the principal 
pulp product of the South is sulphate, 
or kraft pulp, and the South very prop- 
erly dominates this pulp field. ‘There - 
should be, and there will be, an en- 
largement of this kraft pulp industry 
in the South, for there are now. being 
imported into this country over twelve 
hundred tons of kraft pulp daily, and 
the South should be able to produce 
pulps equal or superior to these im- 
ported pulps, and at a cast that should 
enable southern pulps to replace the 
imported products. 

Kraft pulp is used in the manufac- 
ture of brown wrapping paper, paper 
bags, wood boards and similar prod- 
ucts. All the southern mills are mak- 

5 The Paper Industry, Vol. 11, No. 10, 1980. 


° Lockwood s Directory of the Paper and Allited 
Trades. 


Tae Luwper AND Forrst-Propucts [NDUSTRY OF THE SOUTH 71 


ing the brown kraft pulp, with the 
exception of the mill at Canton, North 
Carolina, which is making fine grades of 
paper, one or two others producing 
bleached book paper from pine and 
making pressed wood board, and several 
recently built mills using semichemical 
pulping processes. 


DEVELOPMENT or PULP INDUSTRY 


The southern pulp industry needs to 
be diversified if it is to remain in a 
healthy condition. It should branch 
out much more than it has done, by 
making pulps suitable for products of a 
higher grade than are those made from 
kraft pulp. 

The United States Forest Products 
Laboratory at Madison, Wisconsin, 
has developed a method for the pro- 
duction of a bleached pulp from South- 
ern yellow pine and gums which is 
suitable for book and magazine paper, 
and is now specifically studying the 
pulping of Southern woods to develop 
a strong white pulp particularly from 
yellow pine. The Laboratory has also 
demonstrated that a good quality of 
newsprint paper can be made out of 
certain Southern hardwoods, such as 
aspen, Southern black gum, and paper 
birch, and that others will make a book 
paper. Recently, Dr. Charles Herty 


has stated that a newsprint pulp can . 


be made from slash pine. Gums, ashes, 
birches, maples, and sycamore can be 
pulped by the sulphite process, and 
beech by the soda process, and used in 
the manufacture of book paper. Red 
cedar and cypress produce a very satis- 
factory pulp when reduced by the soda 
or the sulphite process: 

With increased production of kraft 
products, there should be a decided 
increase in the finer grades of pulp, 
which bring higher prices and which 
are used in making the better qualities 
of paper. This should lead to several 


sections of the South becoming centers 


for the manufacture of fine paper. 

In addition to pulp for the manufac- 
ture of paper and boards, there is an 
opportunity for the development of 
wood-pulp or wood-fiber industries for 
the manufacture of products which can 
and will compete with sawn lumber and 
wood products in their natural form. 
Mr. Wilson Compton in a recent ad- 
dress said: 


Wood fiber board boxes and containers of 
all kinds have been a familiar product for 
the last’ quarter century. But wood fiber 
boards for building and structural insula- 
tion are largely a development of the last 
few years. There are already fifteen com- 
mercially important insulating boards man- 
ufactured wholly or in large part of wood 
fiber. Many of these are widely advertised 
and have come into extensive use. Fiber 
insulating boards have already displaced 
over a billion and a half feet annually of 
ordinary lumber. 

Wood fiber makes the most efficient in- 
sulating boards known and at the lowest 
cost. Recently I have seen an ordinary 
door, a beautiful product, punched out of 
a piece of pressed wood fiber made of a 
species regarded as “inferior” for lumber 
manufacture. It is not beyond the bounds 
of possibility,—I might even say probabil- 
ity,—that with the aid of diligent research, 
economical methods will be devised to con- 
vert into wood pulp, and wood chemical 
products, the lower common grades which 
now as board lumber are being laboriously 
sold in glutted markets, at unprofitable 
prices, to unenthusiastic consumers or to 
bargain-hunting industries. In that event, 
wood pulp, and wood fiber products made 
from present non-utilized materials and 
from the low grade portions of the log will 
become a familiar and eventually perhaps 
universal product of the best lumber manu- 
facturing mills in America.’ 

The South should not only produce a 
large percentage of the pulp needed in 


7 Address delivered before the 14th Annual 
Meeting Pacific Division, American Association 
for the Advancement of Science, June 19, 1930, 
at Engene, Oregon. 
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this country, but should also have 
the necessary plants for utilizing this 
pulp in the manufacture of paper 
of all descriptions and of wood-fiber 
products. 

Although the production of pulp 
wood in the Southern states has been 
increasing constantly, it 1s confidently 
expected that this increase will con- 
tinue. This is particularly true of pulp 
wood from second growth pine, from 
yellow pine and slash pine from the 
Coastal Plain regions, and from certain 
hardwoods. The consumption of pulp 
wood in the South for the years 1899, 


stock is included under the various 
industries in which it is used. 

For the horse-drawn vehicles in- 
dustry, which formerly was very large 
and important in the South, the amount 
of lumber consumed is constantly 
decreasing; while the motor-vehicle- 
industry is becoming one of the impor- 
tant ones. Although there are several 
substitutes for lumber used in the 
manufacture of automobiles, there has 
been in the past five years an increase 
of nearly one hundred per cent in the 
amount of lumber used in this indus- 
try. In 1928 the total amount in the 


TABLE VU—Consuserion or Porr Woop IN TAE SOUTHERN STATES FOR SELECTED YEARS £ 





(In Cords of Wood) 
State 1899 1926 

North Carolina. Enana ee ae MEEN hj 152,261 85,709 i * * 
VilNOi8 6c tesaks E E we 14,680 89,687 | 182,786 $17,058 
West Virginia.. 18,584 | 108,121 | 127,478 ” 
Other Southern States. See ee 112,600 | 186,800 | 158,005 680,689 

Total... os. cece sconces: 145,664 915,980 | 997,747 

* Included in other states. 


1910, 1916, 1920, 1925, and 1996 is 
given in Table VII. 


AUTOMOBILE Woopwork 


As is seen from Table V, there are in 
the South twenty important wood- 
using industries mentioned. ‘There are 
thirty-four others, many of which are 
very small and use but very little 
lumber. Some of these will become 
larger and more important as the 
dimension or fabricated stock industry 
becomes more thoroughly developed in 
the South, and when producers and 
consumers of this kind of stock become 
better acquainted with and have a 
better understanding of each other’s 
problems. Dimension or fabricated 


è Compiled from statistics of the U. S. Forest 
Service. 


United States was 867,875,000 feet 
B.M. Of this, 194,950,000 feet B. M. 
was used in the South. 

In addition to the amount of lumber 
used in the southern automobile indus- 
try, a great deal of dimension stock was 
shipped out of the South to other auto- 
motive wood-working plants. Since 
1928 several automobile body plants 
have been located in the South, and 
this is one of the outstanding evidences 
of the trend of wood-using industries 
to move into the South. The output 
of these new plants is making the South 
the leader in the production of auto- 
mobile woodwork. 


Dimension LUMBER 


The ability to procure the right 
quality of dimension lumber is one of 


l j 
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the factors that led to the establishment 

of these autowood plants in the South. 
As defined by the Dimension Lumber 

Manufacturers’ Association, 


dimension lumber is hardwood or softwood 
refined to a point where the maximum 
waste is left at the mill and the maximum 
utility delivered for the specific require- 
ments of a particular plant or industry. 
It is cut-to-order and, in some cases, stock 
lumber of specified widths, thicknesses and 
lengths or multiples thereof. 


It may be obtained as square lengths, 
flat lengths, or in specified shapes; 
also as solid wood or glued-up lumber. 
The degree of refinement of dimension 
lumber is always a matter for agree- 
ment between the maker and the buyer. 

There has been a constant increase 
in the production of dimension lumber 
during the past five years and there is 
every probability that each year will 
see a continued increase. Dimension 
stock is and can be made by the small 
as well as the large companies; but it 
should not be expected that all sawmill 
operators can manufacture small di- 
mension stock at a profit, as many 
factors enter into its production that 
must be carefully considered before the 
operator undertakes its manufacture. 
The trade is demanding a more refined 
product than was formerly put on the 
market; and it is to'the interests of the 
industry that the producers take every 
precaution possible to see that only 
lumber of good grade goes into dimen- 
sion stock and that as little rough 
dimension stock as possible goes on the 
market. 

The automobile industry has realized 
the economic soundness of small di- 
mension stock and is one of its large 
consumers. ‘The furniture and chair 
industries are also using large quanti- 
ties of dimension lumber. Other in- 
dustries that are using increasing 
amounts of dimension stock are sport- 


ing goods, agriculture implements, 
refrigerators, toys, cabinets, floorings, 
musical instruments, turned articles, 
and so forth. At present the large 
percentage of small dimension stock 
is made from hardwoods, but white 
pine and yellow pine are beginning to 
be extensively used. 

Dimension lumber. will in time re- 
place a considerable percentage of the 
rough and planed lumber that is now 
being shipped, which will mean that 
lumber formerly wasted at the point 
of construction will be left at the mill 
to be used in many cases for pulp wood. 
One thing that will perhaps lend im- 
petus to the use of dimension stock is 
“packaged lumber.” While as yet but 


' little headway has been made in han- 


dling dimension stock in standard unit 
packages, yet many who are intimate 
with the lumber situation in this 
country believe that the need is so 
urgent that in the near future, dimen- 
sion stock will be handled in standard 
unit packages. l 


Woop TURNING AND CooPERAGE 


The lumber used in wood-turning 
plants can be and should be largely 
dimension lumber. There is room in 
the South for several wood-turning 
plants. From such information as can 
be obtained, it would seem that a con- 
siderable percentage of the “turned 
parts” of the furniture manufactured 
in the Southern states is made outside 
the South. All the “turned parts” 
required by the furniture industry of 
the South should be made in southern 
wood-turning plants from dimension 


‘stock of southern mills. This would 


mean the utilization of a considerable 
quantity of the smaller lengths of birch, 
maple, oak, and other hardwoods, a 
portion of which is now considered as 
waste. 

The cooperage industry is largely a ` 
southern industry. Of the slack coop- 
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erage stock produced in the United 
States, three fourths is produced in the 
Southern states, and of the tight coop- 
erage stock; over one half is produced in 
the South. The woods used in the 
cooperage industry in the South are 
ash, beech, birch, chestnut, cotton- 
wood, elm, maple, pine, red gum, and 
tupelo. 

The principal woods used for the 
staves are red gum, which constitute 
almost 60 per cent of the total, pine 
about 25 per cent, and elm about 10 
per cent. For the headings, pine 
furnishes about 40 per cent, red gum 16 
per cent, and birch and ash about 6 
per cent each. For the hoops, elm is 


the principal wood used, constituting | 


about 78 per cent of the total. 


Nava STORES INDUSTRY 


. The one forest-products industry 
that is entirely confined to the South is 
naval stores. Formerly, North Caro- 
lina and South Carolina, with their 
large areas of virgin long-leaf pine 
forests, were the chief naval-stores- 
producing states of the South. With 
these forests nearly destroyed, the in- 
dustry has moved south and southwest, 
and now Georgia and Florida are pro- 
ducing by far the greater portion of 
the country’s naval stores. The other 
states engaged in this industry are 
Mississippi, Alabama, Louisiana, Texas 
South Carolma, and North Carolina. 

Indiscriminate turpentining, no pro- 
tection of the long-leaf pine forests 
from fire, and absence of a stock law, 
are the chief causes of the near extermi- 
nation of the long-leaf pine in North 
Carolina and South Carolina, which 
drove the naval stores industry into 
Georgia and Florida. Similar methods 
have come near putting Georgia and 
Florida in the same condition. 

With the depletion of the long-leaf 
pine in Georgia and Florida, the slash 
pine, which originally was confined to 


the poorly drained flat lands and other 
moist lands, is now spreading over 
many areas formerly covered with 
long-leaf pine. The slash pine is a 
much more prolific seeder than the 
long-leaf, and with the Southern states 
protecting their forests from fire, this 
slash pine will extend to the drier locali- 
ties and cover more and more areas 
formerly occupied by the long-leaf pine. 
This tree will grow in eastern North 
Carolina and South Carolina, in the 
Coastal Plain region of Georgia, in 
all of Florida, and in the coast 
region westward to the Mississippi 
River. 

According to the United States De- 
partment of Agriculture, seedlings of 
slash pine one year old are from eight | 
to ten inches high, and trees five years 
old have a height of six to ten feet and 
increase two to three feet annually. 
Stands twenty-five years of age are fre- 
quently ten to fourteen inches in diam- 
eter at breast height, and from fifty to 
seventy-five feet tall. The tree not 
only grows rapidly, but it grows in 
dense stands which can be thinned 
satisfactorily by turpentining in three- 
year periods and then cutting. In the 
modern method of turpentining by 
making a light single face, it is proved 
that the tree can be farmed for longer 
periods, as the wounds tend to heal 
quickly. The yield of crude turpen- 
tine of the slash pine is the largest of 
any of our native trees, and this pine is 
destined to play a very important part 
in retaining and building up the naval- 
stores industry for the South. 

Other purposes not mentioned previ- 
ously or in Table V, for which wood is 
produced in the South are: crossties, 
telegraph and telephone poles, mine 


. timbers, fence posts, excelsior, tannin 


materials, rayon, distillation, charcoal, 
and fuel wood. For some ofthese pur- 
poses, the quantity of wood used is 
very large. 


Taw Lumpre AND Fornst-Propucts INDUSTRY OF THE SOUTH 75 


NECESSITY FOR RESEARCH 


Through scientific research con- 
ducted by the Forest Products Labora- 
tory of the United States Forest Serv- 
ice at Madison, Wisconsin, by the 
National Committee on Wood Utiliza- 
tion of the United States Department 
of Commerce, and by the research de- 
partments of several of the national lum- 
ber organizations, many new uses have 
been found for wood. It is necessary 
that appropriations for scientific re- 
search in forestry and forest products 
be increased many times over the pres- 
ent expenditure for this purpose. The 
people of the Southern states and the 
forest-products industry of these states 
must realize that not only the expan- 
sion of these industries, but even their 
maintenance at their present level is 
absolutely dependent on a more ex- 
tensive policy of research and more 
liberal appropriations for this purpose. 
Research is needed in: 

(1) Wood preservation by chemical 
impregnations and other treatments by 
which desirable physical properties of 
lumber may be retained or controlled 
and thus the wood be made proof 
against decay, insect attack; shrinkage, 
warping, and fire; 

(2) Properties and new uses of vari- 
ous types of wood pulp and wood fiber; 

(3) ‘Determination of the physical 
and chemical properties of wood, which 
will enable the lumber and wood-using 
industries to more efficiently select 
their material and increase the utility 
of their products; 

(4) Determination of wood chemical 
derivatives, such as cellulose and lignin, 
and their commercial uses; 

(5) Utilization of a large percentage 
of the tree that is now left in-the woods, 
and of the waste at the mills. 


SOUTHERN Pretaxowence in Woop- 
Usina [INDUSTRIES 


From what has been stated above, 
the South would seem to be the logical 
section of the United States for the 
location and the future development of 
a large proportion of the lumber and 
wood-using industries of the United 
States, for the following reasons: 

(1) Wood, the raw material required 
by all these industries, occurs in 
greater variety throughout the South 
than in any other section of the coun- 
try, and these woods when utilized can 
be easily and perpetually renewed if 
the forests are protected and the trees 
harvested judiciously ; 

(2) Power at reasonable rates is 
available throughout nearly every part 
of the South; 

(8) Transportation facilities are 
equal to those of any other section of 
the country; l 

(4) There is plenty of efficient labor 
that can learn to operate any machin- 
ery and process, and climatic con- 
ditions favor economical operation of 
plants and living of employees. 

Although there are substitutes for 
lumber in nearly all the important 
uses except railroad ties, yet the next 
few years should see in the South a 
large increase in the number of wood- 
using plants, which will very materially 
increase the production of furniture, 
automobile bodies and other auto- 
wood work, refrigerators and kitchen 
cabinets, dimension lumber, “‘turned 
parts” for the furniture industry, 
gates and fencing, crates, boxes and 
baskets, tanks and silos, wooden ware 
and novelties, excelsior, and pulp for | 
the finer grades of paper; for our people 
are not now using lumber from neces- 
sity but from choice. 


Chemical Resources and Industries of the South 


By Lauren B. Hrrcucock ! 


Associate Professor of Chemical Engineering, University of Virginia, University, 
Virginia; Consulting Chemical Engineer 


HEMICAL industry plays a réle 
in southern manufactures twice 
as important as in the United States at 
large. This peculiarity is explained by 
the fact that chemistry in the South 
depends largely on local resources of 
great extent, such as petroleum, cotton, 
and pulp wood. Including thirty per 
cent of the land area and the popula- 
tion of the continental United States, 
the Southern states contribute but 
fourteen per cent of the value of all 
American fabricated products; yet 
twenty national chemical industries 
owe twenty-six per cent of their pro- 
duction to southern plants. Continued 
industrial development in the South 
may be expected not only to maintain 
- this ratio of chemical to other activity, 
but will in all probability increase it, 
because of the large mineral resources 
of known extent and the potential 
chemical resources of vegetable origin 
and of unlimited extent. 


EXPANSION oF CHEMICÀL INDUSTRY 


That further industrialization of this 
region may be safely anticipated is in- 
dicated by a recent study of the trends 
since 1914.2 To what extent the 
growth in the past decade is attribut- 
able ‘to the inducement of “cheap 


1The author is indebted to Mr. LeVerne 
Beales, Chief Statistician for Manufactures, 
Bureau of the Census, for his prompt and thor- 
ough assistance in, providing early information 
on census returns; to his wife, for assistance in 
verifying the statistical compilations; and to 
Mr. R. W. Quarles of the University of Vir- 
ginia for preparation of drawing. 

2 Partridge, Jour. Industrial and Engineering 
Chom., 22: 412, 1980. 
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labor” is debatable. That southern 
labor is actually cheaper is indicated in 
Table I by the fact that the Southern 
states contribute but 12.6 per cent of 
the country’s wages, while employing 
17.7 ‘per cent of the wage earners.’ 
But labor costs as represented by the 
wage earning group are not the only 
consideration in plant economy, nor 
even the principal one in many cases. 
More important is the fact that south- 
ern labor will not remain cheap as 
greater demands for its services develop 
and bring a consciousness of self-value 
equal to that obtaining in other local- 
ities for the same services. 

Capital outlay for permanent build- 
ings and equipment is not taking place 
in the South because of a belief that 
cheap labor is an inherent character- 
istic of the region. So long as it lasts 
it is a pleasant consideration to the 
enterpriser. But his chief interest in 
the South must be ascribed to more 
permanent factors. These include 
mineral deposits of great variety (as 
shown by the several state geological 
surveys), cotton, sugar cane, pulp 
wood, and other crops favored by 
southern conditions; in short, raw 
materials of large extent whose chief 
mode of utilization involves applica- 
tions of chemistry. 

Exploitation of the native labor 
supply on the basis of low wages and 
long hours is being opposed by leaders 
of more than one Southern state today. 
Virginia, for example, emphasizes the 

3 Labor in the Industrial South, Monograph 


No. 9, Institute for Research in the Social 
Sciences, University, Virginia, 1990. 
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merit of other inducements possessing 
greater permanence, and enterprisers 
of such international chemical promi- 
nence as E. I. du Pont de Nemours and 
Company and the Allied Chemical and 
Dye Corporation testify to their similar 
convictions. The former organization 
operates three large plants in Virginia 
utilizing cellulose as a basic raw ma- 
terial; the latter operates the largest 
nitrogen fixation plant in the Western 
Hemisphere and is doubling capacity. 
No one of these plants is yet two years 
old. 

Virginia, site of the first chemical in- 
dustry in America with exports of 
glass, potash, and naval stores from 
Jamestown in 1608, is experiencing de- 
velopment today which promises to 
convert the James River Basin into 
America’s foremost chemical center. 
Industrial Rayon at Covington, the 
Viscose Rayon expansion at Roanoke, 
and the Chesapeake-Albemarle paper 
mill at West Point are other examples 
of lusty Virginia chemical infants 
hardly a year old whose annual con- 
tributions to the nation’s products al- 
ready run into several millions. Scores 
of progressive chemical industries 
throughout the South might be cited, 
all engaged in new and socially bene- 
ficial manufactures of exceptional 
interest. 

In West Virginia the Carbide and 
Carbon Chemicals. Corporation manu- 
factures an ever growing number of 
useful solvents, from ethyl alcohol to 
vinyl acetate, chiefly from natural gas 
or petroleum vapors; the Tennessee 
Eastman Corporation converts forests 
into a range of essential chemical 
products typified by acetone and 
acetic anhydride. Mississippi has its 
Masonite Corporation, exploding waste 
wood fibers with steam to yield a new 
type of insulating material; Louisiana, 
its Celotex Company, manufacturing 
from spent sugar cane so much efficient 


insulation board that sugar, long a 
gigantic industry in this state, is 
spoken of as a possible by-product. 

The tung oil developments in Florida 
are conspicuous because, with modern 
technique, they are yielding far better 
China oil than is obtainable from China. 
In Alabama we find the Swann group, 
a sort of Southern Interessen Gemein- 
schaft, best known for accepting a 
carload order for 840-per-pound diphe- 
nyl (then a chemical curiosity) and 
filling the order in five months at 40 
cents per pound. It is impossible 
within the space permitted this article 
to mention all those southern indus- 
tries which deserve special recogni- 
tion, and the above samples are 
selected entirely at random, at the ex- 
pense of other and often better exam- 
ples.5 


ANALYSIS OF CHEMICAL INDUSTRY 


Quantitative analysis of chemical 
industry in the South is manifestly 
difficult in the face of the complexity 
and diversification which is encoun- 
tered on the one hand, and the absence 
of individual production data on the 
other. Valuable statistics for groups 
of industries and individual states are 
now available, however, in the Census 
of Manufactures for 1927 (just being 
released in pamphlet form by the 
Bureau of the Census), and will be used 
here. While these data cover only the 
calendar year 1927, and many new and 
important developments have occurred 
since that time, the greater accuracy 
of these latest available statistics justi- 
fies their use in preference to that of 
incomplete trade journal estimates. 
One exception, however, has been made 
in the case of rayon, a chemical in- 
dustry which has multiplied so enor- 


t Aycock, Jour. Industrial and Engineering 
Chem., 22: 427, 1980. 

‘Little, Trans. Amer. Inst. Chem. Engra., 12: 
I, p. 1, 1919. 
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mously in the Southern states since 
1927 that without later figures a some- 
what distorted picture would result. 
In this case the conservative estimate 
of the editor of Textile World has been 
used for 1929.° 

Such analyses of southern chemical 
industry as have already appeared’ 
differ widely in the choice of index in- 
dustries—a feature which enables one 
to reach almost any desired conclusion. 
The question as to what states con- 
stitute the “South” is one which also 
offers considerable latitude, though to a 
smaller extent. Since a study of this 
type should be based upon clear defi- 
nitions of these two points, they will 
be briefly discussed. 

Twenty representative chemical in- 
dustries of national significance have 
been selected as an index and pertinent 
statistics have been compiled from as 
many different pamphlets of the Census 
of Manufactures. These figures are 
presented in several ways to bring out 
a number of relationships not hereto- 
fore published, and which, pertaining 
to a special phase of industry only, are 
not directly obtainable from the census 
reports. Their consideration leads to 
conclusions of much interest to stu- 
dents of the South, with perhaps an 
element of surprise for those who have 
failed to appreciate the part played by 
chemistry. 

In selecting the list of chemical in- 
dustries, consideration has been given 
to all manufactures listed. in the census, 
and only those have been selected 
which are closely related to chemistry 
as essential raw materials or important 


6 Woolf, Textile World, 77: 645, 1980. 

? Partridge, Jour. Indusirtal and Engineering 
Chem., 22: 412, 1980; Hitchcock, thid., p. 488; 
Edmonds, Manufacturers Record, p. 56, April 25, 
1929; Meade, Trane. Amer. Inst. Chem. Engrs., 
12: IL p. 39, 1919; Fairlie, ibid., p. 71; Hitech- 
cock, Chemical Markets, 28: 4, p. 364, 1980. 

8 Anon, Jour. Industrial and Engineering 
Chem., 22: 488, 1980. 


products. Further, the requirement of 
national scope has been imposed, 
which has meant the omission of 
locally important but isolated indus- 
tries, such, for example, as Louisiana’s 
883,000,000 sugar refining end her 
$4,000,000 ethyl alcohol. 


Dermrrons OF Terms Usep 


The definition of what constitutes a 
chemical industry today offers con- 
siderable difficulty. Science in al 
forms is now assisting production in 
almost every line, and chemistry is 
foremost among these as a tool for 
standardization, for meeting specifica- 
tions, and for finding new raw ma- 
terials and new outlets, as well as for 
applied research sponsored by the 
more progressive enterprisers. One of 
the best studies of chemical develop- 
ment in the South appearing in recent 
literature ° includes such manufactures 
as the products of steel rolling mills, 
slaughtering houses, and ice plants. 
While it is true that chemical control 
enters into these to no insignificant 
extent, yet industries of the faregoing 
type are dependent more upon me- 
chanical features of equipment and 
material handling methods than upon 
specific chemical reactions, and may be 
regarded as chemical engineering in- 
dustries rather than chemical indus- 
tries. 

In the twenty selections for this 
study, one or more true chemical reac- 
tions enter directly to an important 
extent into all but four, and in the 
latter, either the product of the indus- 
try is an important chemical raw 
material, as cottonseed oil, or the in- 
dustry is vitally dependent upon 
physico-chemical principles, as in the 
paint and varnish manufactures. 

The second definition involved in 
this analysis is the composition of the 
South. Choice of the fifteen states 

° Partridge, op. cit. 
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of Alabama, Arkansas, Florida, Geor- 
gia, Kentucky, Louisiana, Maryland, 
Mississippi, North Carolina, Oklahoma, 
South Carolina, Tennessee, Texas, 
Virginia, and West Virginia, is sanc- 
tioned by general usage !° as well as by 
political and social considerations. 
Sound arguments are advanced both 
for and against the inclusion of “border 
states” such as Maryland or Missouri. 
McMurry and Parkins," eminent geog- 
raphers, omit Maryland from the fif- 
teen states chosen here, while the 
Manufacturers Record, long & conspicu- 
ous advocate of southern development, 
includes both Maryland and Missouri. 
Geographic divisions used by the 
Bureau of the Census as comprising 
the South are three in number, listed 
as South Atlantic, East South Central, 
and West South Central. This group- 
ing would add only Delaware and the 
District of Columbia to the fifteen used 
herein, likewise omitting Missourt. 


comparison with general industrial 
development in the same area. Table 
I presents comprehensive totals for 
important index items, indicating that 
while the South possesses thirty per 
cent of the land area and the popula- 
tion, it contributes but fourteen per 
cent of the value of the country’s man- 
ufactured goods with the help of 
eighteen per cent of the wage earners. 
More installed horse power per unit 
of product exists in this region than for 
the country at large—a factor which 
undoubtedly ` explains the slightly 
higher ratio of cost of materials, sup- 
plies, containers, fuel, and power, to 
value of products, 

Comparing the same subjects in the 
same way, but solely on the basis of the 
twenty selected chemical industries, 
the illuminating results shown in 
Table IL are obtained. With nearly 
twenty-six per cent of the nation’s 
chemical manufactures contributed 


TABLE I—GENERAL [INDUSTRIAL STATISTICS FOR THE SOUTHERN STarrg—]1927 12 





Land Area, sq. mi™.. ioe. ATIRE Jas 
Population (1980) f....... 2... 2204 eee 
Number of Establishments . ....,.... 


*e@rwmte ee ee Bee Fe ee 


Cost of Materials, etc... ....... 0.00 e eee 
Value of Products, 31000... TETERE 


United Southern Per Cent 
States States of U. S. 

2,973,774 880,106 28.6 
122,698,190 87,095,853 30.2 
191,886 31,925 16.6 
8,353,977 1,474,901 17.7 
10,848,808 1,365,809 12 6 
39,045,940 7,044,604 18.0 
$5,188,187 5,052,014 14 4 
62,718,347 8,619,898 18.7 





* World Ailcs, p. 30, Rand, McNally Co., 1927. 


+ Taken from the United States Daily. 


The importance of chemical industry 
in the South can be judged only by 


10 Consult references already cited. 

u Advanced Geography, p. 94, New York: 
Macmillan Co., 1921. 

13 Compiled from 1927 Census of Manufac- 
tures, U. 8. Dept. of Commerce, 1930 


by the South, from thirty-four per cent 
of the number of chemical establish- 
ments, employing twenty-nine per cent 
of the chemical wage earners, we find 
that this phase of industry has kept 
much more closely in step with the 
growth in population. A higher ratio 
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TABLE U—Twenry REPRESENTATIVE CREMICAL INDUSTRIES 8 






Number of Establishments ...... ... ..... 
Wage Earners (average). .. 
Wages, $1000......... .. ; 
Horse Power. ........0 2 oas 1 coe cecucces 
Cost of Materials, ete. 2.2... 0... ee ee eee : 
Value of Products, 81000. 


ore ee mee + Oh t> 


ope eee ee me eee wees 





of cost of materials to value of products 
appears to exist in the chemical group. 

The much greater importance of 
chemical manufactures in the South 
already suggested in Table IJ is quan- 
titatively presented in Table HI. To- 
gether with the cost of materials and 
the value of products, the number of 
establishments devoted, to chemical 













Southern 



















States of U.S. 
10,974 8,700 83 7 
611,735 179,368 29 3 
771,216 171,055 22 2 
6,300,867 1,816,781 20 9 
4,988,307 1,257,067 28 7 
6,998,776 1,789,018 25 6 








general industrial level of the South 
reflected in Table I. 

Distribution of the specific chemical 
industries within the Southern states 
follows logically upon the preceding 
generalizations. 

In Table IV the value of products of 
twenty selected manufactures is given 
as an index. In the second column the 


TABLE IQ—Rarro or CREMICAL [NDUBTRY TO Au. INDU8BTRIES, IN — Untrep STATES 
AND IN THE Sours H 





enterprises in the South bears uni- 
formly twice the ratio to similar indices 
for general industry in this region, as 
compared with the country at large. 
The ratio for wage earners, their wages, 
and the horse power required is not 
quite so high, tending more toward the 


% Compiled from Census of Manufactures 
for 1927, 
u Calculated from Tables I and II. 


Per Cent Devoted to 20 Chemical Industries 


magnitude of these industries in thou- 
sands of dollars is shown for the entire 
country, while in the third column the . 
proportions contributed by the South ` 
are shown. If these data were pre- 
sented’ for the different states, they 
would reveal still more interesting re- 
sults as to the ‘distribution of the indus- 
tries among the several] Southern states. 

It would be instructive to note, for 
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TABLE T¥—Curancar INDUSTRIES IN THe UNITED STATES AND IN ras SOUTH % 


Total Value of Chemical | Proportion of Total Value 
Industries Products inthe U.S. | yg petiacd inthe 
(Thousands of Dollars) South (P er Ce nt) 
1. Black, Carbon, etc... ...... 0.0008. 14,262 75.6 
2. Chemicals, n. @. C.. 2... cee eee eee 548,536 10 1 
8. Clay Products........... sessen $19,908 16 1 
4. Coke, Blast ........ ccc cee eee eee $82,018 14 5 
5. Cottonseed Products. ..........4. 276,338 96 6 
6. Explosives. ... s2ccsvedadcescens 72,490 10 9 
Tis oian i: os 6 E E E 190,385 70.1 
8. Gases, liq. and comp.............- 50,547 18.1 
9. Gas, Manufactured............... 516,705 8 5 
LO. TOM phen c se ee, WARS eek ee ate 41,587 245 
11. Naval Stores $9,903 100 0 
12. Oils, n. €. C... idk Soke 108,388 67 
18, Paint and Varnish... ........... 519,010 5 7 
1%. PSD sists cee Serato 919,881 68 
15. Patented Medicines, ete........... 278,248 12 4 
16. Perfumes and Cosmetics.......... 161,246 6 6 
17. Petroleum Refining.............. 2,142,649 37.9 
Lloret ee E AA 218,198 187 
19. Rayon *. 0.000. cece eee e ee ee eee 167,800 61 9 
20. Tanning Materials.. ........ 85,677 26.5 
Total: avesuestiiee Sates cee a ERa 6,998,776 25 6 


* Rayon figures are an estimate based upon Tertile World, 7: 645, 1980, for the calendar yzar 1929, 


in conjunction with the 1927 Census. 


example, that while only three states— 
Louisiana, Texas, and West Virginia— 
engage in the manufacture of lamp- 
black and associated forms of carbon, 
they combine to produce over seventy- 
five per cent of the Nation’s output. 
On the other hand, every Southern 
state has a well-developed ceramic in- 
dustry, engaging in the manufacture of 
brick, tile, terra-cotta products, and 
other refractories, both clay and non- 
clay. But this type of manufacture 
is so widely scattered in the United 
States that the South makes up but 
16.1 per cent in this field. 
Conclusions of this sort are graphi- 
cally presented for quick comparison in 
Figure 1. The purpose of this arrange- 


15 Compiled from 1927 Census of Manufactures, 
U. S. Dept. of Commerce, 1980. 


ment is to bring out the extent to 
which any one chemical industry has 
developed in the South, and by com- 
parison with the levels of population, 
total chemical industry, or all indus- 
tries combined, to enable prediction of 
further progress in that line of manu- 
facture. Such a conclusion is ob- 
viously dependent upon a number of 
considerations including markets and 
local resources. It must be remem- 
bered in examining Figure 1 that the 
magnitudes of the several industries 
represent percentages and not actual 
value of products. For example, the 
fact that one hundred per cent of the 
naval stores (turpentine, rosin, and 
so forth) industry is in the South does 
not signify that this is the leading 
chemical industry in the region. 
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Percentage of Industry in South 





100 S 
80 26 
FIG. 1.—TI' wenty REPRESENTATIVE Creantcan INDUSTRIES AND THE 
td PERCENTAGES OF THE NATIONAL TOTAIS CONTRIBUTED BY THE Sour 
b/g 
60 
40 p ' 
$: 
$ Fj 
$ R È — — — — OLN NR BOL OLOO ARI LEAS MOI O ao m mee a e Ma 
i : J g g Ee eter rete a 
; TH ihe 
464 157 
is x i ay Se PA go pret WA Fadusteeg 
bes oe 68-67 CE es 
: A 
8 18 4 1 6 2 8 1% 12 «16 


il š% i 7 #18 17 2 10 8 


Numbers correspond to Chemical Industries as listed m Table IV. 


Relative rank of the ten largest 


chemical industries in the South is 
shown according to value of products, 
thousands of dollars, in Table V. A 
comparison of these data with Figure 1 
emphasizes the important distinction 
between the proportion of an industry 


Further study shows a certain 
amount of interlocking of particular 
interest to students of southern re- 
sources. Thus, paper, pulp, and naval 
stores may be combined under the head 
of manufactures based upon forest re- 
sources; rayon and cottonseed prod- 


TABLE V—Ten Tan Larcest CHEMICAL [INDUSTRIES IN THE Sours % 


Industry 


Cottonseed Products. ... ... ... 


* See note * under Table IV. 


located in the South and the absolute 

value of products manufactured by 

that industry. Naval stores, for ex- 

ample, occupiestenth place on this score. 
18 Calculated from Table IV. 


pee mee ee oo 


+a 


t» nð v» .»s» ak ó” y, ř %hpyal 


Value of Products Per Cent 
(Thousands of Dollars) of U.S. 
87 9 
eras 96.6 
ee 70.1 
61.9 
are 6.8 
ee 10.1 
se 14.5 
aie 16 1 
rae 8.6 
100.0 





ucts, to a large extent upon cotton; 
manufactured gas, coke, and petroleum 
refining, upon mineral resources which 
are themselves occasionally related. 
Other mineral resources are entirely 
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accountable for the clay products; 
mixed fertilizer manufacturers look to 
Florida for much of their phosphate; 
while the miscellaneous chemicals 
grouped under “Chemicals, not else- 
where classified” depend upon mineral 
resources in the South which include 


such important deposits as Virginia’s . 


salt and pyrites, Tennessee’s phosphate 
rock, and Texas sulphur. 

Despite the comparatively’ small 
number of raw materials at present 
utilized on large scale in southern 
chemical industry, the great variety 
of products composing the industries 
shown in Table IV evidences a high 
degree of diversification, to which at- 
tention has been called in previous 
publications. 


AVAILABLE SURVEYS OF CHEMICAL — 


RESOURCES 


To discuss all the chemical resources 
of the South in any greater detail and 
treat all of them consistently would 
require this entire volume. Inasmuch 
as several very satisfactory surveys 
have already been published covering 
several types of resources susceptible 
of chemical exploitation, this study 
will dispose of the matter by listing the 
references in the footnotes. New data 
are constantly being acquired, probably 
at a higher rate today than ever 
before. No survey yet made pretends 
to be complete; many industrial 
must make their own special studies 
in considering new developments. A 
number of sections of the American 
Chemical Society have formed indus- 
trial committees whose work supple- 
ments already published reports of 


State Geological Surveys and Depart- 
ments of Agriculture. 

Of interest in this connection is the 
announcement that the Journal of 
Chemical Education will publish in the 
near future a special number devoted to ' 
southern chemical progress and re- 
sources, prepared by Doctor James E. 
Mills, former Chairman of the Division 
of Chemistry and Chemical Technol- 
ogy, National Research Council, and 
now Head, Department of Chemistry, 
University of South Carolina. This 
material will also appear in book form 
very shortly under the auspices of the 
Chemical Foundation, New York. 

American chemical industry ap- 
parently realizes the value of the more 
permanent assets of known and poten- 
tial resources, rather than the uncer- ` 
tain and less important factor of “cheap 
labor.” In the industrial growth al- 
ready recorded, there has been a maxi- 
mum of chemical development pred- 
icated upon existing resources and 
new methods, with a minimum of the 
transplantation from established com- 
munities which has featured certain 
textile developments and ruined more 
than one New England town. Cham- 
bers of commerce in their competition 
for new industries are not always far- 
sighted enough to see that the best 
developments for their communities 
as well as for the nation are those 
which utilize existing but heretofore 
unexploited resources, or which find 
new uses for old ones.!” 


17 Tn addition to works mentioned in footnotes, 
consult: Cuno, Jour. Industrial and Engineering 
Chem., 22: 588, 1980; Parmelee, Chemtcal and 
Metallurgical Eng., 88: 652, 1929. 


Coal Mining in the South 


By O. E. Kiesstina, Px.D. 
Washington, District of Columbia 


HE present magnitude of coal 

mining south of Pennsylvania and 
of the Ohio River and east of the Mis- 
 .sissippi can be gauged by glancing at 
the accompanying statistical analysis. 
In 1929 the 1,807 operations in eight 
coal mining stations in this area! pro- 
duced 44 per cent of the country’s soft 
coal and gave employment to 212,022 


per man per day. This coal sold at an 
average of $1.60 per net ton f.o.b. 
mines, or a total return of 880,719,000. 


COMPARATIVE OUTPUT IN 1929 
A study of production reports for in- 
dividual mines indicates the extent to 
which the available business has been 
concentrated among the larger enter- 


TABLE I—Nomaze or OreRarwNa ComwmnciaL Mines, Propucrion, VaLus, Men EmrLoYED, 
Dars Worren, anp Ourrut Per Man Per Day at Coat Mines rN Ergat BOUTHERN 
STATES, IN 1929 


Total 
Production 
(Net Tons) 


17,943,928 
O 44,636 
60,462,600 
2,649,114 
52,180 
5,405,484 
12,748,806 














138,518,855; 215,110,000 


287,825,078 /8880,719,000; $1.60 


534,988,503/8952,781,000| 81 78 


Or ih go ht oo i mi oo 
SkORBRSE 


212,022 4.71 






502,998 4 85 





* The value given in this table represents the amount received at the mines f.o.b. cars, minus the 


selling expense. 


men. ‘These men worked an average 
of 238 days and produced 4.71 net tons 


1 Alabama, Georgia, Kentucky, Maryland, 
North Carolina, Tennessee, Virginia, and West 
Virginia. 


prises. For example, 65.4 per cent, of 
the output in 1929 was contributed by 
406 mines in Class 1, 20 per cent 
by 827 mines in Class 2, 9.4 per cent by 
806 mines in Class 3, and the balance 
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of 5.2 per cent by 768 mines in Classes 
4 and 5. 

In looking at the composite averages 
covering coal mining in the South, one 


loses sight of the notable differences’ 


among coal fields that afford the real 
basis for everyday events in the coal 
business. West Virginia, with a 1929 
output of 188,518,855 tons, clearly 
dominated the tonnage.’ Kentucky, 
with less than half the former’s produc- 
tion, ranked second, and Alabama was 
the third largest producer. The Vir- 
ginia output was about five million 
tons below that of Alabama, and Ten- 
nessee and Maryland produced 5,405,- 
464 and 2,649,114 tons, respectively. 
The single mines in Georgia and North 
Carolina, with their relatively small 
tonnages, were principally of local in- 
trest. In a large measure the status 
of mining in the coal fields of each 
Southern state is dependent upon the 
quantity and the quality of the coal 
resources and upon the location of 
these resources with reference to avail- 
able markets. 


Coa Resources OF THH SOUTH 


Measured in tonnage only, the total 
coal reserves of the South are huge. 
For example, from the beginning of 
mining to the present, the eight states 
have produced 4,584,921,000 tons, or 
only 1.7 per cent of the estimated 
original content of the coal seams. A 
study of Table IT shows that, arranged 
in order of their importance, the states 
of West Virginia, Kentucky, Alabama, 


? The U.S. Bureau of Mines divides coal mines 
into size classes on the basis of their annual pro- 
duction as follows: 

Class 1—More than 200,000 tons. 

Class 2—From 100,000 to 200,000 tons. 
Class 8—From 80,000 to 100,000 tons. 
Class 4—From 10,000 to 50,000 tons. 
Class 5—Less than 10,000 tons. ` 

š In 1928 West Virginia exceeded Pennsyl- 
vania in the production of bituminous coal for 
the first time in the history of the industry. 


‘Tennessee, and Virginia’ possess the 


largest tonnages of unmined coal. 

The 398,021,079,000 tons still avail- 
able in the eight states at the end of 
1929 represent 11.5 per cent of the na- 
tion’s coal. This proportion appears 
more significant when it is noted that 
the coal fields of the South include ap- 
proximately 46 per cent of the total 
coal resources east of the Mississippi.‘ 

From the standpoint of quality, 
also, the Southern coals present an 
attractive picture. For example, the 
reserves represent 25.8 per cent of the 
Nation’s original total bituminous coal ’ 
and 66.8 per cent of the total semi- 
bituminous coal. The latter is an 
especially prized fuel for both indus- 
trial and domestic use, and West Vir- 
ginia alone contains more than half of 
the country’s probable supply. In ad- 
dition, there is a considerable quantity 
of semianthracite in Virginia, of which 
a moderate tonnage is being produced 
at present. Thus, the South has been 
favored by a larger share of high-qual- 
ity coals than the ratio of its reserves 
to the nation’s total resources would in- 
dicate. | 

Adequate coals of good quality are 
not in themselves sufficient to support a 
thriving mining industry, as is shown 
by the vast but almost untouched re- 
serves in the Rocky Mountain area. 
Coal seams must also be favorably 
situated with reference to current mar- 
kets, An examination of the geogra- 
phy of the Southern coal fields helps 
to explain their relationship to the cen- 
ters of coal consumption. 

By far the largest proportion of 
Southern coal is found in the Appala- 


4 The estimated total tonnage for the United 
States includes vast bodies of lignite, subbitumi- 
nous, and bituminous coal, particularly in Texas 
and in the Rocky Mountain area, which at pres- 
ent have little commercial value. 

š Kiessling, O. E., “Hard Coals Outside of 
Pennsylvania Make Consistent Gains,” Coal 
Age, Vol. 85, No. 1, pp. 29-82, Jan., 1980. 
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chian region, which extends south 
from Pennsylvania and eastern Ohio 
into West Virginia, eastern Kentucky, 
western Virginia, eastern Tennessee, 
and on through the northern half of 
Alabama. When studied from a map, 
this region represents a broad province 
of continuous coal, narrowing some- 
what in eastern ‘Tennessee and broaden- 
ing again in Alabama.’ In the Pied- 
mont area of Virginia, almost midway 


While the geologist’s map shows a 
wide coal-bearing area, mining com- 
munities spring up only where high- 
rank coal is most easily available. 
Thus, this vast region is divided into 
numerous mining districts, isolated in 
some degree from each other. In the 
study of these separate districts, the 
almost continuous and interrelated na- 
ture of the Appalachian coal beds is 
sometimes overlooked. 


TABLE I.—Esrmatrep ORIGINAL TONNAGE or COAL IN tHe SOUTH ÅTLANTIC AND SOUTH CHN- 
TRAL STATES AND THE RESERVES AT THE EnD or 1929, In Ner Tows* 


: : Total Production 
Semi- Semi- 
State Bituminous : a ‘ from Earliest Record 

bituminous anthracite to End of 19291 

Alabama....... ..... 67,588,000,000) ............. 541,464,000 
Georgia... on.ona ee ae re 938,000,000] .......... 10,740,000 
Kentucky 128,327,000,000] ........cccc0] cee ceeeeee 873,502,000 
Maryland AAAA 1,507,000,900| 6 sae E 926,152,000 
North Caroling....... 200,000,000! oat avieedsiwal aesewswds 982,000 
‘Tennessee....  ...... 25,668,000,000) ..........0..) cece ee eee 214,438,000 
Virginia a e ete, Laraies 20,749,000,000 “400, 000, 000 400,000,000 268,096,000 
West Virginia........ 122,644,000,000} 29,900,000,000] .......... 2,413, 547,000 
LOthliccse Hwee 861,675,000,000) 37,769,900,000| 400,000,000 4,548,921,000 
Bituminous coal.... | $61,875,000,000)[Total production............... 4,548, 921,000 
Semibituminous coal | 37,769,000,000)/Loss in mining, estimated....... 2,274,000,000 
Semianthracite .....]  400,000,000/[Total exhaustion............... 6,822,921,000 
Grand total igi ; $39,844,000,000 
Amounts produced and lost... 6,822, 921,000 





Amount available at end of 1929! 398,021,079,000 


* The data on reserves, as well as the figures on estimated loss in mining, are taken from material 
published by Marius R. Campbell, Senior Geologist, U. S. Geological Survey. See Campbell, 


Marius R., 


“Our Coal Supply: Its Quantity, Quality, and Distribution,” in Proceedings of the 


International Conference on Bituminous Coal, 1926, pp. 60-61, Carnegie Institute of Technology, 


Pittsburgh, 1927. 
tU. S. Bureau of Mines. 


between the Appalachian province 
and the eastern coast, is found the 
small Richmond Basin, and a similar 
minor outlying coal field is noted in 
North Carolina. 


6 Campbell, Marius R., The Coal Fields of the 
Untted States, U. S. Geological Survey, Profes- 
sional Paper 100 A. 


In western Kentucky, several hun- 
dred miles from the Appalachian 
region, is found the second largest 
tonnage of -coal reserves. This field 
is an extension of the vast interior 
coal province which includes the 
coal-bearing areas of Illinois and 
Indiana. 
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ACCESSIBILITY OF MARKETS 
With this preliminary description, 
the importance of the geographic posi- 
tion of certain Southern mining dis- 
tricts in reference to outlets can be read- 
ily pointed out.” Keeping in mind 


. that the center of the. Nation’s coal 


ccnsumption is represented by a broad 
belt extending from New York to west- 
ern Pennsylvania and thence to Chi- 
cago, it will be seen that the coal fields 
of West Virginia, and to a smaller de- 
gree those of Virginia, have access to 
this important market. Because of 
strategic geographic location, they are 
able to ship coal west and northwest 
over through rail routes to the Great 
Lakes and to the industrial Middle 
West, or eastward to tidewater at 
Hampton Roads and Baltimore for 
coastwise and offshore movement. 
Eastern Kentucky, though shut off 
from ready access to tide, has a large 
business in the Lake trade, in Ohio, 
Michigan, and in other Middle West- 
ern markets. The western Kentucky 
fields are favorably situated for busi- 
ness in the Central and Middle West- 
em markets. Tennessee is handi- 
capped in Northern markets by the 
intervening West Virginia and Mary- 
land districts, in Western markets by 


the intervening west Kentucky field, 


and on the south by the Alabama area. 
Coal from the Alabama field, which is 
a more or less isolated district, serves 
the large local demand in the vicinity 
of Birmingham and moves in some 
measure westward as far as Louisiana 
and Texas and east and southeast to 
the coast. 

While.complete recent figures on the 
distribution and the use of Southern 
coal are not available, some of. the 
principal markets can be indicated 
from existing data. In 1929, approxi- 


™Tkom, W. T., Jr., Petroleum and Coal, The 
Keys to the Future, Princeton, 1929, pp. 92-93. 


mately 23,000,000 tons moved to 
Hampton Roads and Charleston, South 
Carolina, for the coastwise® and export 
business, and 27,000,000 tons were re- 
ceived at lower Lake ports as cargo in 
the Lake trade. In 1928, Class 1 rail- 
roads reported deliveries of about 
41,000,000 tons originating in the eight 
states‘for use as railway fuel,® while 
about $89,000,000 tons were used for 
coke manufacture, principally in the 
East and the Middle West. A study 
of coal distribution recently under- 
taken by the United States Bureau of 
Mines promises a quantitative survey 
of the movement from each of the 
Southern mining districts. 


RELATIVE PRODUCTIVITY 


Irrespective of quantity, quality, 
and geographic location of coal seams, 


-there 1s a fourth factor regarding re- 


sources that is becoming increasingly 
important. ‘This factor is represented 
by the ease with which the seams can 
be mined, and is best measured by the 
amount of human effort required to 
extract a ton of coal. 

In this connection it should be noted 
that the geologist’s estimates of total 
coal reserves must be somewhat dis- 
counted, for they include coal not com- 
mercially available at present because 
of thinness of seam or excessive depth. 
Yet physical factors are of utmost im- 
portance in practical mining and are 
ordinarily reflected in the daily pro- 
ductivity of the miners. Labor is 
such a’ significant item in the cost of 
extracting coal that the amount of - 
human effort necessary to obtain a 
unit of product plays a large part in 
determining the competitive position 
of a given mining district. 

Considerable variations in the daily 
output per worker among the Southern 

8 Principally to New England. 

°U. 8. Bureau of Mines, Weekly Coal Report 
No. 665, p. 6, April 12, 1930. 
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coal-mining states are indicated by the 
figures on “average tons per man per 
day” in Table J. At the small opera- 
tions in Georgia and North Carolina 
the amount of labor required to obtain 
a ton of coal is very high, and these 
mines can operate only because of the 
relatively high sales realization which 
is possible in a local market that is not 
readily accessible to coals from dis- 
tricts where physical conditions are 
less severe. 

In Alabama and in Tennessee, where 
the seams pitch and are faulted, and in 
` the Maryland district, where much of 
the easiest-mined coal has been ex- 
hausted, productivity per man per day 
ranges from 3.08 to 3.28 tons. In Vir- 
ginia and Kentucky, a day’s labor 
produces 4.24 tons and 4.64 tons, re- 
spectively. West Virginia, with its 
output of 5.43 tons per man per day, 
represents the lowest cost per ton of 
coal in terms of human effort of any of 
the southern districts, and its showing 
in this respect is also better than that 
of the competing states of Ohio or 
Pennsylvania. 

Allowing for certain exceptions, the 
competitive advantage of high pro- 
ductivity is indicated by the figures on 
average sales realizations. The con- 
ditions in Georgia and North Caro- 
lina have already been noted, and Ala- 
bama, Tennessee, and Maryland also 
received larger sales realizations than 
the average for the South. Ken- 
tucky and West Virginia, which in 
1929 obtained the lowest sales return 
of any of the Southern states, also 
showed the greatest daily productivity 
per worker. 

Although some southern districts 
require a larger amount of human 
labor to produce a ton of coal than 
others, in the past this fact has not 
necessarily served to check the growth 
of mining. In the first place, each field 
has usually an advantage in transporta- 


tion costs because of accessibility to 
merkets in a limited area. Secondly, 
differences in productivity can be, and 
are, in part offset by differences in 
wage rates. Moreover, unfavorable 
physical conditions of mining and even 
disadvantageous geographic position 
may be partly overcome by a freight 
rate structure permitting competition 
in distant markets. 


Risne TREND oF PRODUCTION 


The growth of coal production in 
most of the important Southern mining 
districts has been an interesting fea- 
ture in the generally depressed coal 
market since 1928. In 1918 the eight 
coal-mining states produced 162,419,- 
707 net tons, which increased to 193,- 
$34,383 tons in 1928. In 1929 the out- 
put amounted to 287,825,078 tons, a 
gain of 46 per cent over 1918. Com- 
pared with 1923, the 1929 production 
of the South shows a 23 per cent gain 
as contrasted with a 5 per cent drop in 
coal output during the same period 
throughout the United States as a 
whole. 

The factors responsible for the ac- 
celerated expansion of coal mining in 
the Southern states date back to the 
forces set in motion by the events of ` 
the World War and the period im- 
mediately after. 

From 1916 to the early part of 1923 
the coal market was almost continu- 
ously in a state of chronic undersup- 
ply. During these years there were 
three major crises in the supply of 
bituminous coal. In the first period 
of scarcity—August, 1916 to March, 
1918—there were no great strikes, and 
the factor limiting the available ton- 
nage was transportation. The second 
period of shortage—November, 1919 
to late in 1920—was originally caused 
by a nation-wide strike of the union 
bituminous miners, beginni No- 
vember 1, 1919. In the third period 
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of shortage and high prices—April 1, : 


1922 to early 1928—the primary cause 
was a nation-wide suspension of min- 
ing, involving practically all union 
men, which shut down two thirds of 
the capacity of the bituminous fields 
of the United States and Canada. 
The high prices prevailing for coal 
stimulated improvement of existing 
operations and the opening of new pits 
in all coal fields, and in the nine years 
ending with 1923, 275,000,000 tons 
were added to the capacity of the 
country’s mines. 


StimuLus oF War-Time FUEL 
SHORTAGE © | 

With the entire coal industry stim- 
ulated by the high price of fuel from 
1916 to 1918, the Southern states 
shared the proportionate gain in busi- 
ness. During this period, car supply 
rather than consumer demand was the 
factor limiting production, and any 
operator who could get railroad cars 
could sell the coal., Cars were allotted 
on the basis of mine capacity, and 
newly opened mines in the Southern 
districts shared equally with long- 
established mines in the daily supply. 
Also, in the South there was more of a 
labor reserve as contrasted with the 
notable scarcity of common labor dur- 
ing the war period in the more indus- 
trialized areas of the North. 

These factors, aided by an already 
existent freight rate structure that per- 
mitted access to Northern markets, 


greatly furthered the expansion of coal ~ 


mining below the Ohio river. In 1914 
the eight Southern states produced 
125,886,649 tons, or 29.3 per cent of 
the Nation’s coal; in 1918 their output 
was 162,419,707 tons, or 28 per cent 
of the total. During the half decade 
closing with 1918, coal mining in the 
South had expanded, but it showed no 


proportionate gain over the rest of the. 


country. 


GROWTH IN IMMEDIATE Postwar 
YEARS 


A further incentive to expansion 
was provided by a continuance of high 
prices for fuel until early in 1928 due 
to a series of labor difficulties. 

The great strike of 1919, beginning 
on November 1 and lasting for ap- 
proximately six weeks, affected almost 
all of the coal-mining districts of the 
North and many of those of the South. 
The majority of the Southern fields, - 
however, generally lost less working 
time than the Northern districts,!° 
and a number of them were not af- 
fected at all™ In 1920, scattered 
strikes in the union districts of Lh- 
nois and Indiana and in parts of Ohio 
and Pennsylvania and others in Ala- 
bama, West Virginia, and Kentucky 


‘aided in maintaining the seller’s mar- 


ket, and their effect carried over into 
early 1921. 

The coal shortage of 1922, due to the 
nation-wide suspension in all union 
districts from April 1 to the middle of 
August, initiated modified Government 
control of distribution. While the 
strike caused a partial cessation of 
mining in some of the Southern areas, 
particularly in the union fields of West 
Virginia and Maryland, and to a 
smaller degree in those of Tennessee 
and Kentucky, the Southern states 
continued to produce a very much 
higher proportion of their customary 
output than did the Northern states. 
Alabama, being scarcely affected by 
the strike, increased production; Vir- 
ginia and Kentucky showed a notable 
increase In output during the strike 
months; and in West Virginia and Ten- 

1 Tryon, F. G., and Hale, Sydney A., U. 5. 
Bureau of Mines, Coal in 1919, 1980, and 1921, 
‘i u Principally the Hazard field in Kentucky and 
the Kenova-Thacker, Winding Gulf, Pocahontas 
and Tug River, and Logan fields in West 
Virginia. 
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t 


nessee there were only moderate de- 
clines in production. 

How coal mining fared in the eight 
Southern states in the stormy post- 
war years is seen from the statistical 
record for 1928, a year of truce in labor 
relations. In that year, these states 
produced 193,334,383 tons, an increase 
of 19 per cent over 1918. 


Sorts IN Bustness FROM NORTH to 
SOUTH 


In 1924 a series of long-delayed 
market trends became apparent, in- 
itiating a depression that has lasted 
almost continuously to the present. 
With strikes and car shortages elimi- 
nated, the pressure of surplus capacity 
and changing demand slumped down 
upon the coal industry with crushing 
weight. The depression in 1924 was 
aggravated by the necessity of liquidat- 
ing the large reserves which consumers 
had accumulated in anticipation of a 
possible strike and which the Jackson- 
ville agreement* rendered unneces- 
sary, and the market continued dull 
throughout 1925. 

The burden of the depression was 
heaviest in the union states, which 
operated under a fixed wage scale, 
whereas the southern fields were free 
to readjust wages and thereby obtain 
the business. For many months after 
the strike of 1922, wage rates in the 
nonunoin fields were on a parity with 
the union rates. Reports of wage cuts, 
however, began late in 1928, and after 
the Jacksonville agreement was signed 
most of the nonunion operators re- 
duced the rates first to the 1919 and 
later to the 1917 level, or even lower. 
By the end of 1925, practically all of 
Alabama, Virginia, southern West 
Virginia, eastern Kentucky, and most 
of Tennessee were operating nonunion. 
Against a standard day wage of $7.50 


2 The period of this agreement was from 
April 1, 1924 to March $1, 1927. 


in the union fields, the nonunion dis- 
tricts were paying nearer $5.00," and 
there were corresponding differences 
in tonnage rates. 

The result in terms of costs of pro- 
duction is seen in the fact that non- 
union western Kentucky sold coal in 
1925 at an average sales realization of 
$1.44 per ton f.o.b, mine, whereas in 
Indiana, its union competitor, the av- 
erage sales realization was $2.02, this 
difference of 58 cents per ton being a 
rough measure of the competitive ad- 
vantage of the lower waze scale in the 
nonunion field. A like difference, some 
times more and sometimes less, existed 
between the average prices of other 
union and nonunion states. 

Despite some temporary increases 
in nonunion wage rates in 1926, due 
to the ephemeral effect of the British 
strike, the competitive advantage re- 
mained with the unorganized districts. 
Responding to differences in cost of 
production, business was diverted from 
the northern to the southern fields. 
Between 1928 and 1926 the production 
of Ohio decreased 31 per cent, of Indi- 
ana 12 per cent, and of Illinois 18 per 
cent. The production: of West Vir- 
ginia, on the contrary, increased 33 
ver cent, of Kentucky 41 per cent, and 
of Virginia 20 per cent. In 1926 the 
eight Southern states were supplying 
approximately 10 per cent more of the 
Nation’s soft coal requirements than 
in 1928. | 

From the end of the British strike to 
the present, the Southern states as a 
group have not equaled their 1926 pro- 
duction, but each year their output has 
represented a large proportion of the 


i There was the widest variation in rates in 
the nonunion fields, and accurate and complete 
information does not exist as to the wages ac- 
tually paid. It is known, however, that many 
nonunion mines were payirg approximately $4 
or $5 for inside day labor. “Hours and Earn- 
ings in Bituminous Coal Mining, 1922, 1924, 
1926,” Bureau of Labor Staitstics Bull. 454. 
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total coal production. In 1929 they 
supplied 44 per cent of the total bi- 
tuminous coal output. A six months’ 
strike in the union fields, including 
those of Illinois, western Pennsylvania, 
Ohio, and Indiana, resulted to the ad- 
vantage of the southern districts in 
1927,4 as did another suspension 
of practically the same duration in 
1928, 


MODIFICATIONS IN THE COMPETITIVE 
PICTURE 


The strike of 1928 was settled by the 
acceptance of major wage reductions in 
- the union districts, which affected the 
former competitive advantage of lower 
labor costs in the southern fields. In 
Illinois and Indiana the new rate was 


itis 
100 & 





Fie. 1—How production of bituminous coal 
in 1929 compared with 1923 in the ten leading 
states east of the Mississippi River. 


fixed ‘at $6.10, and central Ohio re- 
turned to the 85.00 level of 1917. ' The 
sharp reduction in wages that occurred 
in all of the fields north of the Ohio 
during the period extending from Jan- 
uary, 1927, through the first quarter of 
1929 are indicated m a recent study of 


ti Tryon, E. G., Kiessling, O. E., Mann, L., 
“Coal in 1927,” pp. 331-332, U. S. Bureau of 
Mines. 

" U8 Jdem, “Coal in 1928,” pp. 478-480. 


the United States Bureau of Labor 
Statistics.“ With lower wages in the 
North, the advantage enjoyed by the 
southern mines when the $7.50 day 
rate prevailed in the union areas was 
at least somewhat curtailed. Also, 
labor costs of mining have been further 
reduced in a number of union districts, 


‘particularly in Ilinois and Indiana, 


by the extensive use of underground 
mechanical loading machines. Devel- 


opment in the same states of huge 


strip mines '? that produce coal 
at low cost has further intensified 
competition. 

Thus, with costs of mining definitely 
tending downward in the North since 
1927, with developments in the now 
famous Lake cargo controversy still 
unsettled, with coal prices at the lowest 
levels in more than a decade, and with 
the Nation’s production considerably 
below the level of 1926, the phenomenal 
growth of coal mining in the South was 
at least temporarily checked from 1927 
to 1929.. While there was no further 
expansion during this period, the abil- 
ity of the leading southern districts to 
intrench with most of their gains in the 
face of a generally weak market, as 
shown by the accompanying graph, 
may be regarded as a considerable 
achievement. 


READJUSTMENT IN THR SOUTHERN 
Coa. FreLps 


The increase in tonnage since 1928 
is in itself an incomplete picture of what 


‘has happened in the southern coal 


fields. There, as well as in the North, 
a period of depression and of difficult 
readjustment has been experienced. 
In 1924-1925 and from 1927 to the 
present, intense competition has forced 

6 “Hours and Earnings in Bituminous Coal 
Mining 1929,” pp. 20-21, U. 8. Bureau of Labor 
Statistics Bull, 616, May, 1980. 

O. E., Tryon, F. G., Mann, L., 

e a of Strip Coal Mining,” TiS. 

Bureau of Mines, Eoonomic Paper 11, in press. 
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the closing of high-cost mines and the 
liquidation of surplus capacity. A 
most important influence has been the 
continued downward trend of prices 
since 1926, that reduced if not elimi- 
nated profits and that brought great 
pressure for the reduction of operating 
eosts.18 i 

It is of interest that, comparing 1929 
with 1996, the average sales realization 
per ton f.o.b. mines in West Virginia, 
which accounts for more than 50 per 
cent of the southern tonnage, decreased 
2.2 per cent more than the fall in 
the average per ton value for the en- 
tire industry. Tonnage may have in- 
creased, but financial prosperity has 
certainly lagged in the past seven years, 
and over this period 1,451 commercial 
mines ceased operation and 25,530 
men ‘lost their jobs in the coal fields of 
the eight Southern states.!® 


PROSPECTS FOR THE Fururn 


Due to factors depressing the entire 
world coal market as well as that of the 
United States,?° the continued growth 
of coal mining in the South in the im- 
mediate future will no doubt be re- 
tarded. It seems probable that the 
next few years will witness a further 
displacement of coal by natural gas 
and possibly by fuel oil. This, com- 
bined with lower fuel consumption per 
unit of usable energy, holds only mod- 


18'The U. 5. Coal Commission reported that 
labor charges represented 70 to 75 per cent of the 
cost of producing bituminous coal. Report of 
United States Coal Commission, Part IV, p. 
2026, Washington: 1925. 

19 In connection with the severe effects of un- 
restrained competition, it is of interest that re- 
cent attempts at major consolidations of coal 
mining companies in the South have failed. In 
1928, the date of the latest effort, a proposed 
merger of extensive properties in the low volatile 
fields of southern West Virginia was dropped in 
the final stage of negotiations. 

2 Tryon, F. G., Kiessling, O. E., and Mann, 
L., “Coal in 1926,” pp. 443—458, U. S. Bureau of 
Mines. , 


erate encouragement for an early in- 
crease in the present coal demand. 
This demand, moreover, can be more 
than supplied by the capacity of exist- 
ing mines. Thus, with no new mar- 
kets on the immediate horizon, ex- 
pansion of coal mining in the South 
could take place only through further 
acquisition of tonnage now produced 
by other fields. 

The probable outcome of such a com- 
petitive struggle is more doubtful to- 
day than before the complete break- 
down of the Jacksonville wage seale 
in the union areas. As previously 
noted, coal mining was greatly stimu- 
lated during the southern industrial 
transition, in part through increased 
demand in the South; but much more 
important were the inroads of Ken- 
tucky and West Virginia coals into 
Northern markets. These gains were 
made largely by virtue of lower wage 
costs. However, with labor costs of 
mining tending downward in the 
North in recent years, and with com- 
petition between the southern and the 
northern districts for certain markets | 
tending toward an equilibrium, the 
growth of mining in the South has al- 
ready suffered a temporary -check. 
Yet those districts that are strategi- 
cally located and that can produce 
high-rank coal under favorable physical 
conditions, will probably be able to 
retain approximately their present 
position and possibly make some gains 
at the expense of both their southern 
and northern neighbors, 

The ultimate outlook presents a 
much better picture. In fact, viewed 
over a long period there is reason for 
optimism with respect to the southern 
coal industry. At the 1929 rate of ex- 
traction, the coal reserves of the eight 
Southern states appear large enough 
to last, with due economy of use, for 
more than a thousand years—that is 
to say, beyond the range of valid pre- 
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diction. Moreover, if the weight of 
geological evidence is considered, the 
services of oil and gas as competitors 
of coal will be fleeting, and there ap- 
pears to be a definite limit to the amount 
of energy available through the de- 
velopment of water power. 
Disregarding some unforeseen rev- 


olution in power generation, coal 
promises to be the main energy source 
of the future, and the South will not 
only be able to meet its own demands 
but will also be called upon to supply 
other areas, particularly with high- 
rank bituminous and semibituminous 


coal. 


The Power Situation in the Southern Power Province 


By THORNDIKE SAVILLE 


Professor of Hydraulic and Sanitary Engineering, University of North Carolina, Chapel 
Hill, North Carolina; Chief Engineer, North Carolina Department of 
Conservation and Development 


URING the past ten years there 
| has been under way a vast 

industrial development in a group of 
Southern states comprising Virginia, 
North and South Carolina, and Geor- 
gia, in the east, and West Virginia, 
Kentucky, Tennessee, and Alabama in 
the west. These states have sufficient 
resources in water and fuel power to 
supply the growing power needs of the 
adjacent states of Florida and Missis- 
sippi. This entire region of eight states 
constitutes in a broad way an economic 
entity which has not been in the past, 


and probably will not be in the future, 
dependent upon sources of power pro- 
duced from without its borders. This 
group of eight states the writer has pre- 
viously designated as forming a Scuth- 
ern Power Province.’ It is the purpose 
of this article to analyze the power de- 
mands of the region for the past decade, 
to visualize power requirements af the 
future, to indicate the extent of power 
resources available to meet the future 
requirements, and to describe the vari- 
ous engineering and ecoromicfactcrs af- 
fecting present andfuture power supply. 


I. GROWTH OF POWER PRODUCTION IN THE SOUTH 


Since 1920 the United States Geologi- 
cal Survey has collected statistics 
relating to power production by public 
utility and municipal generating plants. 
The basic data for most of the discus- 
sion and diagrams in this section 
relating to power development and 
power output is from this source, with 
supplementary data from United States 
census reports. Figure 1 shows graph- 
ically and also by figures the amount of 
total electric energy generated and that 
produced by water power or fuels in 
each state. 

It is evident at a glance that the 
states of Florida, Kentucky, Missis- 
sippi, and West Virginia are essentially 
fuel-power states. The logical ex- 
planation would be that these states 
are the lowest in water-power resources, 
and Table I indicates this to be a fact, 
except for West Virginia. This state 
ranks third in potential water power, 
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but is eighth in output >y water power. 
The reason is twofold First, coal is 
cheap and transportation costs are low. 
Second, the principal rivers have in 
many instances been paralleled by 
railroads and highways, and the neces- 
sity of relocating these before dams 
could be built woulc render uneco- 
nomic many otherwise feasible rydro- 
electric developments. 

It will be observed from Table I 
that in general the developed water 
power and output by water power in 
the several states is about in line with 
the respective rank in potential water- 
power resources. Besides West Vir- 
ginia, South Carolina is the outstanding 
exception, ranking sixth in potential 
power but third in developed power and 
water-power output. This is due in 

“The Power Situaticn in the Southern 


Appalachian States,” Manufacturers Record, 
April 21 and 28, 1927. 
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TRANSPORTATION DEVELOPMENTS AND INDUSTRIAL CHANGES 


was to leave to the future all problems 
which called for labor and to apply all 
energies to the production of cotton. 
It took the force of competition of the 
southwestern producers of cotton about 
1815 to spur the eastern cotton states 
to improve their transportation facili- 
ties and thus reduce their costs of pro- 
duction. 

The steamboat era was just begin- 
ning as the demand for better carrying 
facilities became insistent. Internal 
improvements gained the support of 
public sentiment, and various state 
legislatures made investments of public 
money, and public credit in works of 
improvement which it was hoped would 
facilitate commerce. Private funds 
began to be invested in these projects. 
The improvement of the river channels, 
the building of locks around the fall 
line of the rivers, and the building of 
connecting and supplementary canals, 
led to many commercial rivalries and 
jealousies. Particularly is this true 
with regard to the fight made by 
Charleston and Savannah for the traf- 
fic moving on the Savannah River. 
The Charleston and Hamburg Rail- 
road, the first in the South, was '‘pro- 
jected by the citizens of Charleston for 
the purpose of holding and i me 
their traffic from this area. 


ie STAPLE ARBAS 


The early developments of the in- 
ternal transportation system were in- 
fluenced by the existence of staple 
areas, each being marked by the pre- 
domimant-culture of a single or several 
staples and each having a distinct 
transportation problem. These areas 
were: > 

(1) Lowland and Piedmont Virginia: 
an area devoted to tobacco culture and 
served by many navigable rivers tribu- 
tary to Chesapeake Bay. — 

(2) The Charleston-Savannah coast 
district: a narrow, fertile plain produc- 


l 
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ing rice and cotton. Shallow streams 
connected this area with the coast. 

(3) The eastern cotton belt. This 
province comprised the Piedmont re- 
gions from southern Virginia to Ala- 
bama. On the west it was hedged by 
the mountain ranges and on the east by 
the pine barrens. Natural means of 
transportation within the belt were al- 
most wholly lacking. The chief need 
was to send cotton outward and bring 
food supplies inward. 

(4) The western cotton belt. This 
area extended from Alabama to Texas 
and northward in the Mississippi Val- 
ley. Extensive navigable streams pro- 
vided good transportation facilities. 

(5) The Kentucky-Tennessee region. 
This province, producing tobacco, live- 
stock, and grain, had a water outlet 
over the Mississippi River system. 

(6) The Tennessee-Shenandoah range 
of valleys: a fertile grain region 
deprived of its natural commerce with 
the staple areas because of the moun- 
tain barriers. To penetrate or cross 
these barriers was a primary problem.? 

These several sections overlapped 
each other; but generally they were 
separated by barriers, the most impor- 
tant of which were the belt of the pine 


-barrens and the Blue Ridge and Cum- 


berland Mountains. Thepine barrens, 
a stretch of sandy, infertile country, 
intervened between the coast and the 
cotton belt. The transportation prob- 
lem created by that condition was to 
cross the barren stretch and connect 
the cotton belt with the ocean. The 
earliest railway developments, trunk 
lines extending inland with feeder 
lines in the cotton belt, were directed 
toward a solution of that problem. 
Other physiographic features played 
an important part in directing the 
routes of the later railway lines. One 
2 For more detailed descriptions of these areas, 


see Meyer, B. H., and collaborators, op. cti., pp- 
260-261. 
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finds the railways paralleling and sup- 
plementing the natural waterways and 
following and connecting the existing 
channels of commerce. The most ex- 
tensive development of transportation 
lines paralleled the mountain barriers 
and the coast line, giving north and 
south systems for the movement of raw 
materials outward and manufactured 
products inward. The food-producing 
regions of the upper Mississippi Valley 
were reached by some direct rail lines 
which pierced the mountain barrier. 
The existence of the mountain ranges, 
however, succeeded in directing most of 
the lines in a northwest and southeast 
course, rounding the base of the moun- 
tains in Georgia.’ 


ESTABLISHMENT OF TRADE CENTERS 


In this development of a transporta- 
tion network, there also developed 
trade centers, strategic points with two 
features in common: (1) access to the 
outside world; and (2) a tributary area. 
The important seaports were Balti- 
more, Norfolk, Wilmington, Charleston, 
Savannah, Mobile, and New Orleans. 
In the interior, important trading cen- 
ters, serving as collecting points for 
produce and distributing points for all 
kinds of supplies, developed at the head 
.of navigation or the fall line of the 
large rivers. The most important of 
these early interior commercial towns 
were Alexandria, Fredericksburg, Rich- 
mond, Petersburg, Fayetteville, Co- 
lumbia, Augusta, Milledgeville, Macon, 
Columbus, Montgomery, Shreveport, 
Nashville, and Knoxville. 

A second group of interior commer- 
cial towns owed their origin to the 
penetration of the mountain barriers by 
the railways and the crossing of rail 
lines. Atlanta developed into the 
gateway for the eastern cotton belt for 


3 Smith. J. E., “Geographic Control of Trans- 
portation inthe Southeast,” Journal of Geography, 
May, 1914. 
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produce moving to and from the north- 
west. Chattanooga sprang up at the 
crossing of routes, and Nashville, 
Knoxville, Louisville, and Cincinnati 


were given incentive for development. 


FORMATION oF TRUNK-LINE SYSTEMS 


The growth of railway construction 
in the South, in the first three decades 
of its existence, falls roughly into three 
periods. ‘The first, from about 1885 to 
1843, covers the dull years following the 
panic of 1887. It was characterized by 
optimistically ambitious projects ini- 
tiated by the trade centers, which sel- 
dom achieved more than a few miles in 
length. The second period, covering 
the next ten years, was characterized by | 
the linking of these small city lines into 
intercity systems. The third, begin- 
ning about 1853 and interrupted by the 
Civil War, was a period of rapid ex- 
pansion under the incentive of the con- 
tinental idea and the desire for through 
routes.4 Later developments add two 
more periods: first, the consolidation 
into trunk-line systems, and second, 
under the provisions of the Transporta- 
tion Act of 1920, a proposed grouping 
of trunk lines into regional systems. 

The consolidation of the numerous 
small lines into trunk-line systems 
materially changed the transportation 
conditions in the South. Four impor- 
tant systems emerged, all of which are 
predominantly north and south carri- 
ers. Two of these cover both the 
southeast and the southwest, while one 
is limited to the southeast and one to 
the southwest. The systems are: 


(1) The Southern system, spreading like 
a web over the entire South, reachmg the 
four corners, New Orleans, St. Louis, Nor- 
folk, and Jacksonville, and nearly. all the 
great strategic points on the border and in 
the interior. 


4 For details of construction in the early years, 


866 Ringwalt, L. J., Development of Transporta- 
tion Systems tn the United S States. 
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(2) The Atlantic Coast Line—Louisville 
and Nashville system, equally as extensive, 
reaching most of the strategic points served 
by the Southern, and having also a large 
mileage in Florida. 
~ ($) The Seaboard Air Line system, not so 
extensive as the others, but serving the 
eastern portion of southern territory in- 
cluding Florida, and reaching also Atlanta, 
Birmingham, Montgomery, and Columbus. 

(4) The Illinois Central system, the great 
Mississippi Valley line, reaching also Louis- 
ville, Evansville (Indiana), and Birming- 
ham, and, through the Central of Georgia, 
most of the important cities in the south- 
east; extending also to Chicago, Sioux Falls 
(South Dakota), and Omaha (Nebraska).5 


ADEQUATE Rar FACLITIES 


The adequacy of railway facilities in 
the South is not questioned. The 
main routes, supplemented by branch 
lines, serve all but the most remote 
areas. Seasonal congestion, which has 
occurred during the marketing season 
for the agricultural crops, has been 
elimmated by improvements in trans- 
portation service. The development 
of manufacturing industries, adding to 
the volume of traffic, has improved the 
position of the carriers. With manu- 
factured traffic evenly distributed 
throughout the year, the carriers have 
been financially able to improve service 
and provide facilities for the peak 
seasonal movement. 

The rail facilities, while in many in- 
stances finding competition from motor 
busses and trucks, have been supple- 
mented by these kinds of carriers. 
Good roads have permitted the exten- 
sion of such facilities to the remote 
areas inadequately served by railways. 
If space permitted, it would be an in- 
eresting picture to describe the influ- 
ence of these motor carriers on the ex- 
tension of production in remote areas 
and on the changes in marketing of 
agricultural products. 

é Southern Class Rate Investigation, Docket 
No. 18494, Proposed Report, footnote, p. 11. 
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The regional consolidation of carri- 
ers in the South does not present as 
perplexing problems as are found in 
other sections of the United States. 
The Southern system now spreads over 


‘the whole of the South. The Atlantic 


Coast Line, operating the Louisville 
and Nashville, likewise covers the 
whole area. The consolidation of the 
Seaboard Air Line and the Ilinois Cen- 
tral system would give a third system 
with extensive facilities in both the 
southeast and the southwest. The 
chief problems are in the distribution of 
the short and weak lines to these large 
systems. Solution of these problems 
and the consolidation of the present 
main carriers into a limited number of 
extensive systems would probably re- 
sult in a more effective utilization of 
the present facilities, and thus better 
service for the shippers. 


Tus SOUTHERN RATE Strrucrurn 


Therate structure in southern freight- | 
rate territory reflects the transporta- 
tion problems encountered jin the 
economic- development of the region. 
Three dominant forces affecting the 
development of the rate structure were: 
(1) water competition; (2) competition 
of northern manufacturing centers. for 
the southern market; and (8) rivalry 
among southern ports and jobbing 
centers. Competition among carriers 
is reflected in each of these factors.® 

It has already been noted that the 
earliest railroads in the South usually 
followed the traffic routes already 
opened by water transportation. Asa 
result, competition between waterways 
and railways became acute. This is 
particularly true of the ports and 
the paralleling rail lines. As a conse- 
quence of this competition, cities lo- 
cated, on navigable water were given 
low rates, while relatively higher rates 

‘Haney, L. H., The Business of Ratlway Trans- 
portation, pp. 370 @. ` 
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were maintained to points not so lo- 
cated. Often the rates to noncompeti- 
tive points were fixed by adding the 
full local rate to the rate in effect at the 
nearest competitive point. 


The genesis of the basing-point rate 


structure 1s found in this situation. 
The rates established to the local, 
noncompetitive points increased rap- 
idly with distance, so that rates to 
points intermediate between basing 
points were higher than those to the 
farther basing point. The practice 
developed of giving to such intermedi- 
ate points the benefit of their nearness 
to a basing point, the rates being made 
on the lowest tombination through a 
basing point. This explains the policy 
of grading back, as the situation was 
called when a local point had its rates 
figured on the rate to a basing point 
beyond.’ 

The Interstate Commerce Commis- 
sion, soon after its creation, recognized. 
this situation and described some of 
its results. It was said: 


In this competition of boat and railroad, 
the rates of transportation which were di- 
rectly controlled by it soon reached a point 
to which the railroads could not possibly 
reduce all their tariffs and still maintain 
a profitable existence. They did not at- 
tempt such a reduction but, on the con- 
trary, while reducmg their rates to the 
points of water competition to any figure 
that should be necessary to enable them to 
obtain the freights, they kept them up at 
all other pomts to such figures as they 
deemed the service to be worth or as they 
could obtam. It often happened, there- 
fore, that the rates for transporting prop- 
erty over the whole length of a road to a 
terminus on a water highway would not 
exceed those for transportation of half the 
distance only to a way station not similarly 
favored with competition.® 

T Southern Class Rate investigation, 100 
I. C. C. 520; Jones, Eliot, Prinnples of Railway 
Transportation, pp. 159 ff. 

8 First Annual Report of the Interstate Com- 
merce Commission, 1887, p. 16. 
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The trade of the Middle West with 
the South, passing through the Ohio 
River gateways, was in competition 
with traffic from the Northeast, espe- 
cially in regard to manufactured 
products. Carriers competed for the 
traffic of these two sections, and the 
products of the Middle West were often 
carried to the North Atlantic ports and 
thence by water or rail to the South- 
east. Competitive rail rates likewise 
drew traffic from the Northeast by 
way of the Ohio River crossings to the 


” South. 


The market and carrier competition 
between these sections resulted in a. 
rate parity wherein the same rates were 
made applicable from each of the Ohio 
River crossings, and the rates from 
these crossings to Atlanta were the 
same as the rates from Baltimore 
to Atlanta.” The Southern Railway 
and Steamship Associated, a strong 
traffic pool operating in southern terri- 
tory for a time, was influential in 
bringing about this competitive adjust- 
ment, since it had as one of its main ob- 
jects the diversion of traffic from the 
Northeast and the Middle West to the 
South? 


MARKET COMPETITION AFFECTS RATES 


The factor of market competition 
between ports and trade centers in the 
South caused adjustments and com- 
promises whereby a system in differ- 
entials in origin and destination points 
gave to certain points advantages in 
rates." The water-rail rates through 
the South Atlantic ports are a point in 
illustration. The rail rates between 
the Northeast and the Southeast arè 
controled by the charges over the 
water and water-rail routes. Because 

* Johnson, E. R., and Huebner, G. G., Railway 
Trafic and Rates, Vol. I, p. 422. 

10 Freight Bureau v, New Orleans and Texas 
Pacific Ry. Co., 8 I. C. C. 241. 

u Haney, L. H., The Business of Railway 
Transportation, p. 373. 
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of strategic Iccation, Atlanta became 
the chief inland traffic center and the 
low rates over the water routes were re- 
flected in the rates to Atlanta. Com- 
petition between other inland trade 
centers and between carriers caused the 
extension of relatively lower rates to 
minor basing points such as Athens, 
Chattanooga, Birmingham, and other 
traffic centers.¥ 

The competitive adjustment of rates 
to the “Virginia Cities” has exerted a 
marked influence on the commercial 
developments in Virginia and adjacent 
areas. In order that the Hampton 
Roads ports might share in the traffic 
moving between the Middle. West and 
the Atlantic seaboard, the Chesapeake 
and Ohio—the first carrier connecting 
Hampton Roads with the Ohio River 
crossings—instituted the Baltimore 
rates to the Virginia ports of Norfolk, 
Newport News, and Richmond. The 
rates so instituted were the lowest in 
the group of North Atlantic port differ- 
entials. In order to comply. with the 
“long and short haul clause” of the Act 
to Regulate Commerce, 1887, the Ches- 
apeake and Ohio was faced with the 
choice of lowering its rates to interme- 
diate points or raising the rates to the 
ports. The former expedient was fol- 
lowed, since an increase in the rates at 
the ports would have resulted in a loss 
of this highly competitive traffic. Ac- 
cordingly, the rates over the Chesa- 
peake and Ohio were blanketed as far 
inland as Lynchburg. 

The Norfolk and Western, completed 
at a later date than, and operating in 
competition with the Chesapeake and 
Ohio, found it necessary to institute the 
low rates already in existence at the 
Virginia ports if it were to share in 
the through traffic. In addition, it ex- 
tended the blanketing of the rates fur- 
ther inland to Roanoke. 


8 Johnson, E. R., and Huebner, G. G., op. oit., 
p. 418. 
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The Southern Railway, formed in 
1894, by virtue of its circuitous route 
through Asheville, became a competi- 
tor for this traffic and instituted low 
rates at the points where competition 
with the Chesapeake and Ohio and the 
Norfolk and Western. was encountered. 
The Southern did not, however, insti- 
tute these low rates to noncompetitive 
points in southern Virignia and North 
Carolina.® 

Thus, commercial centers, spreading 
in a line east and west across Virginia, 
developed along the lines of the 
Chesapeake and Ohio and the Norfolk 
and Western. These points, Norfolk, 
Portsmouth, Newport News, Peters- 
burg, Richmond, Lynchburg, and Ro- 
anoke, known as the “ Virginia Cities,” 
are the leading commercial and indus- 
trial centers of the state. The area in 
southern Virginia and North Carolina, 
lying immediately south, has been a 
commercial tributary area. 

Economic consequences of a rate 
structure based upon such competitive 
influences are apparent. The localities 
enjoying the benefit of the low rates 
developed into commercial and market 
centers, each tending to have its own 
trade area. The smaller, noncompeti- 
tive points in these trade areas were 
at a distinct disadvantage with but 
limited opportunities for development. 
The most important of these trade cen- 
ters in the South are: Norfolk, Peters- 
burg, Richmond, Lynchburg, and Roa- 
noke in Virginia; Raleigh, Wilmington, 
Greensboro, Winston-Salem, and Char- 
lotte in North Carolina; Charleston, 
Beaufort, Columbia, Greenville, and 
Spartanburg in South Carolina; Sa- 
vannah, Brunswick, Macon, Augusta, 
Athens, Atlanta, and Columbus in 
Georgia; Jacksonville and Pensacola in 
Florida; Mobile, Montgomery, and 
Birmingham in Alabama; New Orleans 
and Baton Rouge in Louisiana; Vicks- 

8 Op. cit., pp. 425 f. 
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burg, Jackson, Meridian, and Corinth 
in Mississippi; Memphis, Chattanooga, 
Nashville, and Knoxville in Tennessee; 
and Kenova, Ashland, Cincinnati, 
Louisville, Evansville, and Cairo along 
the Ohio River. In addition, indus- 
trial developments tended at first to be 
concentrated in these points because 
of the favorable freight rates. It has 
not been until recent years, following 
revision in the southern rate structure, 
that this situation has changed. 


ReEvIsion oF RATE STRUCTURE 

Originally, this competitive rate 
structure was adjusted to the particular 
transportation needs of the South. 
As it served the period of its usefulness, 
it underwent changes and finally a 
complete revision. The railroads faced 
a difficult problem in this agricultural 
region of sparse population. ‘The bas- 
ing-point rate structure permitted the 
railroads to concentrate upon the de- 
velopment of trade centers and markets 
and subsequently to ‘increase traffic 
over their lines. Competition and 
economic necessity furthered continua- 
tion and development of the'structure. 
Discriminations, favorable to some lo- 
. ealities and unfavorable to others, were 
the order of the day; but it was by dis- 
crimination that the growth of southern 


towns was facilitated and promoted: . 


The basing-point rate structure was 
evolved as a compromise between com- 
peting interests and, on the whole, pre- 
sented a finely and intricately adjusted 
rate structure. 

Economic development of the region, 
both an extension of agricultural pro- 
duction and the beginning of industrial 
activity, caused changes in transporta- 
tion needs. The volume of traffic 
tended to become more evenly distrib- 
uted over the year. Industrial prod- 
ucts had to be carried outward. The 
railroads codperated in the establish- 
ment of industries at the smaller points 
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along their lines. These smaller points 
felt increasingly the burden of their 
relatively higher freight rates and 
continued to bring complaints before 
the Interstate Commerce Commission. 
Adjustments in the basing-point rate 
structure were made with difficulty and 
seldom promoted harmony. ‘This situ- 
ation was one of the first handled by 
the Interstate Commerce Commission 
after the passage of the Mann-Elkins 
Amendment, 1910, which conferred 


` authority to eliminate and regulate 


rates so as to prevent violations of the 
“long and short haul clause.” 

In the decision covering this matter, 
the Interstate Commerce Commission 
followed’ the principle of allowing the 
railroads to charge lower rates to more 
distant points than to intermediate 
points only when it could be estab- 
lished: (1) that the lower rates to the 
more distant points were necessitated 
by water competition; (2) that, al- 
though subnormal, the competitive 
rates yielded to the rail carriers some 
profit over and above the actual cost of 
handling; and (8) that the rates to the 
intermediate points were not unreason- 
able as measured by the usual stand- 
ards by which the Commission tests 
rates. 

The Commission found that water 
competition had become negligible on 
most of the small streams and that it 
was decreasing on the larger rivers and 
along the coast. It sanctioned, how- 
ever, & continuation of the lower rates 
to most of the coast ports and the 
points on navigable rivers. The order 
of the Commission denied authority to 
continue lower rates to the interior bas- 
ing points—such as Atlanta, Athens, 
Birmingham, Jackson, Meridian, and 
others—than to intermediate points. 

The new tariffs put into ‘effect in 
1916 thus modified. the basing-point 
structure by eliminating areas of de- 
pressed or low rates in the inland sec- 


TRANSPORTATION DEVELOPMENTS AND INDUSTRIAL CHANGES 


tions of the South. Commercial and 
industrial diffusion was made possible. 
Such diffusion was further enhanced by 
the tendency toward the elimination of 
rates that were a combination of 
charges from points of origin to the 
basing points and the local rates there- 
from to the final destination. In leu 
of such combinations of rates, there 
was substituted a system of grouping 
local points with the basing points, re- 
sulting in blanketing the basing-poimt 
rates to a number of surrounding towns 
and thereby giving rise to many “rate 
groups.” 1 

Trends in economic development 
caused the modified basing-point rate 
structure to, become obsolete, and dic- 
tated the necessity of further changes. 
The South is in a transitional stage 
from a predominantly agricultural 
section to an agricultural and indus- 
trial section. The railways are organ- 
ized into large systems. ‘Trade centers 
have developed. The old competitive 
conditions, the underlying causes of 
the basing-point rate structure, no 
longer exert so powerful an influence 
upon transportation conditions. Par- 
ticularly is this true in the case of water 


competition, which has become negligi- . 


ble. A complicated: interrelation of 
rates made'the structure unwieldy and 


u Fourth Section, Violations in the Southeast, 
30 I. C. C., 153, 32 I. C. C. 61; Twenty-eighth 
Annual Report of the Interstate Commerce 
Commission, 1914, pp. 20 ff.; Jones, Eliot, 
Principles of Railway Transportation, pp. 164 ff.; 
Vanderblue, H. B., and Burgess, K. F., Railroads 
— Rates, Service, Management, pp. 198 ff.; John- 
son, E. R., Huebner, G. G., and Wilson, G. Lloyd, 
Principles of Transporiation, Chap. 21. ' 
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difficult to adjust to changing condi- 
tions. 


JA Musaca Basis ESTABLISHED 


The Transportation Act of 1920 gave 
the Interstate Commerce Commission 
power to adjust the rates within rate 
territories. An investigation of the 
southern territory rates, carried on over 
a period of years, has resulted in a com- 
plete revision of the southern rate 
structure and rates have been placed 
upon a mileage basis. The scales 
adopted are based fundamentally upon 
distance. A single scale of distance 
rates to be used as maxima is pre- 
scribed for all standard carriers and is 
applied throughout the South except 
for a few specified areas and for some 
of the weak or short lines. A uniform 
class relationship was established for 
both inter-territorial and intra-terri- 
torial hauls. The new structure defi- 
nitely sought to harmonize all class 


‘ rates, intrastate and interstate, within 


the South, and inter-territorial rates 
between the South and other rate 
territories. l 

The establishment of mileage rates 


throughout the whole of the South, 


supplanting, as it does, the previous ad- 
vantages of low rates at particular 


' points, eliminates one of the barriers, 


to industrial and commercial diffusion. 
Thus, any concentration or localization ` 
of industrial activity in the South will 
be explainable in terms of other factors. 
‘Transportation rates, under the revised 
rate structure, promote diffusion. 


1$ Southern Class Rate Investigation, 100 
I. C. C. 618, 109 I. C. C. 300, 113 I. C. C. 200. 
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EVELOPMENT and organiza- 
; tion of banking in any section of 
the country are largely determined by 
the nature of the credit requirements 
of the important industries of that 
particular community. In the South, 


from the days of the early plantations, 


agriculture and commerce have called 
for large amounts of credit, and in re- 
cent years manufacturing, lumbering, 
mining, and other industries have also 
needed credit for their development and 
operation. Thus it has come about 
that the banking and credit system in 
this section has developed in response 
to the somewhat diverse requirements 
of all of these, but in particular it has 
been shaped by the exigencies of an 
apricultural economy. 


EARLIEST FINANCIAL SYSTEM 


The genesis of the present banking 
and credit system of the South dates 
technically from the Civil War, but 
many of the problems that underlie its 
organization had their inception much 
earlier and are deeply rooted in the 
agricultural organization of the region. 
Prior to the Civi War, plantations 
operated with slave labor were the units 
upon which the agricultural system in 
a large part of the South rested. They 
were large in size, and problems of pro- 
ducing, marketing, and financing the 
crops were supervised and directed by 
the “planter,” who was owner and 
manager. 

Factors located at the principal 
ports and at commercial centers on 
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inland waterways, were relied upon 
by the planters for funds, supplies, and 
equipment during the growing seasons 
and to aid m marketing the crops. 
The early financial system in the 
South thus developed around the 
factors. In seasons when the credit 
requirements of a planter were larger 
than the factor could accommodate 
from his own immediate resources, 
he turned to merchants and banks in 
other cities of the United States and 
often in the leading cotton and tobacco 
markets abroad. 
As elsewhere in the country, banks 
began to develop in the different 
Southern states shortly after the 
Revolutionary War. In several of the 
leading cities—Baltimore, Alexandria, 
Richmond, Charleston, Savannah, and 
New Orleans—they were established 
very early, some of them being 
branches of the First Bank of the 
United States and others being state 
banks. State banks increased rapidly 
in the first two decades of the nine- 
teenth century, largely in response to 
economic conditions resulting from 
expanding commerce during the period. 
Following a decade of very little growth 
from 1820 to 1830, the number of banks 
and banking resources began to in- 
crease again in the early thirties. A 
number of new state banks were 
organized and the capital of others was 
increased to take over the work of the 
Southern branches of the Second Bank 
of the United States when it became cer- 
tain that it would not be rechartered. 
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Widespread monetary and business 
disturbances, however, followed the 
closing of this national institution in 
1886. Bank failures in the South and 
elsewhere were numerous and recovery 
was very slow. But from about 1848 
to the beginning of the Civil War, 
southern agriculture and commerce 
azain expanded rapidly and the number 
o: banks grew to be larger than at any 
previous time. The banks as thus 
established were an important part of 
the financial system of the South 
before the Civil War, supplying as they 
did a large part of the credit and 
currency needed by factors, planters, 
ard merchants in agricultural and 
commercial transactions. 


Bszyxine DEVELOPMENTS AFTER THE 
Cıva WAR 


Destruction of the plantation system 
made the banking and credit arrange- 
ments that had grown up prior to the 
wa” no longer applicable. When each 
former slave became a free and inde- 
perdent laborer, the problem of sup- 
plymg food, clothing, and so forth, 
to ineet his needs became one that he 
himself had to face. Under the planta- 
tion system, this responsibility was one 
thai. the planter had to carry.' To 
supply the small farmers—tenants and 
small owners—as well as many of the 
plantation owners who found their 
former financial connections no longer 
adequate, merchants in the smaller 
towns in the interior began to assume 
the rôle of “bankers,” and gradually 
became known as ‘“merchant-bank- 
ers.” In addition to financing the 
farmers during the growing season, 
these merchants began to serve as 
agencies for marketing the crops, and 


t Professor Thompson, in his article earlier in 
this volume, has described the breakdown of the 
plantation system and the effect of the increase 
of tenant farmers on the organization of southern 
agriculture. 
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thereby to render services to the small 
land owners and tenant farmers similar 
to those that were rendered by factors 
and commission merchants to large 
planters prior to the war. 

Losses to banks because of the Civil 
War resulted in an almost complete 
destruction of the banking system 
that had developed between 1790 and 
1860. However, as social conditions 
were reëstablished and as agriculture 
and commerce began to revive after 
the war and Reconstruction, there was 
gradual development of banking. In 
1863 the National Bank Act was 
passed by Congress, and soon after the 
termination of the war a few of the state 
banks of the South that had survived 
the war were reorganized under na- 
tional charters; others resumed busi- 
ness under state laws and still others 
were organized for the first time. All 
of these were a nucleus for the rebuild- 
ing of the banking system to meet the 
needs of the South under the greatly 
changed conditions. 

Accurate data pertaining to non- 
national banks prior to 1876 are not 
available, and it is difficult to present 
an adequate picture of banking devel- 
opment from the close of the Civil War 
to that time. The extent of the 
development of banking in the South 
after 1876 is revealed in Table I? 

Although the table shows that by 
1876 banks in the South held about 
$160,000,000 of deposits, and that 
1,127 banks were in operation, progress 
had been slow up to that time. Capital 
was scarce and economic and political 
conditions were very unsettled. 


2 Data relate to sixteen Southern states in- 
cluding the border-line states of Missouri and 
Oklahoma. Statistics for 1876-1928 compiled 
from article “Fifty: Years of Banking in the 
South,” by Hon. D. R. Crissingér, Governor of 
Federal Reserve Board, in Manufacturers’ 
Record, Part I, Dec. 11, 1994; statistics for 
1980 compiled by author from Federal Reserve 
Bulletin, Ort. 1930. 
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TABLE I—Nvumour or Banks AND AMOUNT OF 
INDIVIDUAL Durposirs IN THE SOUTH 


Viar Amount of Indi- | Number of 

vidual Deposits Banks 
1876.. 2180,187,000 1,127 
1881 5 ccc de 221,759,000 1,007 
1909. 1,728,037,000 7,891 
1914. 2,872,081,000 9,207 
1919 4,958,956,000 9,459 
1928 5,958, 175,000 9,854 
1980 6,971,096,000 7,411 


DEVELOPMENT AFTER 1880 


In the last two decades of the nine- 
teenth century, and especially in the 
later years, perceptible growth in 
manufacturing and improvement in 
agricultural conditions were accom- 
panied by a rapid growth in banking. 
This continued at an accelerated rate 
after the opening of the present 
century. The above table shows that 
during the period 1881 to 1909 the 
number of banks increased sevenfold, 
from 1,000 to 7,400, and that the 
amount of deposits increased eightfold, 
from $222,000,000 to $1,728,000,000. 


The increase in the number of banks 


during this period reflects the rapid 
growth of banks in the smaller towns 
and cities throughout the South. 
An amendment to the National 
Banking Act in 1900, permitting na- 
tional banks to organize with a minimum 
capital of 825,000 instead of 850,000 
as theretofore, was one factor that 
stimulated the organization of many 
small banks in the decade that followed. 

After 1909, deposits in the South 
continued to increase and reached a 
total of approximately 6 billion dollars 
in 1923 as compared with approxi- 
mately 1.7 billion dollars in 1909. 
The number of banks on the other 
hand did not keep pace with the growth 
in deposits during this period and as 
a result the average size of the banks 
became perceptibly larger. 


TEE ANNALS OF THH AMBRICAN ACADEMY 


In comparing this rapid growth of 
banking in the South with the growth 
for the country as a whole, Hon. D. R. 
Crissinger, a recent Governor of the 
Federal Reserve Board said: 


During the period, 1878 to 1928,... 


` the banking power of the South has grown 


et a rate almost twice as rapid as the in- 
crease in the aggregate banking resources of 
the Nation. . . . In the fifty years that 
have elapsed since 1878 the deposits of all 
the banks in the country have increased 
twentyfold while in this Southern section 
deposits have grown by almost forty-fold. 
. . . This record of growth in Southern 
banking is a striking fact reflecting the 
increased agricultural, commercial, and 
industrial activities in these-states.* 

Since 1928, banking progress has 
been slower than up to that time, 
largely because of the failure of agri- 
culture to keep pace with industry. 
Bank failures, particularly in rural 
sections, explain to a large extent the 
decline shown in the table in the num- 
ber of banks. But notwithstanding 
this decline in the number of banks in 
rural sections, growth in deposits 
elsewhere has been sufficiently large 
to offset the losses from failures in those 
regions and to result in an increase in 
total deposits of about twenty per cent 
from 1923 to 1930. 


ORGANIZATION OF SOUTHERN BANKING 


Partly by reason ‘of the relatively 
small capital and deposits of many of 
the banks in the Southern states, 
and partly because of the nature of the 
credit problems peculiar to agriculture, 
it has always been necessary for the 
banks in the smaller towns to maintain 
connections with correspondent banks 
in the nearby larger cities and for the 
latter to maintain connections with the 
principal financial centers of the United 
States. - By means of these interbank 


3 Manufacturers’ ‘Reoord, Part I, Dee. 11, 
1924, p. 133. 
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connections the reserves of country 
banks are carried on deposit at city 
‘banks; balances are deposited at in- 
terest in the larger centers during 
periods when they are not needed-to 
accommodate local demands; funds 
are borrowed by banks in the smaller 
centers; checks are collected and the 


proceeds remitted; and information is. 


furnished between the country bank 
and its city correspondent pertaining 
to business, credit, and financial condi- 
tions. It is through these interbank 
relationships that the smaller banks 
obtain assistance from those in the 
larger cities to aid them to meet the 
seasonal demands for credit and cur- 
rency. It is also through them that 
the country banks find an outlet for 
their surplus funds during periods when 
local-demands are comparatively small. 

The principal cities that have devel- 
oped as financial centers in the South 
under the system of correspondent 
banking include Baltimore, Richmond, 
Charlotte, Savannah, Atlanta, Jack- 
sonvile, Birmingham, Chattanooga, 
Nashville, Memphis, Louisville, St. 
Louis, New Orleans, Houston, Dallas, 
Fort Worth, Galveston, El Paso, San 
Antonio, Waco, and others. Under 


the national banking system and the. 


Federal Reserve System these cities 
are classified as reserve cities, and as 
such centers they are closely inter- 
woven in the network of southern 
credit .and banking arrangements. 
Banks in cities other than these serve 
the smaller banks in the nearby rural 
sections in the same way and are also 
important’ links in the correspondent 
banking system. They are less im- 
portant, however, than the ones men- 
tioned. 
For almost a quarter of a century 
prior to 1915 the banking system, as 
thus organized, developed and adjusted 
its operations to the requirements of 
agriculture. Adjustment, owever, 
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was made easier by the rise in agri- 


cultural prices for the period as a 


whole than would have been the case if 
the trend of prices had been downward. 
The effect of mistakes of management 
and ‘losses from reduced agricultural 
yields from time to time were often 
minimized by the continuous increase 
in prices. Liquidation following the 
harvests proceeded fairly regularly 
from year to year; “frozen credits” 
were seldom of more than local signifi- 
cance; and bank failures were com- 
paratively few in number. During the 
period of the World War, the relations 
between southern banking and agri- 
culture as thus established continued 
under the still more favorable condi- 
tions caused by the high prices for 
southern agricultural ‘staples, particu- 
larly cotton. 


Bank FAILURES Arrem DEPRESSION O 
1920-1921 = 


A reversal of this long period of first 
slow and then rapid growth in banking 
came in the depression and low prices in 
1920-1921. Banks in the South, how- 
ever, weathered the storm of these 
years somewhat more successfully than 
did those in agricultural regions of the 
Middle West. After 1923, on the 
other hand, a series of ‘crop failures in 
certain sections, relatively low and 
widely fluctuating prices, and excessive 
speculation in land in Florida, resulted 
in heavy losses to many communities, 
and bank failures were particularly 
numerous. The extent to which fail- 
ures have occurred is revealed in the 
fact that during the period 1921-1929 
—nine years—a total of 2,117 banks 
in the sixteen Southern and border-line 
states suspended operations. Suspen- 
sions were greatest in number in 
Georgia, Texas, Oklahoma, Missouri, 
South Carolina, Florida, and North 


‘Carolina. Table IL shows the total 


number of suspensions in the different 
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Southern states and for the United 
States as a whole during this nine-year 
period. 


TABLE JJ—Banxk SUSPENSIONS IN THE SOUTH 
1921-1929 


Total South.... . 2... 


Total United States... .. 


Ia 1980 failures continued, and in 
November and December a series of 
suspensions in Tennessee, Kentucky, 
Arkansas, and North Carolina partic- 
ularly, brought the number of closed 
banks for that year to record totals for 
those states. 

Because of special conditions that 
often prevail at the time an individual 
bank suspends operations, it is difficult 
to offer a general statement as to 
causes of failures at any one time or in 
any section. It seems reasonable 


nevertheless, when there is a rapid . 


succession of failures in the same 
general area and in a comparatively 
short time, to look for some common 
cause. 

In the organization of banking in the 
South the large number of small, 
independently owned and operated 
banks is an element of weakness. 
Under conditions similar to those that 
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characterized southern agriculture be- 
fore 1915 and during the period of the 
World War, this weakness is not 
apparent; but when a series of adverse 
developments strikes a locality the 
small banks are not strong enough 
to meet the situation, and the weaker 
ones are often forced to suspend opera- 
tions. It is difficult to protect and 
save the small banks under such condi- 
tions, and when one finally reaches 
the point of suspending operations 
the effect is soon felt by others nearby. 
Hf a sufficiently large number are 
affected by the same general develop- 
ment the effect is reflected at the 
nearby city correspondents and at the 
more distant centers. It is this weak- 
ness that is inherent in the system of 
banking in the South that rests upon 
small and independently owned and 
operated banks. It explains to some 
extent the widespread failures in 
recent years that followed-from ad- 
verse economic conditions resulting 
from crop failures, low prices, and 
excessive speculation in land. 


BRANCH, CHAIN, AND Group BANKING 


To meet some of the weaknesses that 
are thus apparent in the organization 
of southern banking, experiments have 
been made with forms of branch, 
chain, and group banking. It is yet 
too early to appraise the results of 
these in meeting the problems of the 
independent banks but it is significant 
to notice from the following tables the 
extent to which these forms of banking 
have developed in the South.* 

Branch, chain, and group banking 
are forms of organization whereby a 
number of banks or banking offices 
in different communities or in the same 


4Table II is taken from Hearings before the 
Banking and Currency Committee of the House 
of Representatives, 71st Cong, H. Res. 141, 
Vol. I, pt. 4, p. 478. Table IV, op. cit., pt. 2, 
pp. 168-184. 
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TABLE T0—Nvuacer or Bangs OPERATING BRÁNCHES AND NUMBER or BRANCHES IN OPERATION, 
DECEMBER 1929, BY STATES IN THE SOUTH 


Southern States 


State-wide branch banking permitted: 






Number of Banks 
Dnceiting Branches Number of Branches 





* Branches reported were established prior to prohibitory legislation. 


TABLE IV—Nvusaer or Groups or Cuarws or Banks, Numegre or Banks OPERATED, AMOUNT 
or LOANS AND INVESTMENTS BY CHAINS on GROUPS, DECEMBER 1929, By STATES IN THE SOUTH 





or Chains 


wm OO ~3 HO HS SC DP 


pi 





community are brought together into 
one organization and operated by one 
general management. Under a branch 
system each office is operated as a 
branch under the name of the parent 
bank; while under a chain or group 


Number of Groups - 














Investments 

Operated (Thousands of dollars) 

26 39,188 

24 16,768 

86 —C«; 127,282 Ú 

24 174,033 

18 149,872 

10 $3,078 

21 16,119 

4l ; 158,374 

78 i 101,152 

87 188,139 

86 104,384 


plan, the different banks are usually 
operated as separate units, each under 
its own name, but owned and managed 
in part or entirely by the central 
company. 

To a certain extent the formation 
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of groups or chains of banks has been *bank lies in the narrow base upon 


an attempt to establish in effect ‘an 
organization of banking that would 
render services to a community similar 
to those rendered by branch banks. 
In this connection it‘is interesting to 
note that in the South, chains and 
groups of banks, organized and oper- 
ating at the end of 1929 were in 
states that did not permit state-wide 
branch banking. States that restricted 
branches or prohibited them entirely 
were the areas in which chain and group 
banking systems were operating. 

In discussing the problem of the 
small bank and the organization of 
southern banking before the Banking 
and Currency Committee of the House 
of Representatives in April, 1980, 
John K. Ottley of the First National 
Associates, a group banking company 
with its head office in Atlanta, Georgia, 
said: 


Public confidence in the small inde- 
pendent bank has been greatly shaken in 
our section of the country. The system 
of banking with which the rural popula- 
tion had to deal has failed. . . . When strongly 
adverse economic conditions strike a local 
community in which there is a bank which 
serves that community alone it is next to 
impossible to prevent such a bank from 
failing. Successive periods of drought, 
the activity of fruit pest or of a plant 
disease, the adverse conditions of the 
market for a local product—such causes as 
these have brought about the downfall of 
hundreds of small banks in our [Atlanta 
Federal reserve] district. Such banks by 
virtue of their limited size and mfluence 
cannot possibly secure the type of manage- 
ment which modern banking demands, 
but even with good management the local 
bank under [these] conditions . . . would 
be virtually helpless. . . . Many of these 
banks failed because the community in 
which they operated failed. 


Continuing, Mr. Ottley points out that 
the problem that confronts the small 


which it rests. He says: 


It cannot avail itself of the diversity of 
business which is essential to ‘banking 
strength. Without such diversification it 
can only be a fair weather bank. If, 
therefore, we could throw behind every 
local bank in the district the strength and 
stability which come from diversified 
business in the entire district, bank failure 
from local causes would cease. The local 
bank itself cannot extend its business to 
top the great variety of enterprises em- 
braced in the area. That contact it can 
gain by becoming a part of a group system 
of banks or a branch of a large parent bank. 


Thus it appears that improvement 
in organization is greatly needed to 
strengthen the weaker units in the 
Southern banking system. Branch 
banking under careful supervision has 
been tested elsewhere in the United 
States and abroad with fairly satis- 
factory results and it has been sug- 
gested as a solution by national 
authorities. The organization of banks 
into chains and groups on the other 
hand often proceeds without the sanc- 
tion of banking administrative author- 
ities, and because of the nature of the 
legal arrangements under which organ- 
ization is effected it is difficult if not 
impossible under present conditions 
to obtain adequate supervision over 
their operations after the group or 
chain has been developed. 

It should be pointed out that in any 
event the organization of a number of 
banks together, regardless of the form 
that the organization takes, presents to 
the management many complicated 
and difficult problems that require 
much skill and experience. Develop- 
ments of this kind must proceed 
slowly and carefully and must be 
directed along the lines ef sound bank- 
ing if the disastrous results recorded 
a few years ago in Georgia and Florida 
and more recently in Arkansas, Ten- 
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nessee, and Kentucky are to be 
avoided. The South’s banking leader- 
ship was trained in a period of rising 
prices, gradual improvement in agri- 


culture, and rapid growth in industry. 


To adjust the organization of the bank- 
ing system to meet the problems that 
have developed in recent years under 
declining prices and adverse conditions 
is a difficult task, which must be 
undertaken vigorously but cautiously. 


- FEDERAL RESERVE SYSTEM 
IN THE SOUTH 


A step in the strengthening of the 
southern banking system was the in- 
auguration of the Federal Reserve 
System in 1918. The extent to which 
the Federal Reserve System serves the 
South was pointed out recently by the 
Governor of the Federal Reserve 
Board, who said: 

In apportioning the country into Fed- 
eral reserve districts, five out of the twelve 
Federal reserve banks were placed in the 
districts which serve the South either in 
whole or in part. Two of the Federal 
reserve banks, Richmond and Atlanta, 
serve districts lying entirely within south- 


ern territory, while practically all of the 


territory served by the St. Louis and Dallas 
banks and part of that served by Kansas 
City also falls within the Southern states. 
The reserve system also maintains 18 of 
its 25 branches in the Southern cities of 
Baltimore, Charlotte. Birmingham, Jack- 
sonville, New Orleans, Nashville, Louis- 
ville, Memphis, Little Rock, Oklahoma 
City, San Antonio, El Paso, and Houston.’ 

The following table, which gives the 
percentage distribution of total loans 
and investments of all banks between 
member and non-member banks, indi- 
cates that the member banks represent 
about two thirds of the banking re- 
sources in each district except Rich- 
mond, where they represent more 

5 Crissinger, D. R., “Fifty Years of Banking in 


the South,” Manufacturers’ Record, Dec. 11, 
1924. : 
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than one half. The relatively smaller 
amount of loans and investments of 
member banks in the Richmond dis- 
trict is due largely to the fact that 
several large mutual savings banks in 
Baltimore, holding large amounts of 
investments, are included among all 
banks. These banks are not eligible 
for membership in the reserve system. 


TABLE Y—Purrcentace or Toran Loans 

AND Investments Hep Br MEABER AND 

Non-MrexweER Banks in SOUTHERN FEDERAL 
_ Resmeve Districts, JUNE 29, 1929 


Federal Re- | All | Member | Non-Member 





In different states the proportion 
of resources held by member and non- 
member banks varies considerably; but 
for the South as a whole, member banks 
constitute about thirty per cent of the 
total number of banks and hold from 
sixty to sixty-five per cent of total 
resources. 


PROBLEM OF SOUTHERN 
Reserva BANKS 


When the reserve system was organ- 
ized, each reserve bank was confronted 
with the task of adjusting its operations 
to the problems that were character- 
istic of its district and at the same 
time of accomplishing the purposes 
prescribed in the Federal Reserve Act. 
In the South when the banks were 
established, economic life of the region 
was predominantly agricultural, though 
manufacturing and mining were devel- 
oping rapidly and becoming important. 
Financing agriculture and commerce 
dependent upon agriculture, however, 
was the most important task that 
confronted the banks and it was this 


i 
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problem that was of primary impor- 
tance to the newly established reserve 
banks. As time has passed, the re- 
serve banks have gradually adjusted 
their operations to the requirements 
of the region and have now become 
important parts of the South’s banking 
and credit organization. 

In centralizing reserves, providing 
an elastic currency, establishing a 
more efficient clearing and collection 
system, and bringing about a better 
banking organization the reserve banks 
have aided Southern member banks, 
and non-members to some extent, to 
meet their needs under ordinary condi- 
tions as well as in emergencies, in the 
same way that they have aided those in 
other sections of the country. These 
improvements have been described 
many times with reference to the 
country as a whole and need no 
explanation here with particular refer- 
ence to the South. It is in connection 
with the financing of the credit and 
currency requirements of the South, 
which are characterized by wide sea- 
sonal changes, that the operations’ of 
the reserve banks are particularly 
important. 

For the country as a whole, experi- 
ence under the Federal Reserve Sys- 
tem shows that changes in the total 
volume of borrowing at the reserve 
banks by member banks are brought 
about by changes in the demand for 
currency, in gold imports and exports, 
and in the reserve balances of the 
member banks at the reserve banks. 
‘In any one Federal reserve district, 
however, fluctuations in the volume of 
borrowing at the reserve bank are 
determined largely by the movement 
of funds from and to the district and 
changes in the demand for currency. 
To a certain extent the flow of funds 
to and from a given district is analogous 
to gold movements to and from the 
entire country, and affects borrowing 


THE ANNALS OF THE AMERICAN ACADEMY 


_at the reserve bank in somewhat the 


same way. 
A complete study of this problem 
for the South as a whole would require 
an analysis of the operations of .the 
reserve bank in each district, and this 
would be a larger task than is necessary 
for our purpose here. In view of the 
general similarity of the economic 
organization in the different Southern 
Federal reserve districts, it will suffice 
to analyze the operations of only one 
of the reserve banks. The Richmond 
district, which includes the states of 
Maryland, Virginia, the greater part of 
West Virginia, North Carolina, South 
Carolina, and the District of Columbia, 
is characterized by many of the credit 
problems that are peculiar to the South 
as a whole, and a study of the opera- 
tions of the reserve bank in that district 
with particular reference to the credit 
and currency requirements of that 
area will throw light on the problem 
of the other Southern reserve banks. 


i 
CAUSES OF BORROWING 
AT RESERVE BANK 


The movement of funds from and to 
the Richmond district is largely in 
response to seasonal changes which 
characterize agricultural and industrial 
activity. Borrowing at the reserve 
bank is closely connected with it. In 
the spring and summer months, de- 
posits are withdrawn by member banks’ 
customers to make payments for goods 
and merchandise purchased to a con- 
siderable extent outside of the district. 
As this process continues, deposits are 
reduced to the point where reserves are 
depleted and borrowing at the reserve 
bank is necessary to build up and main- 
tain the required funds. In the late 
summer just prior to the opening of the 
season for crop marketing, deposits are 
at their low point and borrowing at the 
reserve bank is usually at its high 
point. In the autumn as crops are 
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marketed and the flow of funds is. 
reversed—to instead of away from the 
district—deposits increase rapidly and 
borrowing at the reserve bank is 
liquidated. - 

Currency necessary in the ordinary 
course of business in the district is 
supplied largely by the reserve bank, 
and changes in its volume are also 
important factors influencing borrow- 
ing at the reserve bank. Member 
banks are required to carry all of their 
reserves against deposits with the 
Federal reserve bank. It has become 
a fairly uniform practice with them to 
keep in their vaults only the amount 
of cash and currency that is necessary 
to meet the ordinary demands of trade 
from day to day. In order to meet an 
increased demand for currency arising 
from larger pay rolls or from a growth 
in the volume of retail trade, or to 
finance harvesting and marketing of 
crops, member banks apply to the 
reserve bank. 

The extent to which the amount of 
currency changes during the year is 
reflected in the fiuctuations in` the 
amount of Federal reserve notes, which 
constitute a fairly large percentage of 
total currency in circulation. In the 
first six months of the year the quantity 
of Federal reserve notes declines con- 
tinuously except during a few weeks in 
March and April when the spring 
volume of retail trade is large. In the 
autumn months it expands rapidly 
and reaches a high point during the 
Christmas trading season. In recent 
years the variation in the quantity 
of Federal reserve notes in circulation 
in the district has been from about 
$25,000,000 to 32,000,000 between the 
low point in midsummer and the high 
point m December. This indicates 
that the seasonal growth in the volume 
of business between midsummer and 
the end of the year requires an increase 
of thirty-five to forty per cent in the 
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amount of Federal reserve notes in 


circulation. l 


FELUCTUATIONS IN CURRENCY AND 
BorRowine ar Reserve BANK 


The effect that this currency fluctua- 
tion has on, borrowing at the reserve 
bank is determined to some extent by 
the amount of balances carried by 
member banks with the reserve bank, 
or the amount carried with a corre- 
spondent, which can bé transferred to 
the reserve bank. An increase in the 
demand for currency is first felt at the 
member banks, when customers with- 
draw deposits and increase their cash 
or “pocket money” to meet pay rolls, 
to make purchases at retail stores, or to 
finance harvesting and marketing of 
crops. To replenish their supply of - 
cash the member banks usually draw 
upon balances at the reserve bank. 
If these balances are not available 
above the required reserve, they borrow 
from the reserve bank. Qn the other 
hand, in a season when the need for 
currency is not large, customers deposit 
their surplus cash with their respective 
banks and it is shipped back to the 
reserve bank and retired from circula- 
tion. This increases the balances of 
the member banks at the reserve bank, 
which may be used to liquidate out- 
standing indebtedness at the reserve 
bank. 

Seasons in which the demand for 
currency increases in this district are. 


almost exactly the opposite of those in 


which member banks make out-of- 
district payments. As a consequence 
of this inverse movement, the problem 
of financing the credit and currency 
requirements by the reserve bank is 
much less difficult than if the-increased 
demand for currency coincided with 
the movement of funds away from the 
district. Currency flows back to the 
reserve bank rapidly after the opening 
of the year and the member banks use 
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it to liquidate indebtedness at the re- 
serve bank and in February borrowing 
is usually at alow point. In the spring 
and early summer, currency continues 
with a slight interruption to flow back 
to the reserve bank and is used by the 
member banks to build up their re- 
serves which are being drawn against 
at the same time because of the flow of 
funds from the district for spring 
purchases, as already described. This 
return of: currency, however, 1s not 
sufficient to balance the loss of reserves, 
and member banks gradually increase 
their borrowings at the reserve bank. 

Borrewing at the reserve bank con- 
tinues to increase through the summer, 
but when crops begin to move to 
market, funds begin to flow to the 
district and borrowing at the reserve 
bank is reduced. However, just as 
this reverse movement begins, the 
demand for currency increases. ‘The 
flow of funds to the district, neverthe- 
less, is usually sufficiently large to 
enable member banks to pay off dis- 
counts with the reserve bank and to 
finance the growth in currency at the 
same time. It is also frequently large 
~ enough to enable the country banks 
to build up substantial balances with 
city correspondents. 


DIFFERENCES IN LARGE AND SMALL 
FINANCIAL CENTERS 


Although the total amount of re- 
serve bank credit used by all member 
banks is thus determined by the move- 
ment of funds from and to the district 
and by the demand for currency, ‘the 
problem of financing the member banks 
by the reserve bank differs between 
banks in the larger cities of the district 
and those in the smaller centers. 

Flow of funds to the district in the 
early autumn results'first in a growth 
in deposits. Banks in the smaller 
centers reflect this increase promptly 
and begin to repay their loans with 
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city correspondents and the Federal 
reserve bank, and to build up their 
balances. As a consequence of this, 
banks in the smaller cities usually have 
a large volume of deposits near the end 
of the year and their borrowings are at 
a minimum. Growth of bankers’ bal- 
ances at the larger city banks results 
in some increase in their deposits. 
This increase, however, is usually 
insufficient to meet the demand for 
currency that generally accompanies 
the expansion of retail trade in these 
cities in December, and member banks 
increase their borrowing at the reserve 
bank. 

Immediately after the heavy retail 
trading season, currency returns to the 
member banks and is passed on to the 
reserve bank and used to pay off 
discounts. This flow of currency back 
to the reserve bank continues rapidly 
in the early weeks of January and by 
the end of the month the greater part 
of it has returned. 

Fairly promptly after the opening 
of the year the movement of funds 
away from the district begins. Bor- 
rowing by member banks is necessary 
when reserves with the reserve bank 
are drawn down because of the trans- 
ference of funds from the district by 
member bank depositors to make 
payments for merchandise purchases. 
In meeting this demand for funds for 
out-of-district payments, the smaller 
banks draw against their balances 
with correspondents, and as a result the 
large banks lose reserves rapidly very 
early in the year. Borrowing at the 
reserve bank by the larger banks fol- 
lows very quickly after the reduction in 
reserves,and continues to increase mm 
February and March at a much faster 
rate than that of the smaller banks. 

As the season advances and balances 
at the city banks are thus reduced, 
the smaller member banks turn to the 
reserve bank. Borrowing by these 
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banks is usually in large volume until 
the late summer and early autumn 
months. Early in the crop-moving 
season, funds are used by the member 
banks to liquidate their indebtedness 
to the reserve bank, and as the season 
progresses balances are again built 
up with the city correspondents. This 
course of events is that which is usually 
observed when crops are marketed 
without interruption; but when prices 
are low and the returns are not suffi- 
cient to enable the producers to liqui- 
date indebtedness, member banks con- 
tinue to discount heavily-at the reserve 
bank. Non-member banks continue to 
borrow in large’ volume from city 
correspondents, while the latter borrow 
from the reserve bank. 


i 
Discount AND CREDIT PRACTICE oF 
RESERVE BANKS 


In the development of their discount 
policies at the beginning of the system 
and in the practice that has been 
followed since, the Federal reserve 
banks in the South have been concerned 
with two main problems: (1) that of 


adjusting their discount operations to ’ 


the usual course of business in their 
respective districts, and (2) that of 
cotrdinating their credit policies with 
the policy of the entire Federal Reserve 
System. 

A clear distinction, however, cannot 
be made between these problems. 
Conditions giving rise to a particular 
credit situation in an individual dis- 
trict, other than those due to seasonal 
influences, are frequently the result of 
conditions that are characteristic of 
the country as a whole, and the prac- 
tice of the individual reserve bank ‘is 
not different from that of reserve banks 
in other districts. Generally, the prac- 
tice followed by the different reserve 
banks in adjusting their operations to 
the credit situation for the entire 
country is reflected in the open market 
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operations which are carried out in 
conjunction with the open market 
policy of the reserve system as a whole. 
It is in connection with: discounts for 
member banks that the reserve banks 
come in close contact with the banking 
and credit situation in the respective 
districts; and through the exercise of 
control over the volume of discounts 
for member banks, the reserve banks 
influence the credit situation in their 

It has been shown that the demand 
for reserve bank credit in the Richmond 
district is determined in a large meas- 
ure by the flow of funds to and from 
the district and the currency require- 
ments of the community. These fac- 
tors, in turn, are determined largely 
by the seasonal variations in the 
activity of industry and trade and the 
habits of the community in the use of 
currency. In developing its discount 
policy the reserve bank has found it 
necessary to give careful considera- 
tion to all of these factors. In extend- 
ing credit to an individual bank, 
however, the discount policy of the 
reserve bank is supplemented by an 
analysis of the condition of the bank 
presenting the paper. Particular con- 
ditions, moreover, which characterize 
the operation of banks in the larger 
centers and those in the rural sections 
frequently cause some variation in the 
practice of the reserve bank in dis- 
counting for different classes of banks. 


Discounts FoR BANKS 
IN LARGER CENTERS 


In the larger centers of the district, 
rates charged by member banks to 
customers are usually lower than those 
charged in the smaller cities and towns; 
and the margin between these rates 
and the discount rate at the reserve 
bank is less than in the smaller centers. 
Furthermore, the use of a larger 
proportion of their funds in loans on 


222 


securities than is the case with banks 
in the smaller centers, brings the 
banks in the larger cities in closer 
connection with the national security 
markets and makes them points of 
contact for the district with the larger 
money markets of the country. 

Partly as a result of this connection 
with the leading financial centers, 
banks in the larger cities of the district 
respond more quickly to changes in 
the banking and credit situation of the 
country as a whole than do banks in 
the smaller centers. They are also 
more responsive to changes in credit 
conditions affecting the entire district 
and to the discount rate at the reserve 
bank. 

Factors which play a significant rôle 
at the larger banks in determining the 
necessity for borrowing, include changes 
in the volume of loans and investments, 
types of loans and investments held, 
and the course of deposits, particularly 
bankers’ balances. It has been 
pointed cut that loans are subject to 
seasonal changes, but the effect of a 
seasonal change in loans is sometimes 
partly offset by an adjustment in the 
- holdings of investments, acceptances, 
or commercial paper. The extent, 
however, to which banks shift their 
holdings of investments to meet a 
change m the demand for loans is 
determined partly by conditions pre- 
vailing in the security markets and the 
relation between security yields and 
discount and interest rates. 

These factors differentiate the prob- 
lem of discounting for banks in the 
larger cities of the district from that 
of discounting for banks in the smaller 
centers and, as a result, it is a problem 
of the reserve bank in determining its 
credit policy to follow closely current 
developments in the financial centers 
and to keep in close touch with the 
seasonal movements of trade, industry, 
and credit. 
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Discounts FoR BANKS 
IN SMALLER CITIS 


Borrowing by smaller banks at the 
reserve bank, as has been shown, 
arises most frequently from conditions 
which are seasonal in character and 
are beyond the control of the member 


bank. A relatively large proportion 


of the assets of these banks represents 
loans to customers, and the problem 
of financing the growth in the demand 
for loans cannot be solved, as in the 
case of the larger banks in the cities, 
by adjusting investment and commer- 
cial paper holdings. Furthermore, the 
wide differential between rates charged 
to customers and the discount rate 
at the reserve bank makes the latter 
a less influential factor in the regulation 
of the volume of borrowing by banks 
in the smaller centers. Other instru- 
ments for such regulation are necessary. 
The reserve bank, therefore, in 
passing upon the loan applications of a 
member bank, considers not only the 
legal eligibility and the soundness of 
the paper presented for rediscount or 
as collateral for an advance, but also 
the general position of the borrowing 
bank.. It also considers the volume 
axd the character of the bank’s out- 
standing loans and investments, and to 
some extent the character of its manage- 
ment. The reserve bank, in addition, 
takes into consideration at all times the 
general credit situation in the district, 
with a view to regulating the volume of 
reserve bank credit in the best interest 
of the entire community. In applying 
these rules to a particular member 
bank, the reserve bank also considers 
the season at which the bank has found 
it necessary to borrow in previous 
years, its record of borrowing in the 
past, its loan and investment policy, 
the course of its deposits, and the 
amount of balances carried with cor- 
respondents. | 
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VALUE OF RESERVE BANKS 
TO THE SOUTH 

In thus adjusting their operations 
to the local banking and credit prob- 
lems, the Richmond reserve bank and 
others have become an integral part 
of the South’s banking machinery. 
Through them the resources of many 
widely distributed banks have been 
organized and brought under the con- 
trol of a central agency for the use of 
the entire community. Also, the rela- 
tion of the reserve banks in the South 
to those in other districts links the 
organized resources of that region with 
those of other sections and thereby 
strengthens the banking system of the 
country as a whole. 

In aiding the member banks to 
finance the seasonal movements of 
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funds to and from the South and the 
region’s currency requirements, the 
reserve banks have met one of the most 
important problems that has always 
confronted Southern banks; and in the 
future, as the seasonal requirements 
for credit and currency vary in re- 
sponse to the demands of growing 
industries and agricultural changes, 
the banks with the aid of reserve 
banks will be in a position to meet 
them easily. | 

However, reshaping the structure 
of banking in the South and adjusting 
operations to the economic changes 
that are rapidly taking place are more 
complex and difficult problems. Their 
solution will require the conscious 
evaluation of basic facts and the co- 
operation of national and local banking ~ 
leadership. 


Industrial Changes and Taxation Problems 
in the Southern States’ 


By James W. MARTIN 


Pai 


Director, Bureau of Business Research, University of Kentucky, Lexington, Kentucky 


OR particular purposes the 
“South” may be variously de- 
fined. In this paper it has seemed best 
to define it as that part of the United 
States lying south of the Mason-Dixon 
line, the Ohió River, and the southern 
boundaries of Missouri and Kansas. 
This definition is adopted not so much 
on account of the industrial kinship of 
these several states—thougk they have 
much in common—but rather on the 
ground that any other border line, 
aside from the violence it might do to 
history, would leave outside the group 
some states with more or less definitely 
southern tax- problems. As it is, 
Maryland, for example, is a doubtful 
case and is excluded on historical 
rather than logical grounds. | 
The method of attack adopted shows 
by samples the facts regarding southern 
industrialization, and then compares 
five specimen contemporaneous tax 
movements. The tax trends selected 
for comparison have been chosen as the 
five most significant current tendencies 
which lend themselves to measurement. 
Improvement of tax administration, for 
instance, while perhaps as important 
as some of the tendencies analyzed, 
is exceedingly difficult to measure 
objectively. 


TEHE SOUTHERN InpusTRIAL 
MOVEMENT | 


Table I gives some indication of the 
southward shifts in’ industry which 


1 Assistance from the staff of the Bureau of 
Busmess Research, College of Commerce, Uni- 
versity of Kentucky, m the preparation of this 
paper is gratefully acknowledged. 


have occurred within the past few 
years. Careful analysis of this table 


‘indicates that, while a number of states 


have not made marked progress, most 
of them have done so during the past 
ten years. For instance, Kentucky, 
which actually lost ground when the 
liquor manufacturing business was 
destroyed between 1914 and 1919, has 
shown fairly satisfactory growth since 
that time. A study of the column of 
totals for the South shows a consistent 
gain—a growth slightly more rapid in 
the last decade than that shown by 
states outside the South. 

Essentially the same movement in 
coal mining is shown by Table HU, 
in spite of the fact that some of the 
Southern states show declines. Part 
ot the growth in Southern states 
since 1919 apparently arises from 
relatively more favorable conditions 
than those formerly enjoyed, as evi- 
denced by the check that occurred 
when the differentials were changed 
in the opposite direction after 1927. 
Another consideration is found in the 
unfavorable production situation in the 
Central Competitive Field, growing 
out of the Jacksonville Agreement 
during the years prior to 1928. Study 
cf the table makes it clear that the 
decline in production in Kentucky and 
West Virginia particularly, since 1927 
has been accompanied by a reduction 
in the decrease in output in the Central 
Competitive Field. Due apparently 
to a distinctly lowered intrastate 
freight rate and to favorable conditions 
common to the other Central states, 
Illinois has shown an absolute in- 
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TABLE I—Gzowrs or MANUFACTURING IN THE SOUTH as COMPARED WITH THE STATES 
OUTSIDE THK Sourn, 1904-1927 INCLUSIVE * 


Alabama | Arkansas | Florida | Georgia 





a The figures shown are index numbers derived from the censuses of manufacturing reported by 
the Department of Commerce. The index is computed from (1) average number of wage earners 
employed, weighted 2; (2) primary horse power installed, weighted 1; and (3) value added by manu- 
facture (corrected by an index of wholesale prices derived from the Bureau of Labor Statistics general 
index by eliminating the agricultural and fuel and power items), weighted 1. 


crease in output since 1927. But after 
all these modifications in the trend are 
observed, it is obvious that over a 
period of ten years the Southern states 
have shown a trend upward and that 
the other states as a whole have shown 
a decline.* 


Tax EXEMPTION FOR THE ATTRACTION 
or NDUSTRY 


Table IN shows the result of a survey 
of the movement toward tax exemption 
in the several states as reported from 


3 Cf. Pearce, Albert, Growth and Overdetelop- 
ment of the Kentucky Coal Industry (forthcoming), 
Bureau of Business Research, University of 
` Kentucky. 


time to time in the “Review of Tax 
Legislation ” published annually in the 
proceedings of the National Tax Con- 
ferences held under the auspices of the 
National Tax Association.2 The com- 
pleteness of the data cannot be guar- 
anteed, but there is certainly no selec- 
tion by sections; consequently the 
sample is a fair one, even if it does not 
embrace every case. 

Study of the table shows that all the 
general laws providing for tax exemp- 
tion as an inducement to establishment 
of manufacturing plants are confined to 

3 Especial thanks are expressed to Miss Beulah 
Bailey, who has kindly made available the 1930 
review in advance of publication. 
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INDUSTRIAL CHANGES AND TAXATION PROBLEMS 


the South and that more statutes have 
been enacted in the fourteen Southern 
states than in all the remaining thirty- 
four. Indeed, the table fails to show 
all the legislation in the Southern 
states, since in some states—Missis- 
sippi, for example—the results of sev- 
eral statutes are shown in one place. 
Certain statutory provisions recently 
enacted are of particular interest. 
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manufacturers at only the state rate, 
thus providing permanent exemption 
from local taxes. This appears to be 
the most ‘extreme provision found in 
any state, North or South. The only 
temporary exemption provision in any 
of the states shown in the table not 
having a marked tendency to interfere 
with fair competition seems to be that 
in Virginia. ‘The law in Virginia refers 


TABLE MI— MOVEMENT ror EXEMPTION or MANUFACTURERS FROM TAXATION 
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Mississippi. . 
South Carolina. 


Virginis... 


= 2s = s ç è  « 


Not in South 
New Hampshire 


Rhode Island. 


Textile plants exempt from all property taxation for 7 
years from establishment. 

Specified classes of manufacturing exempt from county, 
school, or municipal taxes if voted by majority. 

Machinery, raw material, and inventory of manufacture 
exempt from all local property taxes. (Municipalities 
may provide complete exemption under older statutes.) 

Proposed amendment providing optional local exemption, 
before voters November, 1930. 

Specified industries exempt from local taxation on tangible 
property for 5 years. Other classes specified 1926. 

Textile manufacturing in specified counties exempt from 
courty taxes except for schools for 5 years. 

All menufacturing exempt from county taxes in certain 
counties for 5 years. Does not apply to school taxes nor 
at all to small enterprises. 

Local units may exempt new kinds of concerns for 5 years. 


Character of Exemption 


Certain industries exempt in specified counties. 

City or town may by two-thirds vote offer 5-year exemp- 
tion to any manufacturing enterprise—subject to 6-year 
extension. 

Woonsocket may exempt for 10 years manufacturing prop- 
erty of concern locating because of such exemption. 





A decade ago, except in Kentucky, 
states which offered factories tax 
exemption generally provided a tax- 
free period of five years; more recently 
there appears to be a tendency to 
increase that time. The exemption 
provisions in Kentucky antedate the 
World War, but in 1917 a general 
statute was passed providing for taxa- 
tion of the machinery and inventory of 


only to manufacturing enterprises 
which are not in competition with 
existing factories. It will no doubt 
raise question as to the definition of 
“competition with existing plants.” 


STATH EXCISES ON PARTICULAR 
COMMODITIES OR SERVICES 


Prior to the World War, only the 
Federal Government, with rare ex- 
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TABLE IV—Stare Receipts rrom Exciss Taxes, 1922-19805 
(In thousands of dollars) 
Commodities Taxed and 
State Date When Originally 1925 | 1926 | 1927 
Imposed 
Southern States 
>... ..i Tobacco (1927), lubricating 
olla (1927) er 
Arkanmas® Tobacco (1926) 7138 
Georgis.. Tobacco (19024), kerosene 
(1927) 702e| 730!) 7182) 9265 
Louisiana! ..,.|Kerosene (4 months 1926) uw Bees 84 | 220 


South Carolina: Tobacco (1028), soft drinks 
(1925), documentary 
(1924), admissions (19238) 
Tennessee® ...{Coal ofl (1925), tobacco 


{part 1925), malt (1929), 
carbonic acid gas (1920) 





Total for Southern States... 


Other States 

Connecticut! . |Amusements and admissions 
(1922) 

Iowan .. Tobaoco (18922). 

Kansage Tobacco (1928) 

Michigane .|Boxing and wrestling (1925), 
malt (1930) 

Montanar .|Boxing receptas (1924) 

New Jerseys |Baxing and wrestling (Ear-|' 
lier} 

New Yorkt Boxing receipts (1922. Li 


oense earlier) 
North Dakctat/Tobasco (1925) ‘ose 
PennsylvamaY Boxing and wrestling (1927) 
and private banker's gross 
receipts (Harher) 
South Dakctay|Tobacee (1924), malt (1930) 
Utahs.,.. . |Tobaooo (1923), oleomarga- 
rine (1929) 


T otal for other States .... ať’ 


Grand Total, 


2 Calendar-year statistics are shown where posslble: 
in some cases data are for fiscal years not coterminous 
with calendar years. 

b Letter from State Tax Commission. Taxes in 
affect only 9 months in 1928, 

°Martin, “The Proposed Consumption Tares,” 
University of Kentucky. 

d Hatimated, 

e Report of the Depariment of Revenue af Georgia, 
1925-1928. 

I Report of the Depariment of Revenue of Georgia, 
1924-1925. 

£ Eeport of the Department of Revenus af Georgia, 
1926-1927. 

b Latter fromm administrative official. 

3 1 Latter from administrative official. 

: Letter from South Carolina Tax Commussion, 
"Tablo Showing Gross Tax Collections, 1922-1929.” 

k Tennessee, Condensed Financial Staiement of Re 
ceipis and Disbursements for six fiscal years ending June 
30, 1924-1920, p 7. 

1Connectiout, “Abstract from Treasurer's Report, 
1980. Comparative Statement of Cash Receipts and 
Payments.” 

m Martin, toc. eft. 

a Latter from administrative official. 

o Letter from administrative official, 







748) 837 | 2,518 | 2,410 | 3,074 


1,277| 1,679 | 1,692 | 1,893 


995| 2,025] 3,688 | 5,831 | 7,408 | 8,649 | 12,383 










996 | 1,590 | 1,747 





4,239 | 5,615 | 6,465 


139 12 
777 | 828 
21 13 
8 3 
60 60 
168 | 198 
57 | 270 
40 62 
209 į 817 








P Fifth Annual Report of Michigan Athletic Board of 
Control, 1986-1928, p. 5. 

a Tax on malt for fiscal year ending June 30, 1930, uw 
added to boxing tax for 1928. Amount of malt tax 
revenue 1s $900,762 69. Letter from administrative 
official. 

t Letter from administrative official. 

s Latter from administrative official In addition to 
the figures shown, there were receipts from New Jersey 
of 67 thousand dollars in 1920, and 171 thousand dollars 
in 1921. 

t Letter from administrative official. 

u Part year 1925. Ninth Biennal Report of State Tas 
Commissroner, appendix, Table VII. 

v Letter from administrative official. 

© Final Report of Pennsylsania Tas Commission, 1927, 
p. 80. 

x Pennsylvania, Siate Governmental Budget System and 
Its Place in the Present Fiscal Structure, Sept., 1930, 
p é. 

y Letter from administrative official. 

« Law ın effect only 734 months in 1923. Martin, 
op. ov. 

= Figure obtained by subtracting receipts for 1927 
from receipts for two years ending 1928. Utah, Bien- 
ial Report of State Treasurer, 1987-1928, p. 10. 

bb Lotter from administrative official. 


INDUSTRIAL CHANGES AND TAXATION PROBLEMS 


ceptions, imposed excise taxes on com- 
modities. Since the war, and more 
particularly since 1922, the states have 
, shown a decided tendency toward tax- 
ing the sale of particular commodities 
or services. The most important state 
tax of this character is that imposed on 
motor fuels; but, since it is,levied as a 
special highway tax rather than as a 
general revenue measure, it can more 
logically be treated in connection 
with motor-vehicle taxes. The second 
most popular measure is the excise on 
manufactured tobacco, especially ciga- 
rettes, but a number of other commod- 
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South Carolina have enacted new malt 


.taxes, though in Louisiana the new law 


is designed to replace a 1928 statute, 
the exact revenue yield of which is not 
known. As shown by the gradual 
climb in the grand total of revenue 
produced by such special excises (‘Table 
IV), the tobacco and other sales taxes 
have shown almost constant growth 
since 1920. 

It is interesting to note from Table 
IV that these special sales taxes not 
only produce decidedly more revenue 
in Southern than in other states, but 
that, as shown in Table V, they 


TABLE V—Terat Stare Revenvs Recurs Comparep Wire Sreco Cuasers or Tax 
Revenues, 1928 


(In thousands of dollars) 





* Computed from Census Bureau, Finanotal Statistics of State Governments: 1988, preliminary edi- 


tion, p. 4. 
b From Table IV. 
¢ From Table VI. 


d Computed from reports of state officials to the United States Bureau of Public Roads. 


* From Table IX. r 


ities and services are now bearing such 


taxes. 3 
Examination of Table IV discloses 
that legislation imposing such special 
excises, particularly on tobacco, began 
to be of cansiderable importance as 
early as 1922 and has continued to be 
enacted since that time. Indeed, in 
1930, three states, Michigan, Missis- 
sippi, and New Mexico, passed such tax 
laws.5 During 1930, Louisiana and 


4See p. 281. 
‘Bailey, “Tax Legislation in 1980,” Taz 


been invoked in Michigan and New Mexico, so 
that the statutes have not become effective. 


are responsible in the South for an 
even ‘more significant proportion of 
total state revenue receipts. Table IV 
shows, too, that six of the fourteen 
Southern states have such imposts, 
while only eleven of the remaining 
thirty-four states have them. In- 
cluded in the eleven also are five states 
which raise 200,000 or less annually. 
Had such gross production or severance 
taxes as those levied in Oklahoma, 
Pennsylvania, Texas, and West Vir- 
ginia been included in this category, 


Digest, Oct, 1930, p. 851, The referendum has | the Southern character of the move- 


ment would have been even clearer 


than it is. Thus it may be said that 
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the trend is most largely Southern, 
whether it be considered from the 
point of view of amount of legislation, 
budgetary significance for particular 
commonwealths, total revenue pro- 
duced, or relationship to aggregate 
state revenues. 


GENERAL SALES TAXES 


Closely related to the tendency 
toward the imposition of special ex- 
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is thus far confined to the six states 
listed in Table VI, but it is of interest 
that half of these states passed their 
laws in 1929 or 1930. The Georgia 
law was effective during the fourth 
quarter of 1929, and the Kentucky and 
Mississippi laws were passed during 
1980. On the other hand, the Penn- 
sylvania act is an old one and the West 
Virginia law has been effective since 
1922. 


TABLE VI—RsvenveE rrom Gross Saums Taxes, 1922-1980 
(In thousands of dollars) 


1929 1930 


ce eee enere nen nner | nents | tnt ef nt rm fe eve ee ftp 







of © es we osou 








. |Effective 3 mo | 986 








. |Not effective 

Mississippi en Not effective 
Virginia’. . . |. . 11,284 1,368 1,416 
West Virginia® 1,462 | 2,708 (8,056 | 2,551 | 3,159 $,805 ee 
Total for Southern 

States ... -| 1,462 | 2,708 | 8,056 | 2,551 5,178 1,416 936 
Pennsylvania 3,102 | 8,424 | 2,042 13,582 13,544 3,777° 8,625° 
Grand Total. ..| 4,864 16,182 | 5,998 | 6,188 8,950 5,041 936 





* Letter from administrative official. Figure shows receipts for last quarter of 1929 and first two 


quarters of 1980. 


b Virginia, reports of the department of taxation. 
° West Virginia, reports of the state tax commissioner, 1927—1928, p. xv. 


a Final Report of the Pennsylvania Tax Commission, 1927, p. 81. 


In addition to the figures shown, 


Pennsylvania received in 1918, 1,815 thousand dollars. 
e Pennsylvania, State Governmental Budget System and Its Place in the Present Fiscal Structure, 


September, 19380, p. 48. 


cises on so-called “luxuries” is that in 
the direction of taxes on the sale of 
commodities in general. In no states 
are there turnover taxes similar to 
those found in European countries, but 
a number of gross sales taxes have been 
designed to secure somewhat the same 
result. Such legislation, in general,’ 


t It is hard to define lines sharply. In the uu- 
incorporated business tax in Connecticut and in 
the merchants’ license tax in Delaware we find a 
somewhat similar form of tax, though the amount 


It is noticeable, again, that in this 
field, five of the six states having ef- 
fective sales tax laws of fairly general 
application are in the South. While 
the revenue thus produced in 1929 in 
the Southern states was scarcely twice 
as much as that in the single State of 
Pennsylvania, it is to be expected that 
1930 will witness a material increase in 
the revenue differential. Moreover, 


of money raised is almost negligible. Licenses 
in Southern states are also related, 
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is in 1928, when only two Southern 
states had effective general sales tax 
laws, Table V shows that the revenue 
constituted more than one per cent of 
the aggregate state revenue receipts of 
the Southern states, as compared with 
Jess than one-third that percentage in 
other states. It appears, then, that 
from any point of view, effective move- 
ment toward general sales taxes since 
the World War has been exclusively 
Southern. 


SPECIAL Motor-Vesicie TAXES 


The special taxation for highway 
purposes of motor-vehicle users is a 
phenomenon of recent development, as 
shownin Table YII. Thetotalrevenue 


TABLE VII—DeavyrLormenrt or Moror-Rme- 
ISTRATION AND GASOLINE Taxation, 1904- 
1929 © 

(In thousands of dollars) 


- revenue devices. 


Registra- | Gasoline Total 
Year tion Tax Tax Special 
Revenues | Revenues | Revenues 
1904 50> 50 
1914 12,382 12,382 
1918 51,477 51,477 
1921 122,479 5,802 127,781 
1926 288,282 187,608 475,885 
1927 ' 801,061 258,889 559,900 
1928 822,630 304,872 627,502 
1929 347,844 431,312 778,156 


* As reported by state officials to the Bureau of 
Public Roads. 

b Estimated on basis of statistics of collections 
in New York and Massachusetts. 


from this source at the end of the 
World War aggregated only about 
fifty million dollars, whereas at the 
present time it is well over three 
quarters of a billion. Until after the 
war the registration license was a police 
measure, and revenue produced was 
incidental to the primary purpose of 
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the license. Beginning about 1920 
there has been a substantial increase 
year by year in revenue from this 
source, This is largely the result of in- 
creasing use of motor vehicles, though 
there has been a gradual rise in the 
registration tax imposed on the average 
car. 
But the history of the gasoline tax is 
even more meteoric. ‘The tax was first 
imposed in 1919 in only three states. 
The revenues have increased, as shown 
in the table, until in 1930 almost half a 
billion dollars may be expected from 
forty-eight states and the District of 
Columbia. Here again the increase 
may be ascribed in part to greater use 
of motor vehicles; but most of it must 
be accounted for by higher rates, and, 
of course, the spread of the tax. By 
1929 every state and the District of 
Columbia had a liquid-fuels tax. The 
rates ranged from two cents to six cents. 
Although the motor-tax movement is 
beyond question national in secope—or 
more properly world-wide—examina- 
tion of Table VIII" discloses that the 
Southern states have again gone farther 
than others in their use of these 
It is true, as shown 
in the table, that none of the Southern 
states have extremely high average 
registration-tax rates, the highest being 
that in Arkansas. But neither do any 
of the states below the Mason-Dixon 
line have such very low rates as are to 
be found, for example, in Arizona, 
California, or the District of Columbia. 
So the average in the Southern states is 
well above that for the country as a 
whole, and consequently much above 
that for the states outside the South. 
But the differential is even larger in 
the case of the gasoline tax. No state 
outside the South imposes a six-cent 
rate, and comparatively few levy a 
1 Computed from data reported to the Bureau 


of Public Roads by state officiala, Public Roads, 
pp. 86-39, April, 1880. 


t 
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TABLE Vill—Revunce rrom Gasoline AND 
Motor-RegistraTion Taxes pes Motor 
VEHICLE IN THE Sours Comparsp Wire 
Orn STATES, 1929 








Total 
Gasoline | Registra- | Special 
Tax per | tion Tax | Tax per 


Motor {per Motor} Motor 


Vehicle Vehicle 

Southern States 
Alabama $24 84 %37 91 
Arkansas 28 , 67 46 75 
Florida 85 27 52.78 
Georgia 28.48 41.20 
Kentucky 28.25 39.41 
Louisiana 2A 84 40.94 
Mississippi 28 18 40 08 
North Carolina; 25.86 40 .42 
Oklahoma 20.79 82.99 
South Carolina| 29.85 41 86 
Tennessee 25.67 $7 52 
Teras 17.21 82,36 
Virginia. 27.21 43.09 
West Virginia! 18.86 85.88 
Southern States 87.72 

Other States 

Arizona . 30.36 
California 22.68 
Colorado . 23 .28 
Connecticut 86.71 
Delaware 87.44 

District of Co- 
lumbis 18.94 
Idaho $1.68 
Ukhnois 17.80 
Indiana 25 2) 
lowa. 28 58 
Kansas 28.87 
Maine 86.483 
Maryland 29.98 
Massachusetts 20 63 
Michigan 81.92 
Minnesota 29.96 
Missouri...... 22 97 
Montana 87.97 
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five-cent rate. Quantitatively stated, 
nine of the fourteen Southern states im- 


pose either a five- or a six-cent rate, 
while only two of the thirty-five others 


~- —if the District of Columbia may be 


counted—have rates as high as five 
cents. None of the Southern states 
has a rate below four cents a gallon, 
while nineteen of the remaining thirty- 
five have rates below this level, eight 
at two cents, ten at three cents, and 
one at three-and-a-half cents. 

Again, although the difference is not 
so marked, it appears from data re- 
cently made public ® that special motor- 

t“Some Problems of Motor Vehicle Taxa- 
tion.” report of the Committee on Motor 
Vehicle and Related Taxes of the National Tax 


Association to the annual National Tax Confer- 
ence, Kansas City, October 21, 1930, Table III. 
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tax revenues occupy a slightly larger 
place in the highway budgets of the 
Southern than of other states. The 
expenditures for highways, in relation 
to the number of motor vehicles, are 
higher in the South than elsewhere; but 
even so, the motor-tax revenues bulk 
large as compared with those collected 
in the states of the North and the West. 
As shown in Table V, also, the special 
motor-tax revenues constitute a larger 
percentage of total state revenue re- 
ceipts in Southern than in other states. 


STATE Ixcome TAXES 


It is common belief that the most 
promising general revenue measure 
available for relief from the property 
tax burden is the income tax. If this 
be the case it will be of special signifi- 
cance to find out what the Southern 
states have been doing with income 
taxation in the years since the de- 
velopment of the industrialization 
movement. 

Examination of Table IX discloses 
that over 57 per cent of the fourteen 
Southern states have passed income tax 
laws, while only about 35 per cent of 
the other states have done so. Six of 
the Southern and eight of the other 
states had laws effective in 1928. The 
six Southern states raised in 1928 about 
eight million, and five years later nine- 
teen million dollars by this means; 
whereas the eight states outside the 
South secured thus in 1928 nearly 
eighty-six million and in 1928 one 
hundred and fifty million dollars. In 
other words, in the five years following 
1928, income tax revenues in the 
South increased more than 187 per 
cent, and in the remainder of the coun- 
try about 75 per cent. : 

On the other hand, the amount of 
revenue produced by state income 
taxes below the Mason-Dixon line is 
very much less than that derived in 
states of the North and the West. It 
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is less for the average state, and, as 
shown in Table V, decidedly less in 
relation to total state revenue receipts. 
The reason is not that rates are gen- 
erally lower in Southern states, that 
initial exemptions are more generous, 
nor that administration is less efficient. 
It results primarily from (1) the lower 
per capita wealth and probably more 
even distribution in the South, and (2) 
the position of certain states outside the 
South as creditor communities. 

To illustrate, Delaware, with the 
same exemptions as Virginia but with 
rates that are lower and less steeply 
graduated, secured by the individual 
income tax in 1929 more than thirteen 
times as much revenue per capita; that 
is, $9.80 as compared with $0.75. New 
York, with exemptions nearly twice as 
high and with brackets ten to forty times 
as large as Virginia’s, secures about 
87.25 a person from the individual in- 
come tax. Consequently it may be 
said that the economic situation, rather 
than legislative policy, explains the 
relative fiscal inadequacy of the income 
tax in the South. | 


THE SOUTHERN INDUSTRIAL 
MOVEMENT AND TAXATION 


It has been shown that a clear-cut 
industrialization movement through- 
out the South, except perhaps in 
Arkansas, Louisiana, and Mississippi, 
has been evident since the World War; - 
that it has resulted in a rate of gain be- 
tween 1919 and 1927 which, in spite of 
the losses occurring in one or two states, 
has exceeded materially the rate of 
growth enjoyed by the remainder of the 
United States; and that, at the same 
time, the South has most rapidly uti- 
lized five of the most important con- 
temporary tax developments. 

It is not possible on the basis of evi- 
dence adduced, or perhaps on any other 
ground, to show conclusively that the 
industrialization movement has caused 
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TABLE IX—Srare Recuprs rros Taxes on Income, 1918-18803 
(In thousands of dollars) 






Total for Other States (39,208 | 01,714 


Grand Total. . .| 40,358 | 96,974 | 03,841 | 102,304 





a Calendar-year. statistics are shown zoete gma in some 
casee data are for focal years not cotermmious th calendar years. 
b Letter kona oficial. Tax on 1828 income 
returned up to October 7, 1 
“Bigham, "ato Income Tax Sino 1018," American Remomi 


Renew, Jane, 1929, p. 28 
Board, State Income Taxes, 
for 1920 


d National 
Vol I, Table &. F 
s ; of the Taz Commission, 1928, p. 578 
tive offiddal 


of State Audttor, 1928, p. 47. 
official. 


from administrative oficial. Table Showing Grom 
Tax Collestions by Tax Cornmssion, 1622-1929. 
Industrial Conferenoe Board, op. ctl, Table 16. 


loc. cit 
< “Compa nl e They 
r Bigham, loc. 

the tax‘changes; but, when so many re- 
lated changes so clearly accompany an- 
other tendency, one begins to suspect 
a relationship. Moreover, it has long 
been evident to students of taxation 
that industrial invasion of a rural 
economy hastens the decadence of the 
general property tax. Therefore, it 
may be tentatively concluded that the 
recent industrial changes in Southern 









2,0848 


gaga 
1831,915ff |. 
657b] 483bh 
610 $.. 
tutional a 
17,864 kk]. . 
195,921 
214,168 


2,761 
151,008 
170,001 


E DETE aad Tas Commission, 1940, Schedule C 


p. 8 
t Mazsschnsetis, Anaxal Report of Commissioner of Corpore- 
Hons and Tarakon, 1088, p. 42, 
SRR , 1928, p 99. 


Industrial Conference Board, op et., Table 10 
x Letter from administratrye offical 

eit., Table 9. 
poe ills a ne gone shown in for 
ie yo cing aun A0 

bb m Revert of State Tax Comarianon, 1988, p. 
16 Dain iss part Ol yeas ee . 


aa eg te loc. of 
oo Now York, Annual Report of State Taz Communion, 1928, 


pp. 84-85. 
if Letter from administrative 
North Dakota, Ninth inh Bloescl Report of the Tos Commie 
sioner, 1087-1948, Table 
EA Tatter from 
Wheto ton Ginnie offelaL Figure is tax on 1929 


ine elt durme 18 compete for 1930. 
tig 1900 Alot compo for yur, 1900. 

ivisime, ss ped 1901-1928, 
Bulletin No. 84. 


states have occasioned at least a part of 
the developments in taxation which 
have occurred at the same time. 

If the induction is justified, it be- 
comes important to evaluate the fiscal 
evolution in relation to general eco- 
nomic changes currently occurring. 
In the first place, these several develop- 
ments in taxation may be viewed as at- 
tempts to avoid the breakdown of the 
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general property tax which was hereto- 
fore the primary dependence for state 
and localrevenue. As the states of the 
Northeast became industrialized, they 
had grave difficulties with the property 
tax; and most of the important manu- 
facturing states have in large part sub- 
stituted other revenue sources. The 
states of the Middle West have become 
partially industrialized in the past 
quarter or half century, but parts 
have remained agricultural. Several of 
them have made little progress toward 
substitution of other taxes, but these 
have now reached the place where the 
property tax as an almost exclusive 
source of state and local revenue is be- 
coming impossible.’ 

While property tax rates in the 


South have very rarely reached the 


average levels attained in some of the 
Middle Western and Atlantic seaboard 
states, the problem has become acute in 
a great many instances.!° It would ap- 
pear, however, that if the trends out- 
lined above are continued, the states 
below the Mason-Dixon line may be 
enabled to skip the stage which, for 
lack of a better expression, may be 
designated “the era of the complete 
collapse of the general property tax.” 
So far as the legislation already dis- 
cussed seeks to eliminate too large de- 
pendence on property taxation, it is of 
course to be commended.” 

? See especially Simpson, H. D., The Taz 
Stiuation in Illinois, as compared with Leffler, 
G. L., Wisconsin Industry and the Wisconsin Taz 
System. 

10 It is to be expected that it will become seri- 
ous at lower rates, because of the lower average 
incomes recerved by the people of the Southern 
states. See Leven, M., Income in the Various 
States. 

u The earlier classification movement in several 
states was effective in reducing some of the in- 
equalities in the general property tax, but it did 
not have the effec: of raising considerable addi- 
tional revenue. See Leland, S. E., Taxation of 
Intangibles in Keniuoky, p. 44; Leland, “An Ap- 
praisal of the Results Secured by the Application 
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TAXATION TENDENCIES EVALUATED 


From no sound, long-run point of . 
view, in the opinion of most economists, 
can tax exemption as a means of secur- 
ing the location of manufacturing 
plants in a given state be defended. 
Such a policy, aside from subsidizing 
one competitor at the expense of an- 
other, is probably not a very successful 
means of securing its objective.” 

The tendency toward the taxation of 
““luxuries’’ is not in itself unwholesome. 
Nor is it, as such, particularly com- 
mendable. As a matter of fact, such 
taxation appears to have been intro- 
duced largely to relieve the general 
property tax burden," and certainly 
should be appraised in relation to other 
taxes levied and to the general eco- 
nomic situation. Beyond question, 
most of these excises are regressive in 
their incidence; that is they bear 
comparatively more heavily on the low 
income than on higher income receiv- 
ers. Of course, this is not an in- 
surmountable objection; but if such 
taxes are to be imposed, they should 
be levied in conjunction with other 
taxes distinctly progressive in the 
fairly low brackets. 

It has been shown that the percent- 
age of total income required from the 
typical American for taxes appears to 
decrease with increases in the annual 
income up to several thousand dollars.“ 


of the Principle of Classification to Intangible 
Property,” Proceedings of the Twenty-first Na- 
tonal Tax Conference, p. 317. 

“Cf recent study by Metropolitan Life In- 
surance Company of Industrial Development in 
the United States and Canada; Lefler, loc. cit.; 
and Special Joint Committee on Taxation and 


Retrenchment (New York), Tax Exemption tn 


State of New York, Legislative Document (1927) 
No. 86. 

u Derrick, S. M., “Consumption Excise Taxes 
as Relief for the Tax Burden on Farm Property,” 
Proceedings of the Twenty-second National Tax 
Conference, p. 268 ff. 

u Martin, “Discussion of the Income Tax 
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If that is the case, addition of another 
regressive element simply makes a bad 
situation worse if the total tax burden 
be taken into account, though it may 
successfully enlarge the base for state 
taxes per se. If, on the other hand, 
such a measure could be used in con- 
junction with a steeply graduated per- 
sonal income tax with very low initial 
exemptions, it would be unobjection- 
able, since the progressive character of 
the income tax would offset the regres- 
siveness of the excise. 

As a matter of history, however, 
when the several states enacted their 
consumption excises, they did not, 
except in North Dakota and South 
Carolina, provide the income tax. 
Putting the matter another way, states 
have been prone to consider these ex- 
cises alternatives rather than adjuncts 
to the graduated personal income tax. 

Again, even if the special consump- 
tion excises are imposed in such a way 
as to effect no unfairness in the dis- 
tribution of the tax burden, great care 
must be exercised that they be imposed 
on a small number of carefully selected 
commodities, at just the right rates. 
If the number of commodities involved 
be great, there will be not only an un- 
due interference with business activity, 
but also unnecessarily high administra- 
tive costs. Again, if commodities for 
which there is elastic demand be se- 
lected, the tax will so retard the busi- 
ness as to “kill the goose that lays 
the golden egg.” Finally, if the rate is 
too low, the revenue will not be great; if 
too high, the tax will lead consumers 


to buy from other states and thereby 


Bill before the House Committee on Revenue 
and Taxation, Kentucky General Assembly, 
March 8, 1980,” University of Kentucky. 
Cf. Schultz, W. J., “Who Ultimately Pays the 
Taxes?” p. 15. 

if Arkansas and Georgia have later imposed 
personal income taxes, but they do not have, 
particularly in Georgia, the steep graduation and 
the low initial exemptions. 
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evade the law. Thus, enterprise within 
the state will be placed at an undue 
disadvantage. 

The more or less general sales taxes 
as provided in the statutes of Georgia, 
Mississippi, and West Virginia are ob- 
jectionable on the ground that they are 
more regressive than are properly se- 
lected excises on particular commodi- 
ties; that they discriminate against 
larger businesses by substantial exemp- 
tions ($80,000 in Georgia) for small 
enterprises; that the degree to which 
various types of businesses can shift the 
taxes varies widely, thus imposing a 
substantial burden on some kinds and 
none on others; and that the tax is hard 
to enforce with any approximation 
of thoroughness. In addition, the 
Virginia and Kentucky merchants’ 
taxes are discriminatory, the former 
imposing heavier rates on the smaller 
and the latter on the larger mer- 
chants.” The only merit of the gen- 
eral sales tax is its revenue-producing 
capacity; it is otherwise unfortunate 
for the economical and just functioning 
of the fiscal system, as well as unduly 
disturbing to the economic organization 
of the state. 

The unusually high gasoline and reg- 
istration taxes imposed in the South 
are explained almost wholly by the 
retardation in the road-building pro- 
grams. ‘The percentage of highway 


is Tt is rumored that the recent raise in the 
Tennessee tobacco tax rate has had the result of 
reduang materially the amount of product sold 
by dealers in the state. For more elaborate 
studies of this subject, see Miller, E. T., “State 
Excise Taxes,” Proceedings of the Nineteenth 
National Tax Conference, pp. 224 ff.; Martin and 
Sullivan, “Proposed Consumption Taxes,” Uni- 
versity of Kentucky; Derrick, loc. cit.; Jensen, 
J. P., “General versus Selective Sales Taxes,” 
Proceedings of the Twenty-second National Tar 
Conferenoe, pp. 403 ff. 

U In Georgia it is provided that the tax after 
the current year shall be a gross or net tax on 
each corporation, whichever is higher. This 
may be defensible. 
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expenditures derived from taxation of 
motor-vehicle owners by these methods 
is not materially above the proportion 
secured thus in the remainder of 
the United States. Consequently, it 
would appear that present rates can 
be easily defended. It should be ob- 
served, too, that some additional reve- 
nue may be raised through the regis- 
tration license by providing adequate 
progression on the basis of gross weight 
and tire equipment to secure fairness 
in the distribution of the motor tax 
burden among the various users of 
motor vehicles." 

Business and individual income taxa- 
tion offers the most important alterna- 
tive to property and other general 
taxes. It is commendable from the 
point of view of being readily coördi- 
nated with the tax systems of the several 
states; of having little or no adverse 
effect on the general economic life of 
the community; of having certainty of 
incidence; of taxing more especially 
those who pay no property tax; of 
offering an elastic element in the tax 
system; and of being administered 
without too much expense and diff- 
culty. It cannot be as generously used 
at the present time as its merits justify, 
because of the erroneous belief that 
it interferes with industrial develop- 


i8 “Some Problems of Motor Vehicle Taxa- 
tion,” loo. ett. 
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ment.!® In any state, however, it will 
raise substantial revenue more equita- 
bly than will the property tax. 


TAXATION TRENDS IN THE SOUTH 


Let it be said in conclusion that the 
states of the South have shown tena- 
cious determination, as indicated by 
the analysis of five taxation tendencies, 
to escape the complete breakdown of 
the fiscal systems by too rigid adher- 
ence to the general property tax as a 
primary source of revenue. They 
have, in order to achieve their purpose 
of industrializing rapidly and avoiding 
enslavement to the general property 
tax, adopted some means of escape 
which are distinctly unjust; some 
which, though not in themselves un- 
wise, are poorly cotrdinated with the 
tax systems; but others which are 
wholly commendable. In the first 
category are found special, usually 
temporary, tax exemptions to indus- 
trial enterprises and general or near- 
general sales taxes; in the second, some 
of the special consumption excises; and 
in the third, the motor vehicle regis- 
tration, gasoline, and income taxes. 
Increased use of personal and business 
Income taxes in lieu of at least a part of 
the general property tax is the most for- 
tunate taxation trend observable in the 
new industrial situation of the South. 

9 Lefler, op. ott, 


Problems of Taxation in Tennessee 


By Cuarres P, Warre, Pa.D. 
Associate Professor of Finance, University of Tennessee, Knoxville, Tennessee 


ECENT financial history in Ten- 
nessee has been characterized by 
rapidly rising expenditures, a sharp 
increase in indebtedness, and a feverish 
search for revenues. In the field of 
taxation the chief features have been, 
first, vigorous opposition to the prop- 
erty tax on the part of certain leaders, 
resulting in legislation providing for its 
repeal after 1981; and second, succes- 
sive diversification of the tax system 
by the adoption of sales taxes on to- 
bacco and gasoline, a net income tax on 
corporations, and a tax on the income 
from certain stocks and bonds. Fi- 
nancial adjustments necessitated by 
the transition from a predominantly 
agricultural to a semi-industrial state 
have been complicated by a Constitu- 
tion adopted sixty years ago. 

From the Civil War almost to the 
present time, per capita expenditures 
of Tennessee have been much below the 
average for the country as a whole. 
During the war the state served both 
as a battleground and as a main high- 
way for competing armies. At the 
close of the war, agriculture, transpor- 
tation, and industry, as well as state 
finances, were almost completely de- 
moralized, thus creating the proper 
setting for a period of protracted 
economy. Extension of State aid to 
banks, railroads, and other forms of 
internal improvements had brought 
disastrous results, and when the reac- 
tion set in, the scope of State activities 
was rigidly limited. Jealous defense of 
local “rights” and an almost universal 
opposition to free publie schools, for 
years kept State support of education 
at a minimum. 

Division of either political or eco- 


nomic history into arbitrary periods 
often leads to false emphasis. In 
spite of this danger, it is possible to 
recognize three main stages in the 
development of State expenditures of 
Tennessee. The first, which is rather 
clear-cut, covers the period 1865 to 
1904 and may be designated the “debt” 
period, during which interest payments 
outstripped all other expenditures. 
The second, less definitely marked, 
extends from 1904 to 1921 and is char- 
acterized by increasing expenditures 
for schools. During the early part 
of the period, pension payments to 
Confederate soldiers and expenditures 
for hospitals and maintenance of 
convicts fell but little below the cost of 
schools; but by 1910 or 1912, expendi- 
tures for schools amounted to more 
than 25 per cent of total disbursements 
and exceeded the next largest expendi- 
ture—pensions—by 50 per cent. The 
third period, from 1921 to. the present, 
is overwhelmingly dominated by high- 
ways, 54.25 per cent of total expendi- 
tures during the six years 1924-1929 
going for highways and highway 
bridges. 


Tas “DEBT” PERIOD 


For almost twenty years following 
the close of the Civil War, the finances 
and the politics of Tennessee were in 
constant turmoil because of a large 
state debt, representing for the most 
part extensions of aid to railroads and 
other forms of internal improvements. 
Questions were raised regarding both 
the legality of the war-time govern- 
ment and the conditions under which 
the debt had been incurred. Finally 
in 1888, after some half dozen pro- 
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posals had failed, an agreement pro- 
viding for a reduction of almost fifty 
per cent was reached and “settlement 
bonds” were issued to take up the old 
obligations. Compared with the cus- 
tomary state indebtedness of the 
present day, the amount seems trivial;! 
but with industry and trade so de- 
moralized, the burden seemed over- 
whelming. 

For at least two decades, attempts 
to expand State activities were feeble. 
Measured by present standards, total 
expenditures also seem trivial, amount- 
ing to only $3,291,301 for the biennium 
1884-1886, and to $8,774,515 ten 
years later.: Until around 1900, pay- 
ments of interest constituted from 
25 per cent to 30 per cent of total dis- 
bursements, followed by criminal prose- 
cution taking from § per cent to 12 per 
cent, hospitals 8 per cent to 10 per 
cent, public schools 6 per cent to 8 per 
cent, and schools for the deaf, dumb, 
and blind 5 per cent to 6 per cent. 


Tas “ScHoo.” PERIOD 


Gradual increases in wealth and 
income were finally reflected in in- 
creased expenditures. Aside from pay- 
ments into the sinking fund, the items 
showing the greatest increase from 1900 
to 1909 were maintenance of convicts, 
public schools, and Confederate pen- 
sions. The greatest interest, however, 
centered around education, and the 
entire period from about 1900 to the 
present has been marked by attempts 
to expand school revenues. The result 
is shown in appropriations for public 
schools, which increased from $1,550,- 
145 for the biennium 1911-1912 to 
#7,949,749 in 1927-1928.* 

1 Before refunding in 1888, the total debt 
amounted to 828,786,000, This was reduced to 
less than $16,000,000 by refunding. 

2 Biennial Reports of the Comptroller of the 
Treasury, 1886 and 1898. 

3 Biennial Reports of the Comptroller of the 
Treasury. These figures do not include ap- 
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Although East Tennessee University 
at Knoxville was designated as the 
State University as early as 1879, the 
State provided no regular financial 
support until 1909, when the Univer- 
sity was granted a certain percentage 
from the general education fund. 
Even then the amount was rather 
nominal, seldom rising as high as 
$100,000 per year, and not until 1917 
was adequate support provided by the 
levy of a special one-half mill tax on 
property. 

Higher education was extended in 
another direction in 1909 by the crea- 
tion of four State normal schools, 
funds for original construction being 
furnished by local governments but 
costs of maintenance and operation by 
the State. Combination of expendi- 
tures for normal schools, public schools, 
and the State University shows that 
from twenty-five to thirty per cent of 
total State disbursements was expended 
for education during the latter part of 
the “school” period. 


Tun “Higoway” PERIOD 


Expenditures for schools have con- 
tinued to increase since 1921, but they 
have been dwarfed by mounting costs 
of highways. State expenditures for 
highways began in 1917, but were held 
within narrow limits for some years 
by a lack of revenues. Aside from 
Federal aid, the chief sources from 1917 
to 1928 were a special property tax and 
motor-vehicle fees, which together 
yielded about $11,000,000 during this 
period. Greater elasticity of revenues 
was provided in 1928, when the prop- 
erty tax was replaced by a gasoline 
tax, which, by subsequent increases in 
rates, now yields more than $10,000- 
000 annually. 

For several years there was vocal 
adherence to a “pay-as-you-go” policy, 
propriations for the State University or the five 
teachers’ colleges. 
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1921 
1922 
1923 
1924 
1925 , 
1926 ) 
1927 
1928 
1929 


(1) Data from Biennial Reports of the Comptroller of the Treasury, 1912 to 1928; thereafter 
from Condensed Financial Statements issued by Department of Finance and Taxation. 


but this was broken down rather early 
by the practice of allowing or requiring 
counties to contribute to the cost of 
roads built within their borders. Most 
of these funds were raised by bond 
issues, and as the burden increased, the 
counties clamored for relief. Remedial 
legislation was enacted in 1927, under 
which the State, since January 1, 
1929, has set aside one cent of the 
gasoline tax to pay the interest and 
principal of $80,000,000 county high- 
way bonds. 

Another breakdown of the “pay-as- 
you-go” policy occurred in 1925, when 
the practice of issuing short-term notes 
was inaugurated. These were made 
payable from current revenues of the 
Highway Department—that is, from 
the gasoline tax and motor-vehicle 
fees, and maturity was limited to five 
years; hence, they were referred to not 
as a debt but as a device for “supple- 
menting” or rather “anticipating” 
‘tax receipts. Succeeding legislatures 
continued the practice, and on June 80, 


1930, outstanding notes totaled $47,- 
200,000. Specific provision for retire- 
ment was made in 1929 by setting aside 
one cent of the gasoline tax after 
January 1, 1981, and another one cent 
beginning January 1, 19385. 

Pressure to complete the primary 
system as rapidly as possible had led to 
the creation of a special debt for high- 
way bridges. The issuance of bridge 
bonds, to be repaid by tolls, was begun 
in 1927, and further increases in 1929 
brought the total amount outstanding 
on June 80, 1980 to $13,850,000. 

Thus we see that highway revenues 
have been increased by four different 
methods since 1922: the adoption of a 
gasoline tax which now stands at five 
cents per gallon; semicompulsory con- 
tributions from counties, resulting in 
the assumption of 880,000,000 county 
highway bonds by the State; the issu- 
ance of short-term notes to the amount 
of $47,200,000; and bridge bonds 
totaling $18,850,000. As a result, the 
increase in highway expenditures has 
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been phenomenal, said expenditures 
rising from $4,664,000 in 1922 to $28,- 
985,000 in 1829, and accounting for 
54.25 per cent of total expenditures 
during the six years ending June 30, 
1929. 

This hasty review of expenditures 
may be concluded by noting the rela- 
tive importance of the various activi- 
ties as shown in Table I, and the trend 
of total expenditures as shown in 
Chart I. In 1912, total disburse- 
ments amounted to $4,128,000. By 
1920 they had increased to $9,216,000, 
and by 1929 to $45,925,000. From 
1922 to 1929, total expenditures in- 
creased 329 per cent; but when costs 
of roads and schools are eliminated, the 
increase 1s only 64 per cent. 


THE REVENU® PROBLEM 


The problem of securing increased 
revenues has been complicated by 
Constitutional restrictions. The Con- 
stitution now in force was adopted in 
1870, and in it are reflected the feelings 


GAT 


and the prejudices of the Reconstruc- 
tionera. The chief provisions relating 
to taxation are as follows: 

(1) All property, real, personal, and 
mixed shall be taxed, but— 

(2) The legislature may exempt 
property held and used for.government 
purposes, or for purely religious, chari- 
table, scientific, library, or educational 
purposes. 

(8) It shall exempt one thousand 
dollars’ worth of personal property 
in the hands of each taxpayer. 

(4) It shall exempt the direct pro- 
duce of the soil in the hands of the 
producer and his immediate vendee. 

(5) AH property shall be taxed 
according to value, so that taxes shall 
be equal and uniform throughout the 
state. 

(6) No one species of property from 
which a tax may be collected shall be 
taxed more highly than other species 
of property of the same value. 

(7) The legislature, shall have power 
to tax merchants, peddlers, or privi- 


TABLE I — Stats Dissugsaments, Fresca, Yaar Enpvrne June 80, 19294 








Per Cent Distribution Amount 
1S) Agriculture... o...on cece ccccccveccccccevcceuceuaveucureneveea $346,134. 07 
15.96 Education, as U. T.. P S OET T E S ET 7,380,591. 27 
1.07 Public Health. . i Ai. Me Seabee gee, AS DOAL 491,471.87 
65.70 Highways.. 200... ccc cece cuecceccce eee 4 ceveeuennees 25,580,815. 47 
7.41 Highway Bridges . . . a... L o aesae cs cee tecuue eae 3,404,800. 00 
1.46 Interest County Highway Bonds” Bue asas Dorr ates KE aaraa 670,762.16 
6.82 Penal and Charitable Institutions. ..... ssesesepan oo re aaar soas 8,132,014. 26 
1.82 Judi ; pts 838,930.34 
1.91 State Debt er crests. a? ier, ae Nite Ae ca ecgvertt ale, arg. CoN g ats wale 876,521.25 
.93 Sinking Fund Bonds and Interest. 427,848.32 
1.70 Confederate Pensions........... Gut EEA A ean E SA wees 779,250.88 
.58 Legislative Expense. ..... 20... cece eee sereo Bes. ea, Wee eA 248,809.30 
1.87 Lands Smoky Mt. Park aad Reelfoot . . 1... .. 630,629.00 
1.900 Administrative. oea aaa aaan £56 Wee Gases URTSA 895,349.38 
.61 Sundry Accounts (State Aid, ete.)... . 62 ee ce ee a 282,052.31 
100.00 Total Actual Expenditures. ..... ... .... Hox $45,924,979.38 
Plus vouchers issued for renewal of notes (Not an expenditure). Wry ean 3,500,000. 00 
Total Disbursements.......0..0 arr cece noras ce tae ee nes ..| $49,424,979. 38 





í From Condensed Financial Statement 1929, Department of Finance and Taxation. 
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leges in such manner as they may from 
time to time direct. 

In accordance with these provisions, 
the State, until very recently, has 
leaned heavily upon the general prop- 
erty tax, supplemented by numerous 
minor occupation or license taxes, 
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of coal and gasoline.’ The relative im- 
portance of the various sources is shown 
for representative years in Table II. 


DIFFICULTIES OF THE Property Tax 


In using the property tax, Tennessee 
has encountered the usual difficulties— 


TABLE 17—Srate RECEPTIS FROM ALL Sourcms® 
Biennial Periods 1900-1902 and 1910-1912 


1900-1902 1910-1912 
Source Per Cent of Per Cent of 
Amount Total Amount Total 
A. Property taxes: 
General property $2,314,659 23,385,388 
Merchants . .. 154,464 201,808 
Public utilities.  . . ...... $98,512 698,844 
Total property.. © nara ween $2,867,635 54.1 $4,286,040 49.1 
B. Privilege taxes: 
j eous businesses. 764,478 1,418,994 
Public utilities... ...0..000 aaa 47,491 23,500 
Special businesses. . 17,259 16,178 
Total privilege... $829,228 15.7 | $1,458,672 16.6 
C. Insurance companies and agen 839,449 6.4 669,408 Te 
D. Inheritance taxes..  . luses oa 71,878 1.4 299,488 3.4 
E. Fees: i 
Charters... o. oe o sorier cece 66,523 148,095 
Filing corporation reports. . 146,087 
Coal oil inspection 74,210 118,564 
All others.. ..... 1... 00. 18,886 71,977 
Total fees.. . 2 .. ww, $159,619 8.0 $484,728 5.5 
F. Charitable and penal institutions: 
Maintenance of convicts . 922,665 1,041,361 
All other. ... cca ve we P48 224,226 
Total institutions $922,665 17.4 $1,265,587 14 5 
G. All other sources. 106,057 2.0 276,155 3.2 
Grand total.. =. wae wean 85,296,031 100.0 $8,735,068 100.0 


commonly referred to as privilege 
taxes. The chief non-tax revenues 
have been derived from maintenance 
of convicts which first became impor- 
tant about 1896-1900; from receipts 
from charitable institutions, mainly 
hospitals; and from fees for inspection 


the almost complete failure to reach 
personal property—especially intangi-~ 


© Although classified as “fees,” these inspec- 
tions in 1980 yielded revenues of almost $1,000,- 
000 in excess of the cost of collection. 

s Classified by the writer on the basis of data 
given in Biennial Report of the Comptroller of 
the Treasury, 1918-1920, pp. 246-249. 
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bles—competitive undervaluation be- 
tween counties, deliberate or accidental 
discrimination, and the failure of 
equalization machinery to “equalize.” 
These defects were readily overlooked 
so long as State heeds were small, but 
as rates were increased they were 
forced sharply into the foreground, and 
in 1919 a complete reassessment was 
undertaken. Assessed valuations were 
thus increased by more than $1,200,- 
000,000, tax rates were cut in half, and 
many inequalities in assessment were 
wiped out. But attempts to finance 
enlarged programs for schools and 
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second administration, property taxes 
were cut to twenty-five cents, and 
a ten per cent sales tax was imposed 
on tobacco with the proceeds ear- 
marked for schools. All the new 
levies are considered to be taxes on 
“privileges” and thus justified under 
the Constitutional clause referred to 
above. 

What may prove to have been the 
final fight against the property tax was 
waged in 1929 under Governor Henry 
H. Horton, who advocated its elimina- 
tion as a source of State revenue and 
the adoption of a general sales tax or 


TABLE IN—Mar Tax Sovrces, 1929 anD 1980 






Motor vehicles. . 

Property tax. 

Tobacco tax. . Me & tk 
Insurance companies and agents 
Privilege taxest . .. 
Coal oil and mspeztion fees . . 
Corporate excise... 
Income tax on stocks and bonds. . 


* Figures are for calendar year. 


1930 










$6,342,808 
4,288,420* 
3,352,628 


$10,165,728 
4,811,982 
8,327,391 
1,971,841 
1,608,364 
1,197,294 
1,027,744 
992,818 
571,962 
326, 790t 






513,732 





t Covers only collections through county court clerks, which, however, include by far the greater 


part of privilege taxes. 


$ Decrease in 1680 due in part to change from monthly to quarterly system of collections. 


roads threw greater and greater bur- 
dens on property, total levies for State 
purposes rising from $3,633,000 in 
1918 to $6,281,000 in 1922.7 

At this juncture, the movement to 
broaden the tax system bore fruit under 
the able leadership of Governor Austin 
Peay. At the beginning of his first 
term, in 1928, property rates were cut 
from thirty-six cents to thirty cents, 
and two new taxes imposed—a gasoline 
tax of two cents for highway purposes, 
and an excise tax of three per cent onthe 
net income of corporations. In his 


T First Biennial Report of the Tar Commies- 
stoner, pp. 812-318. 


turnover tax in its stead. The leg- 
islature in regular session refused to 
approve either proposal, but on be- 
ing called in special session in De- 
cember, 1929, voted to repeal the 
property tax to take effect January 1, 
1981. 

Thus, the chief developments since 
1922 have been the relief of property 
and greater diversification of the tax 
system. As previously indicated, dur- 
ing the biennium 1900-1902, 54 per 
cent of all State receipts exclusive of 
borrowing were derived from taxes on 
property. By 1910-1912 the propor- 
tion had fallen to 49 per cent; by 1922, 
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to 40 per cent; and by 1928, to 15 per 
cent. The extent of diversification 
may be noted by comparing Tables I 
and ITI, the latter showing the amounts 
collected from the most important 
tax sources in 1929 and 1930. Of the 
ten sources listed in Table UI, four 
were not utilized prior to 1923, and 
these four in 1980 yielded approxi- 
mately fifty per cent of the total tax 
revenue of the State. 


CRITIQUE OF THE Tax SYSTEM 


The chief advantages and disad- 
vantages of the present tax system 
may be noted briefly as follows: 

(1) Because of the legislation en- 
acted since 1922, the system is now 
fairly well diversified. With taxes on 
corporate income, tobacco, gasoline, 
inheritances, gross premiums of in- 
surance companies, income from stocks 
and bonds, and so forth, the State is 
assured of a fairly stable revenue, and 
the greater part of the population is 
reached in some way. 

(2) There is a greater reliance upon 
“ability to pay,” since the enactment 
of the corporate excise in 1928 and in- 
come tax on stocks and bonds in 1929; 
but there is still no element of progres- 
sion except in the inheritance tax. 
Corporate income is taxed at a flat 
rate—three per cent—and properly so; 
the tax on stocks and bonds is also a 
flat rate—five per cent—which is 
probably justified in the absence of a 
general personal income tax, and in 
view of the fact that it was intended as 
a substitute for a property tax on 
such investments. On the other hand, 
the tobacco tax, which is referred to as 
a “voluntary” luxury tax, is distinctly 
regressive; for the rates on cigars and 
manufactured tobacco are ten per 
cent, on cigarettes whose intended 
‘sales price is more than one cent per 
cigarette, twenty per cent, and on all 
other cigarettes, one fifth of one cent 
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each. This results in an ad valorem 
rate of twenty-five to thirty per cent 
on the cheaper grades. 

(8) There can be no question that 
automobile owners are bearing their 
proportionate share’of the burden. 
Taxes on gasoline and motor vehicles 
together accounted for more than fifty 
per cent of total State tax receipts in 
1929 and 1930, and this does not tell 
the whole story, since the major part 
of bridge tolls and inspection fees on 
coal oil and gasoline is finally paid by 
automobile owners. The gasoline tax 
now stands at five cents per gallon, 
which, at present prices, amounts to an 
ad valorem tax of from twenty to 
twenty-five per cent. 

(4) It is entirely possible that rates 
on tobacco have been pushed beyond 
the point of maximum yield. No one 
knows, of course, the extent to which 
“bootlegging” and evasion have been 
stimulated, but it is well known that 
“out-of-the-state”’ concerns advertise 
interstate shipments direct to the 
consumer. Such sales, of course, can- 
not be taxed. 

(5) Corporations are taxed on both 
income and property, while other forms 
of business organization are taxed only 
on property, thus creating a certain 
amount of discrimination. 

(6) The yield of the inheritance tax 
has been low as compared with that 
of other states, which is probably 
accounted for by the weakness of local 
administration. Centralized adminis- 
tration was provided in December, 
1929, but the results cannot yet be 
determined. 

(7) The chief defect of the system as 
a whole is the scarcity of funds for 
general State activities. The tobacco 
tax is earmarked for schools, but pro- 
vides only a fraction of the amount 
required, while the gasoline and motor- 
vehicle tax are devoted to highway 
purposes. Thus, only about forty per 
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cent of total tax revenues in 1930 is 
available for general purposes. 
FUTURE PROBLEMS 
The legislature in 1929 displayed 


considerable enthusiasm in making’ 


appropriations, but was reluctant to 
increase taxes. Adjournment was fol- 
lowed by rumors of a threatened deficit, 
which in turn were followed by the 
summons for a special session. The 
chief results of the special session were 
slight increases in the tobacco tax, 
transfer. of the inheritance tax from 
county to State officials, repeal of the 
property tax to take effect January I, 
1981, and authorization of $5,000,000 
emergency notes.® 

The success of these emergency 
measures is not yet known. It is ob- 
vious, however, that the immediate 
problems to be faced by the legislature 
in January, 1981, are to provide for 


retirement of the emergency indebted-. 


ness carried over from the present 
biennium, which may run from $2,500,- 
000 to 85,000,000, and second, to find 
some new source of revenue to replace 
approximately $8,500,000 lost by the 
repeal of the property tax. 
Opportunities for meeting these 
problems seem rather limited. The 
most productive fields for special sales 
taxes are already covered by the gaso- 
line and tobacco taxes. Amusements, 
soft drinks, and cosmetics must be 
admitted as possibilities, but if the 
small yields from special taxes on malt 


8 At the time of writing, only half of the' 


authorized amount has been issued. 
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and carbonic acid gas can be taken as 
a guide, not much help can be expected 
from these sources. Severance taxes 
hold little promise, for the value of 
mineral production seldom exceeds $40- 
000,000 per year. Gross receipts taxes 
on public utilities appear more promis- 
ing, but the main choice seems to lie 
between a general sales tax and a 
personal income tax. 

Public opinion as to the relative 
merits of the income and the sales tax 
is difficult to gauge in the absence of 
organized support of either. Opposi- 
tion to the latter in 1929 was both 
vigorous and vocal, but a similar 
storm might have been provoked by the 
proposal of an income tax. ‘The chief 
obstacle to an income tax seems to be a 
doubt regarding its constitutionality. 

Taking a long-run view, the major 
problem is that of providing adequate 
funds for general or social activities of 
government. ‘The highway program, 
which has accounted for the great bulge 
in expenditures, is well on the way to 
completion. To carry out the pro- 
gram, a debt of approximately $91,000,- 
000 has been created; but unless this is 
increased, present highway revenues 
appear adequate to maintain the 
system and retire the debt within a 
period of fifteen to twenty years. 
Important strides have been made in 
the development of schools, health, and 
conservation, but an immense job re- 
mains to be done; and the danger, if 
there is one, is that the less spectacular 
but nevertheless vital activities may be 
neglected. i 


The Changing Political Philosophy of the South 


By H. C. Nrxon, Px.D. 
Associate Professor of History, Tulane University, New Orleans, Louisiana 


HE egrarian-mindedness of the 

South has been seriously shaken by 
the recent spread of industrialization, 
and verity may not abide with Hol- 
land Thompson’s comment that this 
section “has not yet developed an in- 
dustrial philosophy.” ! Ever since the 
Civil War the captain of industry or 
finance has been gradually supplanting 
the country gentleman as the idealistic 
pattern for the aspiring youth of the 
South, while the changes since the 
World War have strengthened the at- 
titude that industry is something to 
be entered and that agriculture is 
something from which to escape. 
There are southern college professors 
in the realm of the social sciences who 
are amplifving the earlier gospel of 
De Bow’s Review, of New Orleans, that 
industrialization is not only good for 
the South but is also the salvation of 
southern agriculture itself. 

This shifting of agriculture in the 
scheme of importance to a status 
secondary to industry is accompanied 
by a factory-hunting policy that does 
not disprove a New York World opinion 
that the “sudden growth of textile 
factories in the South has had too much 
influence on a number of state legis- 
latures.”? This quoted statement 
might be modernized by adding power 
utilities to textile factories, and news- 
papers to legislatures. The charge of 
discouragement of industry or of 
scaring away investments is becoming 
a point on which Southern political 
leaders have to be careful. 

1 The New South, p. 116, New Haven, 1921. 


4 Villard, O. G., in the Nation, June 25, 1980, 
quoting the Wo-ld, August 25, 1924, 


CHANGE IN TARIEF ATTITUDE 


The South’s traditional tariff atti- 
tude, as a point of solidarity, is threat- 
ened. Al Smith had no trouble in the 
South in 1928 because of his wide de- 
parture from “tariff for revenue only.” 
As Professor Jacob Viner has observed, 
“the growing industrialization of the 
Southeast has brought with it the 
tariff attitudes of the older indus- 
trialized areas.” As he further adds, in 
spite of the general disadvantages of 
the protective system to~-the South, 
“the gains come in concentrated 
parcels to well-organized groups.” 3 

In addition to the trading of tariff 
votes by Louisiana and Florida for 
protection for sugar and citrous fruits, 
the South is offering original tariff 
support through the rise of the cotton- 
seed oil and peanut industries, with a 
petroleum association in Texas also 
joining a voice to the chorus. The 
influence of Carolina manufacturing 
interests was reflected in the making of 
the last tariff bill, and an Alabama Ku 
Klux Klan senator gave an occasional 
vote in accord with the wishes of 
multimillionaire industrialists of his 
own state. The Baltimore Manu- 
facturers Record is emphasizing its 
half-century support of tariff protection 
for the South, and a casual editorial 
word for protection, more or less 
qualified, is to be found at times in 
the press of Dallas or Birmingham. 
But the South is far from “sold” on 
the tariff, at least in commercial cen- 
ters in depression days. The Atlanta 
Constitution was not alone in denounc- 

3 Century, winter number, 1980, p. 53. 
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ing the Hawley-Smoot bill and assum- 
ing “that the profiteering industrialists 
have controlled Congress.” 4 

Southern philosophical respect for 
States’ rights has been weakening un- 
der the pressure of economic need and 
the influence of Federal aid. A south- 
ern governor was quoted a few years 
ago as saying that he was brought up 
on the doctrine of States’ mghts, but 
has learned that the cotton boll weevil 
did not recognize state boundaries. 
It is a case cf condition modifying 
theory. The seeking of Federal aid 
for southern highways, flood control, 
barge service, or cotton marketing, 
is only one aspect of the southern 
policy of looking northward for public 
and private funds for economic, sci- 
entific, and cultural development. 

To this policy, implying in many 
ways a limiting of State powers, the 
articulate South has become more and 
more reconciled since the days follow- 
ing the Civil War. A certain pro- 
phetic significance is thus attached to 
an unsigned article in De Bows Re- 
view, May, 1868, which strongly in- 
dicted the ante-bellum statesmanship 
of its section for overworking the Con- 
stitutional arguments of States’ rights 
and hindering the coming of capital, 
industry, and transportation facilities 
to the South. The suggested change 
in attitude and policy has in a large 
degree taken place. 

A case might be made for the thesis 
that southern championship of na- 
tional prohibition was in part a middle 
class achievement in scrapping States’ 
rights under the spur of economic 
efficiency and over the opposition of the 
once powerful gentlemen of the old 
school. The old doctrine of particu- 
larism, in the South as in the North, 
is kept alive chiefly as a defense mecha- 
nism by scattered social and economic 
groups. 

1 Editorial, June 8, 1930. 


PAT 


REPUBLICANISM GAINING IN THE SOUTH 


The spread of industrialism and its 
accompanying financial integration in 
the South is also correlative with a 
declining interest in political Bryanism. 
Populistic doctrines have found less 
permanency in the South than in por- 
tions of the West, for though still 
largely agrarian, the twentieth-century 
South is not radical, but reflective of an 
increasing kinship with eastern eco- 
nomic orthodoxy. La Follette polled 
only about two per cent of his popular 
vote in 1924, for President, in the eleven 
ex-Confederate states, or a smaller 
total in these states than he received 
in New Jersey and a much smaller vote 
than that cast for Coolidge in Texas 
or Tennessee or North Carolina. 

Tt is the conservative rather than 
the “progressive” wing of the Re- 
publican Party that is spreading in the 
South, the increase applying to votes 
as well as to party faith. Will Rogers, 
in one of his humorous homilies last 
June, found a point in noting the ex- 
tensive census gains of southern in- 
dustrial centers, with the comment that 
“the Yankees are swarming into the 
South like locusts” and that “the 
rascals bring their Republican politics 
with ’em.” In many manufacturing 
districts of the South it was becoming 
rather respectable to be a Republican 
before 1928, and Hoover’s southern 
vote was caused partly by an inter- 
locking of industrialism and Repub- 
licanism in the newer regions, where 
important interests sought insurance 
against upsetting the applecart of 
prosperity. 

That factor must be recognized 
with all due respect or allowance for 
the noneconomic aspects of the re- 
ligious and prohibition issues. By no 
other token can it be adequately ex- 
plained why the new South regions, 
with extensive population gains and 
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industrial progress, turned to Hoover, 
while the comparatively static old 
South sections supported Smith. 
Hoover captured the fast growing 
districts of Houston, Dallas, Birming- 
ham, Atlanta, Richmond, and Chat- 
tanooga, while Smith carried the old 
and comparatively slow centers of San 
Antonio, Galveston, New Orleans, 
Mobile, Montgomery, Savannah, and 
Charleston, with the growing old river 
town of Memphis. 

Politics may be a bag of traditions 
in the older portions of the South, but 
it is being penetrated by an industrial 
economy in the newer sections, with a 
geographic cleavage manifest within 
and across state lines. The transition 
might be interpreted as a change from 
one conservative outlook to another. 

The southern industrial element, 
dynamic and articulate, is registering 
an influence toward change in the 
meaning and the spirit of government 
as against the rather political and 
theoretical conceptions of the country 
lawyer. This tendency is illustrated 
by the fact that some of the most 
successful and constructive southern 
governors in the century came to office 
from a business or industrial back- 
ground and without formal legal train- 
ing. Examples are: Byrd of Virginia, 
Parker of Louisiana, and Comer and 
Kilby of Alabama—men of action 
rather than of exposition. 

Under such influences, business 
methods in government tend to get 
the right of way over the ideas of 
checks and balances, and governmental 
functions tend to expand in response 
to social or business needs, with a cen- 
tralized limitation on county autonomy 
and elected county officials. In fact, 
economic pressure is lending weight in 
different parts of the South to a rather 
continuous discussion of reform and 
even of consolidation of units in the 
realm of county government, which is 
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an important item in this section. 
Government tends to become an agent 
of industrial prosperity, with urban 
elements modifying the agrarian con- 
tent of politics. Even professional 
politicians, attaining power to exploit 
government, do so in the name of 
“progress.” 


INDUSTRY AFFECTS POLITICAL 
PHILOSOPHY 


The business class political philoso- 
phy of the new South is broad enough 
to include programs of highway im- 
provement, educational expansion, and 
health regulation. But it does not 
embrace any comprehensive challenge 
to laissez faire ideas in the sphere of 
relationship between capital and labor, 
and the section is lagging in social sup- 
port of such matters as effective child 
labor regulation and compensation 
legislation. The Civil War destroyed . 
the southern landed aristocracy that 
might have injected a touch of benevo- 
lence into the public attitude toward 
industrial labor as did the British 
landed nobility m the nineteenth 
century. 

And, on the other hand, the South 
has a shortage of philosophical radi- 
cals as well as of political and in- 
tellectual liberals, aside from a few 
carpetbag reformers and native hang- 
ers-on. When a university professor, 
not a chamber of commerce secretary, 
wrote a recent book, The Advancing 
South, he had to use loose labels, scout 
widely in time, space, and occupations, 
and then use a few hidebound con- 
servatives to round out his “advanc- 
ing” team. 

Industrial labor has not yet found a 
niche in southern political philosophy, 
and the individualistic spirit is strong 
in a realm of threatening social prob- 
lems. As Victor Clark observes, cot- 
ton mills have done “more to revolu- 
tionize the social standards and perhaps 
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the real political creed of the South 
than any other single branch of in- 
dustry,” ® but Gastonia seems to show 
that the industrial South has yet to 
pass from the labor views of Hayes or 
Cleveland to those of Roosevelt. 

The shift toward social control in 


this sphere is rendered the more dif- 


ficult by the frontier or agrarian en- 
vironment from which the textile 
labor supply is largely drawn. As to 
Negro labor, it is still rather effectively 
subject to the laissez faire system which 
it entered upon passing from slavery, 
with the white voters and employers 
of the uplands lacking somewhat the 
sympathy of the former masters of the 
low country. The courting of in- 
dustrialism may prove as detrimental 
to the freedom of thought in an im- 
portant social realm as was the de- 
fense of slavery in former days, with 
a smokestack aristocracy becoming as 
sensitive at vulnerable points as was 
the former landed aristocracy. 

The American transfer of emphasis 
from political life to economic life 


' has been true in the South since the 


Civil War and more particularly since 
the World War. This shift has oc- 
curred in spite of the background of 
political-mindedness in Dixie, and it 
has been due to the southern eco- 
nomic revolution with its arresting 
attention, to the decline of southern 
political power in the Nation, and to 
the modification of spirit and attitudes 
by the transfer of social dominance from 
the old plantation regions to the in- 
dustrial regions of shorter traditions, 
of less cultural history. 

Hence, politics itself often becomes 
a business—a business of gain, even 
graft—instead of just the means for 
control of public policy on the part of 
8 social group. Cases in point can be 

* History of Manufactures in the United 
States, 1860-1914, p. 187, Washington, D. C., 
1928. 
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found in the political exploitation of 
highway funds in Southern states, 
which has led to southern praise of 
Federal control as a means of escape. 
In statesmanship and political thought, 
the present South is relatively inferior 
to the old South as compared with 
trends in other sections, and there is 
something in James Southall Wilson’s 
surmise of a rotation of crops in the 
region from statesmen to literati.’ 

Furthermore, a disproportionate 
number of the old South offspring 
hold high and low positions as officers 
in the United States Army. If the 
amateur spirit of the South has not 
been killed by industrialism, it has 
nevertheless been largely driven out 
of politics; and Bobby Jones declines 
to be a candidate for Congress in a 
center where politicians were recently 
commuting between the city hall and 
the chain gang. 

It is not widely erroneous to venture 
the generalization that the two out- 
standing and circumscribed poles in 
southern political ideas and practice 
were, in a certain popular sense, strik- 
ingly typified by the Texas Democratic 
run-off primary for the gubernatorial 
nomination in 1930, in which the voters 
had to choose between Sterling and 
Ferguson, between a big business man | 
and a big spoilsman (and wife), be- 
tween business politics and spoils 
politics, perhaps between honesty and 
dishonesty in government, but with 
no chance to support a broad social 
program. Similar parallels can be 
found in other states, for the new South 
is yet to have a Governor Wilson, 
a Governor Pinchot, or a Governor 
Roosevelt, either Theodore or Franklin. 


ÅCADEMIC RESEARCH IN THE SOUTH 


The southern scene, under the in- 
fluence of industrial change, offers 


t Firginia Quarterly Review, pp. 553-560, 
October, 1929, 
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opportunities for explorations on the 
part of political and social scientists, 
opportunities that are not entirely 
neglected. North Carolina is becom- 
ing the Wisconsin of the South, with 
a state university that is sponsoring 
investigations, and publications which 
turn the light on industrial and political 
conditions in the Carolinas and the 
South, with the subjects of study includ- 
ing living standards in mill villages and 
the general level of wages and incomes. 

Other commonwealths and univer- 
sities, including Virginia, are following 
suit, though the University of Alabama 
is not alone in stressing a commerce 
school to the comparative neglect of 
disinterested social studies, and one 
might wish that southern independent 
endowed institutions were more alive 
to scientific observation of the social 
conditions and developments of the 
region. It is hardly too much to say 
that Vanderbilt University has lost 
much of its status of academic leader- 
ship in a large part of the South through 
the neglect of aggressive pioneering 
in the sccial sciences. 

Among the serious journals in the 
south dealing in part with political 
thought must be mentioned Social 
Forces, the South Ailantic Quarterly, 
the Virginia Quarterly Review, and 
the Southwestern Political and Social 
Science Quarterly. These are vehicles 
of southern and national discussion, 
with much stimulus from the industrial 
tide and with a moderately critical 
frankness that suggests a southern 
shift from rejection to acceptance of 
Walter Hines Page’s early reform 
dreams, if only as a sort of academic 
entering wedge. They collectively 
constitute something of a substitute, 
with a difference, for the expositions 
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of the ante-bellum political patriarchs 
ranging from Jefferson to Calhoun. 

There are a few newspapers that, in 
a conservative way, reflect a scholarly 
flair toward governmental issues in a 
new age; among them, the Richmond 
Times-Dispatch, the Dallas News, and 
the Chattanooga News. 


CONCLUSION 

Individualism is yielding gradually, 
not rapidly, to social thought in 
response to the impact of industrialism 
on the agrarian civilization of the South. 
The sickness of King Cotton is causing 
both cotton manufacturers and cotton 
farmers to wrestle with the problem of 
economic recovery through organiza- 
tion—a method which has been sadly 
lacking among both groups. 

The realization of the comparative 
inferiority of wages and incomes in the 
South is stimulating a drive to expand 
labor unionism in this section, and 
candidates for public office in industrial 
districts are finding it profitable to 
appeal to labor. 

The new social attitude is finding ` 
reluctant reception in high places, 
and, as a scholarly gentleman with an 
old South heritage once remarked 
about himself, many a Southerner 
would personally much prefer the 
freedom of laissez faire individualism, 
but is realizing that such a system will 
no longer work. 

The new industrialism of the South 
is producing a critique of itself, but 
this critique is partly an attempt to 
salvage a modicum of the old South 
ways of life, partly a socio-scientific 
cry for a new day, and in either case a 
minority voice in the face of a philoso- 
phy of progress that is not distinctly 
divorced from exploitation. 


The South’s New Industrialism and the Press 


By Marx Eraman 
Managing Editor, Tae Macon Telegraph, Macon, Georgia 


PEAKING in July of 1930 before a 

civic organization, the president 

of one of the largest industrial corpora- 
tions in the South said: 


Until recently, there existed here in the 
South, in our industrial plants, the most 
wonderful spirit of understanding and 
sympathy between employers and em- 
ployees. I do not believe that the condi- 
tion could have been duplicated anywhere 
else in the world. Employers and em- 
ployees were men and women of the same 
blood, actuated by the same ideals and 
moved by common impulse. The situa- 
tion was unique and the economic and 
social problems incident to the industrial 
development in a comparatively virgin 
territory were being quietly, peacefully and 
successfully worked out. 

More recently, forces and influences have 
been at work on this situation that are new 
to our thought and experience. There is 


_ hardly any need in this presence to be more 


specific or to take the time to call attention 
to the unfortunate disturbances that have 
occurred here in the South, beginning with 
the Gastonia affair and followed by others, 
practically all of them ending, as is usually 
the case, with either bloodshed and death, 
or at its mildest, in the disruption of happy 
and peaceful relations existing in the com- 
munity. 


If one is allowed two reservations, 
one which questions the “common 
impulse” and one which questions 
whether the social and economic prob- 
lems involved in our new industrialism 
were being “successfully ” worked out, 
then one may credit as truth every- 
thing the manufacturer said. 


SOUTHERN EDITORS AROUSED 


Forces and influences new to the 
thought of the industrial magnates 
have come into play in the South since 


New England’s textile industry began 
its hegira to the Piedmont escarpment 
to take advantage of the great reser- 
voir of cheap labor. Among those 
forces were the newspapers of the 
South, aroused to the danger of the 
new industrialism by what happened at 
Gastonia and Elizabethton. For fifty 
or sixty years, as long as the mill 
workers themselves were docile, the 
newspapers were not particularly exer- 
cised over the social implications of 
industrialism. But what transpired 
at Gastonia and Elizabethton gave 
them warning and caused a definite 
crystallization of the opinions of those 
southern editors who are accustomed to 
discuss issues more vital than the price 
of beans in Abyssinia or the beautifica- 
tion of highways. 

While it is still true that the over- 
whelming majority of southern news- 
papers, if one includes the weeklies, 
have indulged in little or no discussion 
of the social and economic ramifications 
of industrialism, one may find ani- 
mated differences among those which 
have been articulate. There is a wide 
fissure, with those who advocate the 
cause of the mill workers on one side, 
and those who advocate the cause of the 
mill owners on the other, dating largely 
from the troubles in Tennessee and 
North Carolina. 

It need not be said, perhaps, that the 
South’s “new industrialism”’ is largely 
a textile industrialism. Power devel- 
opments such as those in North Caro- 
lina, in the mountains of north Georgia, 
and at Muscle Shoals in Alabama, have 
brought us opportunities for greater 
utilization of the elements for manu- 
facturing. All over the South one may 
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find new factories, mostly small, utiliz- 
ing chiefly the raw products of local 
communities. There has been no great 
movement of general industries to the 
South, because there is no occasion for 
general industry to move. The textile 
manufacturers had a different situa- 
tion. Harassed by strikes in the 
North, they were offered a new supply 
of labor that knew nothing of organiza- 
tion and was glad to get whatever 
wages might be offered, plus a base 
closer to the source of raw products. 
Adequate power, realized only in the 
past few years, plus the labor situation 
and the differential in haulage of 
product, brought us a definite advan- 
tage in textile manufacture. 

The new industrialism will continue 
to be preponderantly textile. South- 
erners realize also that it will not move 
south of the Piedmont escarpment; 
that, except for such specialized in- 
dustries as fruit canning and naval 
stores, there will be no great industrial 
development on the coastal plains; 
but they know also that what happens 
on the Piedmont Plateaus will pro- 
foundly affect the course of their lives. 

Before Gastonia, the newspapers had 
contented themselves with spurring 
and applauding chambers of commerce 
into greater activity in securing in- 
dustrial plants and thanking Provi- 
dence that the South was not afflicted 
with radicals. Editors had accepted, 
without question, the'tradition that 
the cotton mills were instituted in the 
South after the Civil War to take care 
of unfortunate white people. Many of 
them were entirely apathetic to the 
condition of the people employed in 
the mills, because they regarded them 
as fortunate in having anything to do 
at all, and the money they made as 
just so much more in the community 
pocketbook. That the attitude of an 
employer who put 57 varieties of social 
agencies to work in his mills was en- 
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tirely benevolent, was simply accepted. 

But Gastonia shocked southern edi- 
tors out of their apathy. It presented 
to them the possibilities for unrest, 
for lawlessness, for communism— 
which is a bugaboo in the South as 
elsewhere—for economic disturbances 
occasioned by idle factories, and for 
social and economic injustice. Driven 
by a dawning consciousness of what 
might happen to the South if its indus- 
trialism were to repeat the history 
of Fall River, Lawrence, and Passaic, 
editors began to agitate, to take sides, 
and some of them to demand of mill 
owners that they make such manifes- 
tations as Gastonia unnecessary and ' 
impossible. 

It has been fear of consequence, 
rather than any natural affection for 
the mill worker, that has agitated the 
southern press. It is the realization 
that, no matter how much we may have 
yearned and panted after a develop- 
ment that substitutes weekly wages for 
paltry seasonal cash, we shall have 
lost in the exchange if we give the 
peace and quiet, the homogeneity and . 
the essential friendliness of our com- 
munities for an industrialism that fore- 
bodes labor troubles with attendant 
riots and bloodshed because its wages 
are the lowest paid in any industry; 
because its hours are longest; and 
because it employs, almost universally, 
the system of herding its employees 
into villages over which mill govern- 
ment, rather than civil government, is 
supreme. 


Press UNFAVORABLE TO LABOR 
UNIONS 


In all candor, also, it must be said 
that there is no essential sympathy, 
even among the more socially inclined 
editors, for the textile union. They 
conceive it to be the puniest, poorest- 
brained of the labor unions. They 
did not regard it seriously at all until 
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the American Federation of Labor 
threw its force behind it and virtually 
took over direction of its operations in 
the South. 

The indifference to unionism is not 
confined to the textile unions. Labor 
is a factor only in the larger cities, 
because, since there has been no con- 
centrated industrialism, there has been 
no labor force. The country has been 
preponderantly agricultural. The peo- 
ple have been so strongly individual- 
istic that labor unions have not thrived 
nor enjoyed power. Not even agri- 
culturists have been able to organize a 
codperative successful enough to be 
compared even remotely with the 
cotperatives of California. Labor 
unions have not been a force either for 
action or for propaganda. Even in the 
endeavor to organize the mill workers, 
they have demonstrated an ineptitude 
at employing their weapons and pre- 
senting their cause. 

Editors had rather not see the unions 
come. They would much prefer to 
see the manufacturers do what mani- 
festly must be done to meet the stand- 
ards of economic and social justice 
without having to be forced into it. 
But as The Macon Telegraph observed, 
“if the Southern industrialists do 
voluntarily what ought to be done, 
they will have displayed a brand of 
intelligence superior to that exhibited 
by any other group of industrialists in 
the recent history of the world.” 
Hence, some of the editors have em- 
ployed the threat of union invasion as a 
prod to the manufacturers. 

The agreement recently reached, to 
abolish night work for women and 
children and to limit working hours to 
fifty-five a week, indicates that the 
manufacturers are willing to make con- 
cessions to forestall labor’s demands. 
But the harder-headed editors realize 
that these concessions are only pre- 
liminary; that the mill owners must go 
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much farther if they are to avert 
trouble. They realize, too, that when 
discussion of mill villages and higher 
wages is reached, the manufacturers 
will be stubborn and reluctant and 
may even decide to turn and fight 
rather than yield. 

Where the advocates of the mill 
workers’ cause may be found when that 
time comes, was recently set forth by 
George Fort Milton, of the Chattanooga 
News. He said: 


When the time comes—and there are 
symptoms of its beginning—be not un- 
heedful of the mghts of Labor. A low 
wage scale will not prove an unmixed boon 
to the South. If we do not protect our 
working men and women, who can prophesy 
the future of the South? 

As in all great controversies, the equities 
are often mixed. Labor has no right to do 
violence, to sabotage machinery, to intimi- 
date fellow-workers, or to disturb the peace. 
Yet it has other rights; those of collective 
bargaining and of recompense for toil 
somewhat proportioned to the skill and 
toil entailed. From an economic stand- 
point, the future of the South depends as 
largely on justice for workers as on any 
other things. 

We may with propriety proceed from the 
labor problem to the more general one of 
industrialization. There is no use to say 
that mdustrialism is good or bad. The 
South cannot escape it, even if this were de- 
sirable. The question involved is: Shall 
the people of the South be the servants or 
the masters of the machines? 


CONFLICTING VIEWS 


Besides Mr. Milton’s Chattanooga 
News and The Macon Telegraph, sev- 
eral other newspapers have been out- 
spoken in the attitude that if mill 
owners themselves did not take the 
initiative in bringing about a revolu- 
tion in the industry, it was inevitable 
that they would be responsible for 
distressing conditions that might come. 
These are The Montgomery Advertiser, 
the Greensboro News, the Asheville 
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Citizen, the Raleigh News and Observer, 
and the Norfolk Virginian-Pilot. On 
the positive side, they have urged 
recalcitrant manufacturers to support 
the more enlightened manufacturers 
who are endeavoring to set in motion 
reforms to clean up shoddy economic 
conditions and to make possible better 
social conditions. They have ap- 
plauded the organization of the Textile 
Institute, which makes research into 
the industry’s problems and is endeav- 
oring,, with some success, to bring it 
out of chaos; they have advocated the 
elimination of night work for women 
and minors as both a social and an 
ecopomic menace; they have urged 
more stringent child-labor laws to 
force backward mull managers into 
obedience to community sentiment; 
and they have indulged in frank dis- 
cussion of the mill-village system. 

On the other hand, a few outstanding 
southern publications have championed 
the cause of the manufacturers without 
reservation. The Manufacturers Rec- 
ord, for instance, which enjoys a large 
circulation and almost reverential def- 
erence among southern industrialists, 
has been able to discover nothing but 
sweetness and light and beneficence in 
what has been going on in the South in 
the past decade. The Charlotte Ob- 
server has been belligerently hostile to 
anybody who dared to criticize the 
idyllic existence that might be found 
in an industrial community, and has 
referred contemptuously to those who 
have felt concern that that existence 
might not be as idyllic as it could be. 
As late as October 20, 1930, there could 
be found editorial reference by the 
Observer to “long-haired philanthro- 
pists from the North tearfully con- 
cerned over the sad fate of children who 
were working in the cotton mills.” 
This reference was to those who en- 
deavored, in 1912, to organize textile 
workers of North Carolina, when, to 
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quote the Observer, “the North Caro- 
lina manufacturers had taken the lead 
in securing the enactment of labor laws 
that served as a model for the nation.” 
The Observer confesses that at that 
time, it “made a strenuous effort to 
divert their attention to the child 
labor in the sugar-beet fields in the 
West.” The Observers attitude is 
still the same. It remains confident 
that the manufacturers will continue 
in the lead to enact model labor laws, 
and it finds unction in conditions that 
are less than ideal elsewhere. 


Communistic INFLUENCE SEEN 


The Atlanta Constitution has shown 
little concern about the social implica- 
tions of drawing thousands of raw 
workmen down out of their mountain 
and hill homes into the maws of great 
machines. It has shared the Charlotte 
Observer’s contempt for northern re- 
formers; it has been vigorous in its 
denunciation of communism, and, 
whether deliberately or not, it has set 
up a mental affinity between commu- 
nism and agitation for social and eco- 
nomic reforms affecting mill workers. 
Recently, when a writer for the New 
York Herald-Tribune made a survey of 
southern industrial conditions, the 
Constitution took him into its editorial 
sanctum for a thrashing: 

In the main [says the Constitution] 
Allen Raymond attempts to be graphic and 
philosophic, but he cannot wholly lay aside 
the blue spectacles worn by professional 
Northerners when they scan the South. 
His views are highly colored by the eco- 
nomic and social prejudices that seem 
inseparable from a Northern mind dealing 
with Southern labor and living condi- 
tions. ... 

Mr. Raymond is altogether too cocksure 
and inclusive. ... 

The new mills and their villages, offering 
better living, schooling and social ambi- 
tions. have been of great benefit to many 
thousands of families who needed just such 
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transplanting and environment benefits. 
And if Providence gives to the South- 
eastern region better working climate, 
cheaper power, and labor able to live 
equally with Northern and Eastern labor 
on somewhat lower wages, the Eastern 
complaints should be made to God and not 
to the Southern industrialists and workers. 

On the whole. whatever real labor and 
social problems appear in Southern in- 
dustry are being honestly considered by the 
potential leaders of the Southern enterprise 
and will be worked out to just and humane 
bases against which the most critical and 
captious will not be warranted to complain. 


Of the labcr agitations in North 
Carolina and in Tennessee, where, it 
will be remembered, the American 
Federation of Labor, and not the 
Communists, endeavored to organize 
the Elizabethton workers, the Constitu- 
hion said in 1929: 


The violences in the Piedmont area are 
of peculiar nature .. . without similarity 
anywhere else in this country. They have 
resulted from the fomentations of trouble 
makers, not native to the population and 
scene of operation. Confessedly, they are 
agitators, belonging to the Communist 
Party. They are in the Carolinas and 
Tennessee to stir up warfare against in- 
dustrial amity, religion and organized 


government. 


David Clark, editor of The Textile 
Bulletin, official organ of the manu- 
facturers, is also certain that what has 
transpired in North and South Caro- 
lina and in Tennessee is a thrust of the 
ungodly. He has envisioned in any 
effort that questioned the omniscience 
of the humanitarianism of the mill 
men, the curse of the Third Inter- 
nationale. He has not been able to 
comprehend, apparently, that there 
are a great many people in the South 
who never have seen a Communist 
banner or heard a soap-box orator, 
who are unwilling to concede to the 
manufacturer that great paternal feel- 
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ing which makes all their workers 
children to be tended with loving care, 
their cups to be filled to overflowing 
with happiness and prosperity by 
anxious employers. Even the offer 
of labor unions to organize mill workers 
is, to Mr. Clark and to practically all 
other mill men, an insult, because it 
somehow implies that the labor unions 
have something to offer that has not 
been comprehended by the intelligence 
that guides the destinies of southern 
factories. 


SENTIMENT EQUALLY DIVIDED 


Because Mr. Clark and others on 
one side feel as they do, and because 
other southern editors feel as they do, 
the remainder of the country may be 
certain that when the battlefield of in- 
dustrial Armageddon in the South shall 
have been reached, there will be some- 
thing like an equal division of sentiment 
supporting the two armies. If there 
are those who believe unionism to 
be iniquitous, there are also those 
who believe that even if it does often 
submerge personality in organization, ‘ 
it is an effective instrument for ele- 
vating the standards of living. If there 
are those who believe that the wisdom 
and the paternalism of the manufac- 
turers are sufficiently broad to meet the 
situation unaided by outside forces, 
there are others who have projected 
their minds through the social and 
economic implications and feel keenly 
enough about it to shout their warnings 
whenever the manufacturers seem to be 
steering the wrong course. 

If there are those who conceive the 
mill village to be not only a desirable 
but also a necessary adjunct to indus- 
trial development, there are also those 
who, desiring the prosperity that comes 
with industrial development, yet see 
in the mill village an indigestible 
mass in the stomach of a community, 
or, if you prefer, a cancerous growth 


Southern Industrialism: A Way of Economic Recovery 
and an Opportunity for Social Mastery 


By Frans P. GRAHAM 
President, University of North Carolina, Chapel Hill, North Carolina 


N Charlotte, North Carolina, faces 
and scenes pass in reminiscent and 
historical review before one’s eyes, 
telling in vivid epitome the epic story 
of southern recovery. One recalls the 
boyhood scenes of a small town long 
set in the midst of cotton farms, reach- 
ing back with great traditions into the 
life of the old South, and more recently 
set in the midst of cotton mills, reach- 
ing forward with high promise into the 
life of the new. This country town 
within a generation became a merchan- 
dising, distributing, banking, and com- 
municating center for the two states, 
the financial capital of a textile domin- 
ion, and the administrative metropolis 
of an electrical empire. 

The story of this transition becomes 
increasingly significant as we watch the 
rise of the figures of industrial produc- 
tion in North Carolina: in tobacco man- 
ufacturing,, from $700,000 in 1870 to 
813,000,000 in 1900 and $413,000,000 
in 1927; in cotton manufacturing, from 
$1,000,000 in 1870 to $30,000,000 in 
1900 and $425,000,000 in 1927; and in 
furniture manufacturing, from $67,000 
in 1870 to $1.500,000 in 1900 and 
$53,000,000 in 1927. These figures are 
the deposits of the work of hundreds of 
. thousands of people on farms and in 
factories; they express the momentum 
of the energies of a risen people, and are 
concretions of the fact that in the Pied- 
mont South we are in the midst of the 
swift course of the rise of industrialism. 

The industrial revolution has come 
south. No citizen in the Piedmont 
South is outside the range of its conse- 
quence. Its responsibilities are a part 
of our citizenship. Wecannot with irre- 


sponsibility shut our eyes to the lessons 
of the written records of industrial his- 
tory and blindly repeat the economic 
wastes and human tragedies of a hun- 
dred years. 

The tides of time and the currents of 
American history have joined in de- 
positing four working principles, availa- 
ble to us in the South for our guidance 
now, in making the necessary adjust- 
ments to the changes involved in the 
resistless sweep of the industrialization 
of a rural state. ‘These working princi- 
ples are implicit in the ideas and the 
practices tested by the experiences of 
the western democracies in the hundred 
and fifty years since the power engine 
let loose the forces which have re- 
arranged the structure of the modern 
world. On the preservation and the 
adaptation of these tested working 
principles turns today the search, in an 
industrial society, for that freedom of 
personality and equality of opportunity 
which this commonwealth was founded 
to win for all our people. 


FREEDOM OF SPEECH AND 
ASSEMBLY 


The first of these is the human ideal 
and American principle of liberty. We 
came into the world as an infant re- 
public with liberty as the birth cry of 
our Americanism. Americanism, by 
being true to itself, can prevail over any 
subversive alienism. A free people 
have no cause to fear the dictatorship 
of any class. The fear of no economic 
theory, however fallacious, and of no 
social philosophy, however hateful, 
should terrorize us into the overthrow 
of the English tradition and the Amer- 
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ican principle of lawful freedom of 
speech and assembly which our Revo- 
lutionary fathers, over a century and a 
half ago, wrote into the American Bill 
of Rights. We cannot, as Americans, 
deny these Constitutional liberties to 
any persons on the free soil of America. 

If any person, by license or crime 
or abuse of freedom, violate the law, 
then the American way should not be 
recourse to mobs and terrorism, but to 
due process of the law of theland. The 
test of the Bul of Rights is its applica- 
tion to those whose ideas are most de- 
spised. . 

The State of North Carolina, that 
refused to ratify the Federal Constitu- 
tion until the Bill of Rights was made a 
part of its fundamental provisions, is 
not the commonwealth in which (thanks 
to the North Carolina press and Gov- 
ernor Gardner) a denial can long be 
made of the due processes of law in 
behalf of the civil liberties of locally 
despised persons who breathe in North 
Carolina the quintessence of that 
American freedom declared for in the 
little town of Charlotte one hundred 
and fifty-five years ago. 


FREEDOM OF ORGANIZATION 


Both a product and a source of free- 
dom is the freedom of human beings to 
organize in behalf of their liberties and 
their life interests. One test of freedom 
is the equal freedom of organization. 

The factory workers new to history 
found themselves without the inherit- 
ance of any form of organization or any 
industrial code. The craft guilds, long 
since dead, and the later sporadic or- 
ganizations of journeymen were both 
unsuited to meet the needs of machine 
tenders. Groping around for a form of 
organization, they soon found them- 
selves forbidden to join the new labor 
unions; those who persisted in joining 
were driven into hiding and hunted 
down by the law. 
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The struggle of industrial workers to 
organize and win the recognition of 
legislative bodies, the courts, and the 
corporations, is the latest chapter in 
the democratic struggle of human 
beings for autonomous organization 
around a great life need. This move- 
ment of the working people against 
great odds to win a simple share in the 
control of their own lives is one of the 
great human adventures of the last 
century. 

Workers, who once worked with 
great skill through the entire process of 
creation, in their own cottages with their 
own tools, had, by the logical processes 
of the industrial revolution, lost the 
need of the old craftsmanship, lost the 
ownership of the tools and the place of 
work, and lost the creative satisfaction 
of skillful control of the whole process. 
The movement of working people 
toward organization, with all its de- 
fects and failures, is a movement for a 
compensating human share in the 
control of the terms on which they 
subject themselves to and codperate 
with the marvelous processes of modern 
industry. Southern industrial states- 
manship has no greater responsibility 
or opportunity than that of working 
out the basis and the structure of this 
creative codperation in industrial pro- 
duction with just recognition of the 
value and the rights of capital, manage- 
ment, and labor. 

Basic to this new constitutionalism in 
industry is the principle of collective 
bargaining, now fiercely in issue in the 
South, which recapitulates the historic 
principle and democratic idea of au- 
tonomous organization in the field of 
industry, and which is now established 
in practically all parts of the civilized 
world. Just as the American principle 
of liberty guarantees the freedom of 
individual capitalists and individual 
laborers to organize or not to organize, 
so the American principle of equal 
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rights makes it logical that, if a group 
of capitalists organize and bargain 
collectively through a corporation, 
corresponding groups of workers have 
the equal right and human necessity 
to organize and bargain collectively 
through a labor union. The principle 
of collective bargaining, which is at the 
center, of the democratic movement in 
its latest phase, is resourced in the very 
springs of American democracy and 
will test the sincerity of our faith in the 
American idea. 


Fact-FInDING AND THE SOCIAL 
PROCESS 


The great principle of freedom of 
conscience, speech, assembly, and or- 
ganization, denied in the several parts 
in successive historical periods, has 
been won in the religious, political, 
commercial, and professional life, and 
is being won in the last sector cf the 
working life. But this freedom carries 
with it the responsibility of intelligence 
and enlightenment. Freedom and 
democracy make necessary an informed 
public opinion. Light is a condition of 
liberty under the law. Understanding 
is the resource of an orderly democracy. 
We not only need historical perspec- 
tive, with its clear lessons of the patient 
processes of history, but also an analy- 
sis of the contemporary processes of 
social adjustment to the industrial 
advance. Fact-finding is a part of the 
technique of self-government. 

In all the most progressive industrial 
nations, a constant series of studies, 
surveys, and analyses of the economic, 
social, educational, and religious life 
has been made by the organizations 
most concerned, by legislative hearings, 
and by governmental commissions of 
experts. Royal commissions have 
made studies of first one industry and 
then another—not, as the unhistorical- 
minded charge, to attack the industry 
but to diagnose its condition and build 
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it up. President Hoover, up against 
the difficulties of a low swing of the 
business cycle, despite our impatience, 
has recourse to fact-finding by commis- 
sions of experts. 

One of the most successful textile 
manufacturers in the nation petitioned 


_ President Hoover last November for en 


expert study as a basis for crystallizing 
public opinion on the side of the textile 
leaders who have tried to bring about 
voluntary concerted action within the 
industry looking to the intelligent re- 
duction of hours and the gradual elim- 
ination of night work for women and 
minors. Many of the farseeing and 
successful textile manufacturers con- 
sider that the now chronic sickness of 
the industry is not beyond diagnosis 
and cure. The southern textile in- 
dustry, with all its natural advantages 
of proximity to the cotton fields, 


. abundant power resources, and climatic 


factors in the cost of living, does not 
need to resort to such economically and 
humanly wasteful practices as long 
hours and night work for women and 
minors. More than one textile manu- 
facturer has said that the thing that 
is needed to save the textile industry 
from further steps in self-destruction is 
an intelligent public opinion that will 
stimulate either concerted action within 
the industry against, or legislative 
prohibition of, policies contrary to 
business interests and human welfare. 
An analysis by competent experts 
should be helpful toward both of these 
ends. 

The fact that many Southern church 
organizations and civic groups have 
declared for the value of such a study 
does not mean that it is their disposi- 
tion to single out the textile industry 
for hostile attack. The textile indus- 
try has been singled out all over the 
world for consideration and discussion 
as incident to the day’s news. Its 
sickness has been dramatized in the 
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headlines in a most tragic human way. 
Its low wages without regard to even 
lower competing wages in other indus- 
tries and lower standards of living out- 
side and nearby the industry; its night 
work for women and minors, and its 
long hours in certain tragic cases, mis* 
representative of the industry as a 
whole, have stirred the social con- 
science of large groups of the American 
people. The intelligent answer is, a 
study by those most competent to 
make it, by an appointment of the 
President of the United States. 

The two most hopeful moves made 
since the Kendall proposal to Hoover 
last November are: first, the present 
effort of President Sloan of the Cotton 
Textile Institute to win voluntary 
agreement within the industry to a 
maximum day week of fifty-five hours 
and a maximum night week of fifty 
hours, and, second, the assembly of 
governors of the Southern states at the 
call of Governor Gardner for confer- 
ence on the textile depression and un- 
‘employment. If these efforts fail, 
then the basic nature of the industry, 
its indispensability to our life and wel- 
‘fare, and its chronic sickness, make 
even more needful a nation-wide and 
nonpartisan economic and social diag- 
nosis by a presidential commission of 
experts as a basis for further attempts 
at enlightened action within the in- 
dustry and by the several states. 


QUESTIONS Requiring RESEARCH 


Some of the questions such a com- 
mission of experts could helpfully 
consider are: 

(1) Would the industry find a way 
out of its chronic sickness and present 
chaos through vertical combination 
and the integration under one control 
of the successive functions of the man- 
ufacture of cotton all the way from the 
bale of cotton to the bolt of cloth in the 
wholesale market? Dr. Claudius T. 
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Murchison, from theoretical analysis, 
and Mr. H. P. Kendall, from successful 
business experience, say yes; others say 
no. ‘The testimony and the analysis of 
other experts would be helpful. 

(2) To what extent do the mills of 
the South Atlantic states lose their 
advantage of proximity to the cotton 
fields by the fact that our farmers have 
not yet learned to cultivate the indis- 
pensable long staple by using better 
seeds and cultivation? A member of 
the staff of the United States Depart- 
ment of Agriculture recently reports 
that North Carolina raises on the., 
average 1,000,000 bales, ships out 
300,000 bales, and imports 500,000 
bales from the Mississippi Valley and 
the trans-Mississippi West. Cleve- 
land County long staple, raised partly 
under the stimulus of the farmer-man- 
ufacturer, O. Max Gardner, is an 
example of the value of the proximity of 
cotton mul and long staple cotton to 
both the farm and the mill. 

(3) In addition to these costs of an 
antiquated business organization and 
of antiquated cotton planting, to what 
extent is antiquated machinery a 
factor in the textile pathology? A 
successful manufacturer has said that 
there ought to be a replacement of a 
million spindles a year in southern mills. 

(4) To what extent is overproduc- 
tion a factor in the depression? What 
are the relations of the style of wearing 
fewer and shorter garments, the sub- 
stitute fibers (rayon and silk), the 
undemobilized war capacity, long 
hours, and night work, to this over- 
production? 

(5) What, if any, is the relation of 
any of the following to the decline of 
the New England textile industry: 
social legislation, unionism, old ma- 
chinery, absentee and trust owner- 
ship, distance from raw materials, and 
wage differentials? 

(6) Does an industry in a region of 
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high social regulation dodge social 
responsibility by moving into a region 
of low social regulation, or does indus- 
trial history show that social legisla- 
tion follows closely upon the wheels of 
any large industrial migration? 

(7) What is the best way to secure 
fair and uniforra regulations: from 
within the industry, by the several 
states, or by Federal legislation? 

(8) What are the optimum points in 
the economic and social coincidence of 
the needs for the reduction of hours 
and the gradual elimination of night 
work for women and minors? 

(9) What are the best methods of 
educating public opinion so as to make 
impossible any such ill-advised legisla- 
tion as was recently proposed in a 
textile state to make forty-eight looms 
or any fixed number the maximum for 
one weaver, irrespective of differences 
in technical or working conditions? 
Would not the expert study itself be a 
step in such education of the public and 
be the most intelligent approach to the 
introduction of such new applications 
of scientific management as the labor- 
spread system? 

(10) Has industrial paternalism— 
which arose out of local conditions and 
attitudes to meet great social needs— 
further usefulness, or should paternal- 
ism gradually give way to a more self- 
reliant individualism in community 
self-government? 

(11) To what extent is the industrial 
situation conditioned by the agricul- 
tural? Some studies by Dr. Clarence 
Heer of the Institute for Research in 
the Social Sciences at Chapel Hill, 
North Carolina, show that wages in the 
unskilled and semiskilled southern in- 
dustries are below the national rates in 
those industries, and that textile wages 
in the South are higher than agricultural 
wages and are also higher than wages in 
other unskilled and semiskilled indus- 


tries. 


261 


(12) Does the agricultural depres- 
sion, with its more distressing social 
consequences, relieve the social con- 
cern for the industrial depression, or 
does the acute agricultural unemploy- 


. ment make more necessary social 


legislation against low standards of 
competition for that oversupply of 
labor? 


SOCIAL LEGISLATION A Way or 
ÅDJUSTMENT 


The southern agricultural situation 
brings into focus the fourth historically 
vindicated working principle, namely, 
social legislation as a way of adjustment 
to industrial change. The making 
of these rules of industrial sports- 
manship is a responsibility of indus- 
trial as well as political statesmanship. 
The present well-nigh impossibility of 
the successful organization of large bod- 
ies of unskilled working people in the 
South without the consent of the busi- 
ness management, places a great social 
responsibility upon the owners and the 
managers. To an observer of histori- 
cal processes, it would seem the part of 
long-run wisdom for the business man- 
agement to welcome the organization 
of labor and to encourage the best and 
most intelligent leadership to develop 
from within the labor ranks in the 
spirit of codperation in more efficient 
production and larger human self- 
development. 

The agricultural depression and con- 
sequent temporary oversupply of labor, 
the mechanization of the farms making 
more laborers permanently available 
for industry, the mechanization of in- 
dustry making less laborers necessary, 
and the effect of some instances of un- 
intelligent leadership of the unskilled 
and semiskilled workers in the South, 
all tend to make successful organiza- 
tion depend rather much for a time upon 
the consent and the encouragement of 
the ;business management. But the 
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momentum of the democratic idea and 
the slow-moving historical processes 
would indicate the certainty of organ- 
ization sooner or later. Our attitudes 
now will somewhat determine the 
character of the leadership and the 


spirit and the methods with which - 


the organization 1s carried through 
then. 

This power to block the organization 
of workers, due to the juncture of many 
circumstances, carries with it a great 
social responsibility. This very frus- 
tration makes legislation imperative. 
English history shows that, without the 
checks of both labor organization and 
social legislation, the least scrupulous 
competitors took advantage of the 
oversupply of laborers to drive down 
the plane of competition to such levels 
as to threaten industry at its human 
source. 

When the power engine came in 
England and, in its resistless course, 
rather suddenly dislocated the whole 
economic and social structure, the 
English people were caught unpre- 
pared and without a precedent for 
social guidance amid bewildering 
changes. They found themselves~in 
the presence of the now dynamic power 
of steam and machines with all their 
potentiality both for tremendous in- 
dustrial production and for social ad- 
vancement of the standards of living of 
vast bodies of people. Without knowl- 
edge of the human implications, the 
people of England tried the way of un- 
regulated freedom. They found after 
a time: that the economic and social 
advance was made at great human 
costs to large bodies of the working 
people. A fierce, lawless competition 
drove the standards of the working life 
down to degrading levels. In the midst 
of mounting figures of vast production 
and astounding prosperity, the rulers 
of an empire forgot the depleted human 
beings who did the mdustrial work, 
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forgot the exhausted mothers and the 
sordid homes where children were born 
and where was cradled the future of the 
empire. 


INDUSTRIAL DEVELOPMENT 
AND SOCIAL CONTROL 


In defense of the very sources of 


human life, where was renewed the 


English race, and in defense of the 
commonwealth itself, the people of 
England slowly rallied where en- 
lightened manufacturers led the way 
against the social treason that flaunted 
the flag of freedom. Enlightened man- 
ufacturers, organized labor, and states- 
men made their now historic battle 
against the great odds of wealth, 
prejudice, and intrenched privilege. 
Lord Shaftesbury became the rock 
against which the tides of honest fear 
and misrepresentation rolled in fury 
and power. But he stood his ground 
and after slow years made his case for 
economically sound and socially wise 
legislation. 

The English people in the seventeenth 
century, out of the power and the 
problems that came to them in the 
great commercial revolution, turned 
to that great rules-making conference, 
the Parliament of England, as their 
rallying center against a king who said 
he was above the law. In the great 
Bill of Rights they laid down the.terms 
on which kings could rule in England. 
The English people in the nineteenth 
century, out of the power and the 
problems that came to them in the 
great industrial revolution, turned to 
their legislature to regulate the lawless 
power of the new industrialism. In a 
great social code of industrial sports- 
manship, they laid down the terms on 
which the new kings could do business 
in England. 

Against such regulation the same 
honest arguments were made in Eng- 
land in the thirties and forties, in France 
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and Germany in the later decades, and 
in New England in the seventies and 
eighties, and so on across the continent. 
Without learning much from the ex- 
periences of the people who had been 
through the transition from handicrafts 
to machines and from lawlessness to 
social control, each new industrial 
people has, almost independently, dis- 
covered the necessity of social legisla- 
tion, or factory legislation as this form 
of social control is also called. They 
have learned their lessons from bitter 
experiences in economic waste and 
human tragedy. The same arguments, 
used against social legislation in Eng- 
land in 1840, have been independently 
used to stay the advance of social codes 
as they have logically and humanly 
evolved out of economic and social 
necessity in the wake of the march of 
the power engines around the world. 
These identical arguments are now 
being used in the many American states 
new to industry on a large scale. 

Since they will yield their preconcep- 
tions and theoretical logic to the logic 
of facts, experience, and a larger social 
necessity, it is well to re-list these 
arguments here: 

(1) Social legislation destroys the 
freedom and the initiative of the in- 
dividual. On the contrary, it has been 
found not to destroy but to regulate 
and preserve this freedom and initia- 
tive for a larger number of people. 

(2) Social legislation with regard to 
women and children violates the sanc- 
tity of the home. Actually, legislation 
in behalf of children and against night 
work for women and minors is a safe- 
guard of home life. 

(8) Reduction of hours promotes 
idleness and dissipation. As a matter 
of experience, physiological tests have 
proved that long hours at routine work 
make for dissipation as a relief from 
monotony and fatigue. 

(4) Profits, tt was argued, came from 


‘or states with less regulation. 
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the eleventh and twelfth hours of the 
day’s work. It has been found that a 
reduction of such hours did not reduce 
production in the long run. 

(5) Legislation imposes an unfair 
handicap in competition with nations 
It has 
been found that higher standards of 
work and efficiency and better morale 
more than offset this handicap. Busi- 
ness men in Parliament who had been 
strong opponents became staunch 
champions of the very legislation they 
had bitterly opposed. 

(6) Legislation will drive industries 
from England to France, from Massa- 
chusetts to North Carolina, or from 
North Carolina to Texas as the case 
may be. English industries did not go 
to France, but France, through experi- 
ence, came to the English code. In- 
dustries do not dodge legislation, but 
legislation follows industries as a 
matter of experience and social well- 
being. , 
(7) It is said in a summary way that 
legislation destroys industry and “kills 
the goose that lays the golden egg.” 
Industrial history shows that the most 
highly regulated industries become the 
most economically and socially produc- 
tive. 


Tae Case or ENGLAND 


But it is said, “See what social legis- 
lation did to old England and to New 
England.” As for old England, we 
might recall in this time of England’s 
dark economic hour that social legisla- 
tion was an accompaniment and one 
basis of Great Britain’s commercial 
and industrial supremacy and pros- 
perity for nearly a hundred years. 
Her economic plight today, based 
primarily on factors that transcend 
social legislation, is largely a matter of 
world economics with regard to tex- 
tiles, iron, coal, oil, new mechanisms, 
and the war costs. All the mechanical 
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and social ingenuity of the British 
people is needed. to work out of their 
present plight. Without social legisla- 
tion and sane, intelligent, labor leader- 
ship, it is conservative opinion that 
Great Britain would, in her present 
economic plight, long ago have gone the 
way of economic ruin and revolution. 


New ENGLAND—HELPED OR 
HINDERED? 


Now as for New England, also 
pictured as going into decline on ac- 
count of labor unions and social legisla- 
tion, we find in a study made by the 
New England Council of Business Men 
that only two industries are slipping, 
the textiles to the South and shoes to 
the West. Cotton, new machinery, 
and a milder climate are in the South, 
and the cattle ranches and leather are 
in the West. Though New England 
once made over fifty per cent and now 
makes only thirty-five per cent of the 
shoes worn by Americans, New Eng- 
land makes more shoes than ever before 
in her history. Over a ten-year period, 
all other New England industries show 
remarkable expansion. According to 
the findings of these business experts 
as reported in the St. Louis address of 
Mr. H. P. Kendall, in thirty-five divi- 
sions of manufacturing, New England 
contributes one fourth of the entire na- 
tional production. In twelve lines the 
manufactures of New England total 
more than the whole remainder of the 
Nation. Her primary horse power is 
one eighth of that of the country. Her 
per capita savings are $580 as compared 
with $322 for the Nation. This two 
per cent of the territory of the United 
States has ten per cent of the manu- 
facturing ‘establishments. The raw 
materials from three hundred foreign 
nations are mobilized for her factories 
and shops. With half the farm area 
and fewer workers, New England farms 
are yielding twice the production of 
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fifty years ago. Her bank clearings, 
power consumption, and exports are 
going up, not down. 

New and highly profitable industries 
have come and are coming into New 
England since the passage of this 
alleged hurtful social legislation. The 
highest grade industries, with due re- 
gard for all factors, seem to seek a 
highly regulated area of intelligent 
social legislation, universal education, 
countywide libraries, and high stand- 
ards in the working life. Social legis- 
lation, we find, follows in the path of 
industrialism not only as a social neces- 
sity but also as a positive economic and 
human good. 


THINKERS FACING THE Issun 


In recognition of this fact, thirteen 
committees representing the research 
and thinking of over one hundred 
North Carolina citizens, well known 
in the state and expert in the several 
fields, reported to the North Carolina 
Conference for Social Service at its 
eighteenth annual session in Charlotte, 
April 13-15, the results of their studies 
with recommendations for action and 
legislation, which, when carried 
through, would constitute a new social 
code for North Carolina. For the 
committee on industry Mr. Kemp D. 
Battle, the chairman, recommended « 
the reduction of the sixty-hour week, 
the gradual elimination of night work 
for women and minors, the elimination 
of the fourth-grade clause in the state 
child labor law, a general survey of the 
working conditions of women and 
children, and codrdination and reën- 
forcement of provisions for inspection 
and enforcements under an appointive 
head: 

On this committee of nine were two of 
the most successful, clearheaded, open- 
minded, young textile manufacturers 
of the state, the President of the State 
League of Women Voters, the Presi- 
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dent of the State Federation of Labor, 
and several college professors of eco- 
nomics and history. The chairman, 
one of the ablest and most historical- 
minded lawyers in North Carolina, 
is a director of and attorney for the 
oldest cotton mills now operating 
in the South, which have been owned 
by his family for over a hundred 
years. He spoke with sympathetic 
understanding of the difficulties of the 
management of the textile industry in 
its present plight. ‘The proposals of 
his committee are so fair and clear-cut, 
and so economically and socially 
sound, that they have already won the 
enthusiastic support of a large and 
growing body of public opinion. 

The two-year studies and analyses 
of the Battle committee and the twelve 
other committees are simple expres- 
sions of the fect that a considerable 
group of North Carolinians envisage 
the whole and various life of the com- 
monwealth. By careful study they 
are trying to be intelligent about the 
economic problems and the social re- 
sponsibilities of the agricultural de- 
pression and the industrial revolution 
in whose perplexing midst they now 
find themselves. 

The spokesman for the committee on 
agriculture was Mr. Hugh MacRae, 
whose relentless economic analysis was 
the by-product of a quarter of a cen- 
tury of scientific farming and hard 
thinking about the foundations of our 
economic life. Some weeks ago he 
organized for the whole South a group 
of fact-finding and hopeful Southerners 
of the caliber of E. C. Branson, J. W. 
Harrelson, S. H. Hobbs, Jr., and D. R. 
Coker, for regional planning toward the 
rebuilding of old commonwealths be- 
tween the Chesapeake and the Gulf. 
The twelve North Carolina commit- 
tees, the Atlanta committee, the New 
England Economic Council, and the 
Southeastern Economic Conference, 


265 


organized by Governor Gardner and 
headed by Mr. Frank Page, and, on a 
national scale, the Cotton Textile 
Institute, are, in various but not con- 
flicting ways, efforts to achieve a more 
human, balanced, and productive life. 


SOUTHERN OPPORTUNITY FOR 
SoctaL MASTERY 


The states of the Piedmont South 
have come to grips with all the mighty 
possibilities of the industrial revolu- 
tion. In the wake of the procession of 
the power engines around the world, 
pecuniary considerations have out- 
weighed the technical and industrial, 
and industrial considerations have been 
too often paramount to the human and 
spiritual. The people of this section 
have the opportunity to make a joint 
and wise utilization of their geographic, 
economic, educational, and human re- 
sources in coöperation with its marvel- 
ous mechanical energies. ‘Through the 
very value of intelligent social regula- 
tions and high human standards, the 
Piedmont South can give attractive 
economic and social welcome to highly 
skilled, highly waged, and highly 
productive new and diversified indus- 
tries. The lists of crops and industries 
still missing from our economic struc- 
ture are appalling. 

Clear-headed, scientific, humanly 
disposed men and women in the South 
from within the industries and from 
within the commonwealths are pound- 
ing away at such fundamental things 
as pedigreed seeds, engineering skill, 
balanced production, scientific mar- 
keting and economic diversification. 
Diversified agriculture supplementing 
staple crops, diversified industries sup- 
plementing basic manufactures, and 
nine-months’ schools and countywide 
libraries supplementing both, make up 
the groundwork upon which to build 
nobler commonwealths in the risen 
South. 
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In this region of the old South, where 
human slavery made its last stand in 
the modern world, industrialism makes 
fresh beginnings on virgin soil. We 
have the lessons in the tragedies of one 
and the opportunities in the power of 
the other to make a contribution to the 
cause of mankind and the history of 
civilization. We have the opportunity 
not only to install the new machinery 
seen on all sides and to utilize the new 
technique of our agricultural and en- 
gineering colleges but also to make 
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active and real, nobler human atti- 
tudes than have yet characterized the 
history of industrialization in either 
Europe or America. 

No American pioneer who stood with 
axe or rifle along the fringe of the 
unconquered wilderness ever faced an 
adventure more thrilling than that 
which calls to us of the field and the 
shop, the school and the press, as we 
stand today with inquiring munds 
along the frontier of the vast possibili- 
ties of our yet unmastered civilization. 
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Take My 


Stand. Pp. xx, 359. New York: Har- 


and that spiritual hunger which comes from 
a life apparently lacking in purpose. It is 


‘per and Brothers, 1930. 


Although we should not claim kinship 
with that “idiot who praises with enthusi- 
astic tone every century but this, and every 
country but his own,” most of us at one 
time or another have wished to revive a 
bygone era. To some of us the golden age 
of Athens may seem attractive, to others 
the spacious days of the great Elizabeth; 
but to the twelve gentlemen who have 
collaborated in the writing of this book, the 
Southern states as they were in the days 
before the Civil War have proved especially 
attractive. To them the South is a spiritual 
home, and if they are willing to admit that 
its life was not free from blemishes, they 
are equally clear in their descriptions of its 
charm and human kindliness. 

But the book is much more than an at- 
' tempt to revive a past that is dead. Like 
many other thoughtful men, the authors 
of this book are not satisfied with the world 
in which they live. The products of the 
industrial revolution have increased the 
material wealth of the world, but they have 
not proportionately enriched the life of the 
individual. Economic riches that would 
have amazed an ancient potentate are the 
products of an industrial system which 
has subjected mankind to business cycles, 
unemployment problems, labor troubles, 


not the machines themselves that are 
blamed, since machines are useful tools by 
means of which man may increase his lei- 
sure; it is that industrialism which is “‘the 
domination of the economic, political and 
social order by the notion that the greater 
part of a nation’s energies should be directed 
towards an endless process of increasing 
the production and consumption of goods.” 

In revolt against contemporary civiliza- 
tion, the authors turn to the agrarian civili- 
gation which still exists in the South, 
claiming that it has something to offer to a 
world which is seeking a balanced philoso- 
phy. The civilization of the South, 
resting close upon the soil, was among 
the finest flowers of American culture, ` 
and its choicest fruits should be preserved 
from the encroaching industrialism of the 
“New South” so that they may form the 
seeds of a society which will enable its 
members to live more happily and with 
greater fullness. ‘These writers do not seek 
a retrogression, for the man -who has come 
to appreciate such a society “‘will muster up 
something like Roman fighting fervor to 
keep his chosen spot from falling ill of the 
‘Detroit’ malady; but... in the same 
way he will resist any tendency to go too 
far ‘back to the soil’” (p. $24). 

While the book has its roots deep in 
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southern soil, it is in this sense subject to 
no geographical limitations. Many of the 
criticisms which it raises are sound, and the 
aims of the authors may perhaps best be 
summarized in the quotation from the writ- 
ings of Confucius with which one of them 
begins his essay: “When balance and 
harmony are carried to the point of perfec- 
tion, heaven and earth are in a state of 
complete tranquillity, and all beings re- 
ceive their perfect development.” 
F. CYRIL JAMES 
University of Pennsylvania 


MrrcuELL, Broapus. and MTIICRELL, 
GEORGE SincLam. The Industria Revo- 
lution in the South. Pp. xiv, 812. Balti- 
more: The Johns Hopkins Press, 1980. 
$2.75. 


This book is a symposium of twenty-six 
articles, appearing in various periodicals 
during the decade beginning in 1990, on the 

‘general subject of the development of the 

cotton manufacturing industry in the South. 
At a time when the shifting of the textile 
mdustry from New England to the South is 
causing marked changes in the economic 
structures of the two regions, the appear- 
ance of a book dealing with the subject is 
most timely. The authors have rendered a 
service in making conveniently avauable 
between two covers a number of articles 
describing the forces involved in the develop- 
ment of the southern textile industry, and 
indicating some of the problems in labor 
relations and welfare work awaiting solu- 
tion. 

The book as a whole is subject to the 
same criticism that may well be laid against 
most symposiums; namely, there is consid- 
erable repetition. Most of the articles re- 
view in more or less detail the historical 


background of the South’s industrial de- | 


velopment and facts relating to its present 
status. A reader is likely to feel that he is 
wading through an unnecessary amount of 
material to get a few kernels of information. 
It is doubtful if the difference in the view- 
points presented is sufficiently great to 
counterbalance this disadvantage. The 
authors, however, in their introductory re- 
marks accept the indictment of having 
“sung the same song throughout,” if such 


is the feeling of the reader. It is also some- 
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times difficult to understand why an article 
is classified under one heading rather than 
under another. Undoubtedly the contents 
of the book could have been presented much 
more briefly in a critical survey without the 
loss of any essential detail and with the ad- 
vantage of saving a large part of the read- 
er’s time. 

The title of the book is far too broad for , 
its content. A more descriptive though 
perhaps less appealing title would be ““The 
Development of Cotton Manufacturing in 
the South.” This is the theme of the book, 
and only incidentally do some of the articles 
touch upon the broader implications of the 
forces now at work and the changes in 
progress in connection with southern in- 
dustry. There are other important indus- 
tries in the South besides cotton manufac- 
turing, and they cannot be ignored in any 
description of industrial change in that 
region that purports to be complete. The 
field suggested by the title of this book is 
still virgin territory. 

C. Lours Knicat 


University of Pennsylvania 


BERGLUND, ABRAHAM, STARNES, GEORGE 
Tarmac, and DEVYVER, FRANK TRAVER. 
Labor in the Industrial South. Pp. xii, 
176. University, Va.: Institute for Re- 
search in the Social Sciences, 1980. 


Probably “Labor Conditions in Three 
Southern Industries” would have been a 
more appropriate title for this monograph, 
for the authors make no attempt to cover 
the whole range of southern labor problems 
but confine themselves to certain aspects of 
the subject in the furniture, lumber, and 
cotton industries. Nevertheless, the book 
does give a broader survey of work, wages, 
and the wage earner’s living in the South 
than does any other publication that the 
reviewer knows, and to that extent it justi- 
fies its ambitious title. 

After two introductory chapters on the 
industrialization of the South, which “‘ while 
faster and more revolutionary than in the 
North . . . has by no means transformed 


the South from an agricultural into a manu- 


facturing community,” and on the back- 
ground of the workers, the authors present 
in the next seven chapters the results of 
their researches into wage rates, hours of 
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. work, and employers’ welfare activities. 
Their studies confirm the familiar story that 
workers in the South typically receive lower 
wages and work longer hours than do those 
in other sections of the United States. But 
their evidence does not confirm the well- 
worn argument of such publications as the 
Southern Textile Bulletin and the Manu- 
facturers’ Record that cheap housing, fuel at 

_ cost, and welfare services provided by em- 

ployers are sufficient to raise southern real 

wages to levels prevailing elsewhere. 

This is not true even for textile workers, 
the chief beneficiaries of such services, while 
it is even less true for furniture and lumber 
employees: for in the furniture and lumber 
industries, extensive welfare systems are 
uncommon and there are, in effect, ogly 
inconsequential housing and fuel subsidies 
to wages. Although many lumber com- 
panies provide housing for their employees, 
they commonly charge rentals sufficient to 
compensate for their outlay; while furniture 
companies offer little of either cheap hous- 
ing or cheap fuel. 

Nor do the authors believe that lower 
living costs make up for low money wages. 
After pricing a considerable range of food 
commodities in some fifty towns and cities 
of the South and comparing results with 
Bureau of Labor Statistics reports on food 
costs in Northern cities, they conclude that 
“with the exception of meats (which are 
cheaper, although probably not of as good 
quality) the cost of food items in the South 
and... in the North is practically the 
same.” 

To the student of Southern labor the 
most interesting and informative parts of 
the book are those that deal with housing 
and welfare work in the furniture and lum- 
ber industries. The chapters on these sub- 
jects, based upon field surveys, are fresh 
and illuminating and represent the breaking 
of new ground. On the other hand, the 
authors have traversed familiar territory in 
discussing wages, hours, and welfare work 
in textiles, and have not brought out new 
points of importance. In view of this, it 
seems unfortunate that they did not do 
more exploring. But presumably the In- 
stitute will carry on with its labor studies. 
The present monograph is scrappy and in- 
complete; a useful record, however, of re- 
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search done to date. May it be looked 
upon merely as a progress report? 
Harry M. Cassy 
University of Toronto 


SCHWENNING, G. T. (Ed.). Management 
Problems: With Special Reference to the 
Cotton Textile Industry. Pp. xiv, 266. 
Chapel Hill: University of North Caro- 
lina Press, 1980. $2.00. 

This volume brings together eleven ad- 
dresses on management problems which 
were presented, with several exceptions, be- 
fore the University of North Carolina Stu- 
dent Branch of The Taylor Society. Five 
of the papers deal with the cotton tertile 
industry; the others cover personnel prob- 
lems, the application of scientific manage- 
ment principles to marketing and to libra- 
ries, and the problem of industrial power. 
The introduction is from the pen of Dr. H. 
S. Person, Managing Director of The Tay- 
lor Society. 

At first glance the collection appears to 
lack unity; but this is more apparent than 
real, for, throughout the diverse discussions, 
stress is laid on the necessity for an experi- 
mental approach to problems of production 
and personnel management. The three 
articles which trace the evolution of the 
management structure and policies of The 
Kendall Company are especially well done 
and timely. This company, which owns 
nine cotton textile plants, five of which are 
in the South, has made notable progress in 
adapting the principles of scientific manage- 
ment, as worked out in metal-cutting es- 


tablishments, to the textile industry. The 


‘ stimulus of an address of this kind on 


students, many of whom will undoubtedly 
go into the textile industry, will do much to 
raise the plane of industrial management. 

Professor Murchison’s paper, entitled 
“Management Problems in the Cotton Tex- 
tile Industry,” consists of an analysis of the 
existing organization of the industry, so 
presented as to make a case for the necessity 
of vertical integration of present units. 
His conclusion will not be accepted by 
every one, especially those who have 
watched the attempt in other textile 
branches. 

The University of North Carolina is to 
be congratulated for realizing the possibili- 
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ties which extra-curricular activities of the 
type of this student society have for self- 
education. 
A. H. WILLIAMS 
University of Pennsylvania 


SHumway, Harry. Z Go South. Pp. vi, 
90. Boston: Houghton Mifflin Com- 
pany, 1980. 82.00. 


I have never thought that complete 
ignorance of, or lack of ideas about, a sub- 
ject was a particularly good qualification 
for writing on it. After reading Mr. Shum- 
way’s book, I still do not think so. 

Several Boston business men (selling 
agents for a group of Alabama cotton mills) 
were looking for a man to go South to write 
the whole truth about conditions. They 
chose Mr. Shumway because “‘he had never 
been south of the Meson and Dixon line, 
because he knew nothing whatever about 
the cotton business,” and, as is explained 
in the introduction, because he “had no 
prejudices of any sort” and had a mind 
“like a piece of photographic film, ready to 
receive impressions.” 

Undoubtedly Mr. Shumway received the 
impressions recorded in his book; no doubt 
he saw fine mills with roses on the fences; 
comfortable houses with gardens, radios, and 
automobiles; no children working, pretty 
girls wearing silk stockings, and three men 
pensioned by the company; good schools, 
largely companyv-supported; and recrea- 
tional facilities including “‘one of those 
things that optimists dream about and that 
make strong men tremble with Joy... 
a golf course where you can play all day for 
twenty-five cents!” 

It is likely that Mr. Shumway wanted to 
. balance the picture when he mentioned in 
passing that there were a very few pinched 
faces and round shoulders, and said it might 
improve the houses to vary the style and 
use a brush instead of a spray in painting 
them, 

I am convinced the author was honest in 
saying he concluded that “mill work 
doesn’t do anything to you,” and that the 
cemetery was the only thing he saw which 
depressed him. 


I believe one of the important points Mr. - 


Shumway wishes stressed is that the Com- 
munists will do to ‘men and women and 
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children’s souls what the boll weevil does 
to the cotton blossom”; and that the crux of 
his conclusions is brought out in the ques- 
tion asked after showing the very favorable 
living conditions provided by the five mills 
he saw—*“ Would labor unions do as much, 
or do it as well?” 

This book with its naive honesty does not 
contribute any information, ideas, or under- 
standing, and does not present an adequate 
picture of even one side of a complex situa- 
tion. 

-ELIZABETE Yates WEBB 

Vassar College 


Morcuison, Cuaupros T. King Cotton Ie 
Sick. Pp. xi, 187. Chapel Hill: Uni- 
versity of North Carolina Press, 1930. 
$2.00. 

In spite of its title this book is limited to 
a, discussion of the cotton textile situation in 
the United States. In a book with such a 
general title the reviewer would expect to 
find some discussion of the problems con- 
fronting the producer of raw cotton, which 
are quite as serious as those with which the 
textile industry is suffering, and also a dis- 
cussion of the world textile situation in 
general. Within the field chosen the book 
18 an Important contribution, although it is 
doubtful if the problem is so simple and the 
solution so obvious as a reading of the book 
would indicate. 

Murchison finds that the difficulty began 
about 1998, largely as a result of the decline 
in the so-called “staple lines” and the in- 
creasing importance of style changes, under 
which the author includes changes in speci- 
fications by industrial users of cotton goods. 
Cutthroat competition between small in- 
dependent units, with each step in the manu- 
facturing, finishing, and selling process 
controlled by a different group, is also 
regarded as an important cause of the 
unsatisfactory situation. Mills produce 
blindly and hope to sell their output, but in 
far too many cases profit has resulted only 
from increases in the raw cotton market. 

As a cure for the ills of the industry 
vertical integration in fairly large units 
is suggested. Control of manufacturing 
should rest with the selling executives, 
who would decide what should be manufac- 
tured in the light of what they expect to sell. 
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This is a reversal of the present practice, 
where agents are employed to sell what the 
mills have produced. 
Waras G. Reep 
Philadelphia 


JoHNsON, CHaruEs S., et al. The Negro 
in American Civilization. Pp.588. New 
York: Henry Holt and Company, 1980. 
$4.00. 

This work is the outgrowth of the Na- 
tional Interracial Conference which was 
held in Washington, D. C., in the Fall of 
1928. Asa part of the preparation for this 
conference, Professor Johnson was asked to 
prepare a ‘“Data Book” to be presented to 
the delegates attending the meetings. In 
addition he was asked to prepare special 
surveys of a more extensive nature for the 
assistance of the principal speakers on the 
program of the conference. 

The first portion of this book represents 
an expansion and revision of the data 
material of the conference. The second 
portion consists of the papers read by the 
various speakers appearing on the program 
of the conference, including Louis I. Dublin, 
Raymond Pearl, Thorsten Sellin, W. E. B. 
DuBois, Herbert A. Miller, and others. 

The part prepared under Professor 
Johnson’s direction constitutes the most 
comprehensive and timely compilation of 
data upon the American Negro that is now 
available. It is particularly valuable in 
that it utilizes a mess of unpublished 
material culled from the records of the 
Urban League and similar organizations 
and from various research projects. Some 
chapters are of greater value than others, 
partly because they contain more significant 
material and partly because they are more 
carefully done. 

The reviewer is particularly impressed 
with the material dealing with Migration, 
and with Health, Causes of Death, and 
Racial Susceptibility and Immunity. This 
latter group of chapters serves to explode 
a number of clichés that have been current 
among even specialists in the field of race 
relations. It shows that the Negroes ex- 
hibited a lower death rate from tuberculosis 
than did the whites in many sections of the 
South before their emancipation. One 
ante-bellum “‘authority,” indeed, is cited 
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as stating that Negroes possessed a special 
immunity against tuberculosis. Further 
data are cited from the World War experi- 
ence of the United States Army, suggesting 
that even at the present time the Negro 
exhibits a lower tuberculosis morbidity 
rate than the whites in certain portions of 
the South. Material is also presented 
tending to show that the incidence of 
venereal infection among the Negroes has 
been considerably exaggerated by many 
observers. Particularly significant are the 
figures cited from a study made in Missis- 
sippi, which indicate that ophthalmia 
neonatorum (one of the sequelee of venereal 
infection) is much less prevalent among 
Negro than among white children. The 
section on Racial Susceptibility and Im- 
munity is not conclusive, for the data pre- 
sented by Professor Johnson in his section of 
the. work point to conclusions different 
from those presented by Pear] in his paper. 
The net result of a perusal of this material . 
serves, at least, to make the observer chary 
of such sweeping generalities in this respect 
as have been made in times past. 

Another interesting feature of the work 
is the wide use of case material, of letters, 
interviews, and so forth, that serve to give 
vividness and concreteness to the presenta- 
tion. 

As has already been suggested, the work 
suffers from unevenness. Certain chap- 
ters, such as that dealing with Negro Col- 
leges and Universities, are little more than 
data summarizations, and might well have 
been put into an appendix. It is also un- 
fortunate that in certain instances specific 
references were not given to data cited in 
the text, although in some cases this seems 
to be due to the fact that the author has 
quoted letters and similar material. 

Nues CARPENTER 

University of Buffalo 


Kennepy, Loursn, VENABLE. The Negro 
Peasant Turns Ciiyward. Pp.270. New 
York: Columbia University Press, 1930. 
$4.25. 

. This is an analysis of the many recently 

published studies of social problems among 

urban Negroes in the North and a state- 
ment of some general conclusions which 
may be drawn from them as to the future of 
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the Northern Negro urban population in 
industry, housing, recreation, crime, poli- 
tics, and health. It is a most valuable 
book. Professor F. A. Ross says in the 
foreword, “No finer introduction to the 
study of modern municipal conditions in 
the North is available today.” 

Miss Kennedy has divided her work into 
three sections, the first being introductory. 
Here she describes the characteristics of 
recent Negro migrations, the economic, 
social, and socio-psychological causes, and 
the nature of the material she consulted. 
The second section is devoted to the eco- 
nomic effects of the recent migrations: 
changes in wages and hours, types of occu- 
pations, relations between white and Negro 
workers, and the appraisal of Negro workers 
by white employers. The third section 
contains conclusions and recommendations. 

The treatise is serviceable in that it 
contains an Appendix with a general Bibli- 
ography which is reclassified by subject 
matter and page. Unfortunately, Miss 
Kennedy did not list many unpublished 
manuscripts filed for reference by certain 
welfare organizations. 

Evamne KInckKLE JONES 

National Urban League 


Re, Ira DwA. (Department of Research 
and Investigation of the National Urban 
League.) ' Negro Membership in Ameri- 
can Labor Unions. Pp. 175. New 
York: The National Urban League, 
1930. $1.00. 

This study meets an acute need which 
has been shared by all who have wished to 
hold an intelligent opinion regarding the 
place of the Negro in the labor movement, 
and have been restrained by the inadequacy 
and the lack of organization of pertinent 
material. The purpose of the study is to 
present facts so that the reader may judge 
for himself the status of the Negro in Ameri- 
can trade unions. The work embodies a 
brief history of the relationships which the 
trade unions have or have not carried on 
with the Negro. A keen, detailed analysis 
is made of the Negro in national unionas, 
in independent unions, and in organized 
labor in about thirty of our cities, North 
and South. The section dealing with the 
Southern cities is peculiarly illuminating. 
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The material is presented in a scholarly, 
scientific way. ‘The field from which it is 
drawn is sufficiently comprehensive to 
present fairly the varying attitudes mani- 
fested by the trade unions toward the 
Negro, from his status as a strike breaker to 
his admission to equal membership with the 
white worker. Indirectly, it is a searching 
criticism of the integrity and the impartial- 
ity of the American labor unions. 

EHimten BRYAN 

Philadelphia 


Warmup, THzoporn M. Slavery Agita- 
tion in Virginia 1829-1882. Pp. viii, 
162. Baltimore: Johns Hopkins Press, 
1980. $1.76. 


This work is a brief development of the 
proslavery policy of Virginia. There are 
not many new facts in the book, for it is 
more of a synthesizing effort than an original 
production. 

From this volume we learn that at first 
there was a preference for the labor of white 
indentured servants, but Negro slaves were 
forced upon the colonies by pressure from 
slave-trading England, and by the end of 
the seventeenth century the whites yielded 
to the Negroes. Considerable antislavery 
sentiment developed, however, and manu- 
mission was facilitated. This tendency 
toward liberation was checked when slaves 
in crude form without initiative were turned 
loose upon society to become vagabonds. 
It was not until colonization seemed feasible 
that any considerable number of slave- 
holders could be induced to manumit their 
slaves. 

When this movement struck snags in the 
execution of its plans, Virginia finally 
divided on the question as to whether 
emancipation was the best policy, and with 
the industrial revolution apparently making 
cotton king, the majority of Virginians 
became proslavery by the year 1880. 
That matter was adequately threshed out 
in the Convention of 1829-1830, when the 
western counties, with no love for the 
Negro, arrayed themselves against the 
aristocratic eastern counties which tried 
to make every interest of the state second- 
ary to that of slaveholding. The repre- 
sentatives of the slave interests won in the 
contest with the pioneering mountaineers 
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who spoke out boldly in that convention; 
but the question of the extermination of 
the evil came to the front again in the 
General Assembly immediately after Nat 
Turner’s insurrection of 1881, just as it 
had almost done in 1800 when Gabriels 
plan for an uprising of the slaves was 
detected. These events furnished occa- 
sions for battles between the slaveholdmg 
interests and the liberty-loving mountain- 
eers, in which the former won a’second time 
and committed the state to the proslavery 
agitation so that abolitionists were not 
tolerated in the eastern section after 1840. 
- In the development of his theme the 
author did not give adequate attention to 
the difference between the eastern and 
western sections, failed to discuss thor- 
oughly the theories of the mountaineers as 
factors in determining the early attitude of 
the state toward the institution, and neg- 
lected to bring out the extent of the 
violence of the agitation in the Conventions 
of 1829-1880 and 1850-1851, leaving sec- 
tional sores which were never healed, and 
which in 1863 resulted in the establishment 
of West Virginia. While West Virginia 
was not antislavery, the domination of the 
state by shortsighted men who thought of 
nothing but the protection of their peculiar 
species of property, alienated the western 
section, which in spite of itself had to 
develop with the spirit of the rising West. 
Cantar G. Woopson 
The Association for the Study 
of Negro Life and History 


Turner, Lorenzo Dow. Anti-Slavery 
Sentiment in American Laterature Prior to 
1865. Pp. viii, 188. Washington: The 
Association for the Study of Negro Life 
and History, Inc., 1929. 82.15. 

From whatever standpoint this book is 
judged—as literature or history or both— 
one cannot overlook the unmistakable 
evidences of painstaking and scholarly 
research over a wide field, which includes 
essays, drama, poetry, sermons, orations, 
letters, journals, diaries, biographies, and 
books of travel. 

In the Appendix, Dr. Turner has re- 
printed the story “M. L.,” by Louisa M. 
Alcott, which was published serially in the 
Boston Commonwealth from January 24 
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to February 21, 1863. The difference in 
treatment of the mixed blood theme in 
1868 and in 1930 probably is a fair index of 
the change of attitude which even aboli- 
tionist America has experienced in the inter- 
vening years. ‘There 1s a splendid Bibliog- 
raphy at the end of the book. 
Eimer A. CARTER 
New York City 


Cuttine, ELISABETH. Jefferson Davis: 
Political Soldter. Pp. x, 861. New 
York: Dodd, Mead and Company, 
1930. $5.00. 

Quite frankly, this is pretty trashy 
biography. ‘To the historian it reveals no 
new material nor new interpretation of the 
old. To the lay reader, for whom the 
book was patently written, it makes neither 
Jefferson Davis nor his associates living or 
entertaining figures. It is difficult to 
realize just what compelling and romantic 
people many of them really were. What 
reader could gather that Alexander Ste- 
phens was as knightly a personality as the 
Chevalier Bayard, that Judah P. Benjamin 
was as colorful in an Oriental way as 
D’Israeli, that Lee was one of the most 
inspiring military leaders in the history of 
the world? Is one, anywhere in the book, 
led to the thrilling realization that Davis 
himself, with all his faults, came perilously 
near to dividing this country and organizing 
on this continent a great slave empire? 

What more can I say? 

ALPHONBE B. MILLER 

Philadelphia 


Wisner, ELIZABETH. Public Welfare Ad- 
ministration in Louisiana. Pp. xvii, 
289. Chicago: University of Chicago 
Press, 1980. 83.00. 

This study derives especial interest from 
the fact that it relates to the one state which 
has, in the course of its legal history, re- 
mained largely without the sphere of the 
common law. The evolution of Louisiana 
institutions has long been complicated by a 
certain confusion of French and American 
law and custom, consequent upon the 
several sudden transitions from one national 
authority to another. Dr. Wisner relates 
the history of the state’s public welfare 
administration from 1808 to the present, 
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giving primary attention to the care of the 
sick poor. A large mass of material has 
been examined an- a painstaking and 
intelligent account is given of the develop- 
ment of hospitals, asylums, and the state 
penitentiary. ‘The reader receives the 
impression that on the whole the state’s 
welfare work has been unenlightened and 
ineffective until a very recent period. 

As its title imozlies, the study is primarily 
concerned with administrative: evolution 
rather than with 2 description of social 
conditions in themselves. Even the story 
of actual conditions in the hospitals and 
asylums is treated as incidental to their 
legal and financial development. One 
result of this is a somewhat monotonous, 
though apparently necessary, accumulation 
of statutory details. There can be no 
question that Dr. Wisner has made an 
important contribution to the growing 
literature on the sociai history of the South 
and on the hiscory of American welfare 
institutions in general. 

Ricaarp H. Sarrock 

Duke University 


Capron, Lester J. (Under the Direction 
of Dumas Malone.) Bibliography of 
Virginia History Since 1866. Pp. xviii, 
900. University, Va.: Institute for Re- 
search in the Social Sciences, 1930. 


This bulky volume reveals the results of 
a careful exploration of all important re- 
positories of material relating to the recent 
history of Virginia. Most of these are 
located within the state or in Washington; 
on the other hand, the collections of Boston 
and Cambridge, of the New York Public 
Library and of the McCormick Agricultural 
Library in Chicago were also examined and 
listed. The results of careful analysis are 
presented to us under eleven classifications. 
The first section lists Virginia bibliographies 
and indexes. Then iollows a logical classi- 
fication of materials relating respectively 
to economic, social, political and constitu- 
tional, military, educational, and religious 
development. ‘The last four sections deal 
with local history, biography, literature and 
art, and newspapers. 

To one trained to look for such classifica- 
tions, an array of 6,242 items arranged al- 
phabetically under the appropriate head- 
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ings is available for his choice. In each 
case, abbreviated references inform him in 
what repository or repositories, the item is 
to be found. This volume means an 
invaluable piece of spade work for the 
historical scholar. It is possible that a 
very broad preliminary heading of “general 
materials” might have made it simpler 
to list items not easily classified under the 
separate topics, and, arranged in chrono- 
logical groups, might have proved extremely 
comforting to persons pursuing a general 
interest. In the same way, the Index 
which reflects the classifications of the text 
might have been more useful. 

But this is the counsel of perfection. As 
matters stand, the book collector, the h- 
brarian, and the historian are under sub- 
stantial obligations to the compilers and 
publishers of this well-printed volume. 

ARTHUR C. COLB 

Western Reserve University 


Haines, CuarLes Grove. The Revwal of 
Natural Law Concepts. Pp. xni, 388. 
Cambridge: Harvard University Press, 
1980. $4.50. 

Bernhard Windscheid many years ago in 
a rectoral address said, “It is an ancient 
never-ending dream of mankind that there 
is a rigid and unchangeable law whichis the 
law of reason.” The view that there is a 
standard of right external to legal prescrip- 
tions is shared by the learned as well as 
the unlearned. The only difference is that 
the unlearned never succeed in making 
their ideas comprehensible beyond the ex- 
pression of emotional belief. 

It is one of the peculiarities of Natural 
Law that it is neither natural nor law. 
The term is unfortunate, but the idea back 
of it has often prospered because of its 
verbal misfortune. But the misfortune 
goes in another direction; the nebulosity of 
the idea has spared it from the fatality of 
crystallization. We say fatality because if 
made precise, many of its variants would 
have quickly disappeared when tested by 
the acid of the reason to which it appeals. 

Natural law is an idea which not only has 
endured but which has in it elements of 
indestructible truth. Juridical law is the 
law of the State; but natural law is that 
body of truth which is and must be, with 
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varying interpretations from generation to 
generation, the basis of valuation of all 
juridical law. It does not seem difficult to 
justify this statement. The essence of 
any legal rule resides in the purpose of it. 
The valuation of that purpose falls into the 
realm of a process of reasoning, if that 
reasoning is not dominated by purely 
egoistic impulses, which, gomg beyond tie 
individual, may engage reflections touch- 
ing human society as a whole and even tae 


totality of reality. In this sense, natural | 


law becomes what it once was in fact but 
not in name, the philosophy of law. 

It is not likely that anything new can >e 
advanced concerning the general theory of 
natural law. Certainly there is no need 
here for such a discussion. The literature 
which has developed on this topic withm 
the last two centuries is itself a curious pke- 
nomenon. Professor Haines has set out a 
selected list of titles covering eighte2n 
pages of his book. 

Taking the view expressed above, the 
appearance of natural law ideas in the ce- 
velopment of American Constitutional 
law is not accurately a “revival” but is 
rather a continuation in a new application 
of ideas which, from the time of their for- 
mulation, have flourished without break or 
interruption. ‘The labels, it is true, have 
changed. That is a great advantage, at 
least for clearness of thinking. The 
learned classes now write their natural law 
under other titles, but the layman and tn- 
fortunately many of our judges, unconscious 
of the developments that have overtaken 
the theory of law, continue to think and 
speak in the frames of the old categories. 

The labor of Professor Haines was worth 
while. The best part of his book is that 
dealing with the social and economic ideas 
which have motivated the development of 
Constitutional doctrines by the courts. 
The author’s introductory discussion of 
natural law, leading up, as was necessary, 
to his chief inquiry, is satisfying and takes 
due account, in broad outline, of what al- 
ready has been written. The cases invov- 
ing natural law doctrines have not been ex- 
hausted; nor was that necessary, since they 
fall into favored groups of ideas, adequately 
noted by Professor Haines, and chiefly 
involving Constitutional law. 
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The author’s method of treatment is 
primarily expository. An attempt to deal 
with the numerous variants of natural law 
on a critical basis would easily have ex- 
tended this work to the compass of another 
separate volume. For example, an ade- 
quate discussion, in its ramifications of 
economics and of logic, of Stammler’s 
richiiges Recht would have required many 
pages. Professor Haines has accomplished 
the task set before himself, and the result 
at its best should be to create a critical 
attitude on the part of the bar and the 
bench when natural law is invoked. Ap- 
peals to natural law often have been mere 
declamations on reason and justice, con- 
cealing economic, political, or class preju- 
dices behind a verbal lattice work of poetic 
words, 

A. KOCOUREK 

Northwestern University Law School 


CATLIN, GEORGE E. G. A Study of the 
Principles of Polities. Pp. 469. New 
York: The Macmillan Company, 1930. 
$6.00. 


To the sparse list of modern books on the 
principles of politics, Professor Catlin’s 
study is a welcome and distinctive addition. 
Regarding politics as essentially the study 
of social control, he devotes a number of 
significant chapters to such themes as 
liberty and authority, conflict and soli- 
darity, balance and convention, equality 
and status, offering admirable summaries of 
the fundamental issues regarding the 
distribution, the scope, and the function of 
the distribution of organized power in 
modern societies. 

Making liberal use of his wide reading, 
the author states and illustrates his prob- 
lems in a very catholic and effective man- 
ner. He draws on psychology and on so- 
clology no less, but rather more, than on 
jurisprudence and on “‘political science” 
in the usual acceptance of the term. Tak- 
ing so wide a range, he deals with the nature 
and kinds of social groups, class and caste, 
the position of women in modern society, 
nationality, education, and numerous other 
topics. Consequently, his treatment taken 
as a whole is rather discursive, although 
illuminated by apt and often penetrating 
statements. It isin fact a free discussion o 
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the general problems that underlie the life 
of men in states, rather than a systematic 
exposition of the problems of government. 
The discursive quality of the book arises 
from two characteristics of the author’s 
approach. On the one hand, he is fond of 
citing the doctrines and the pregnant say- 
ings of the political and social thinkers, 
from Aristotle to the present. It is aptly 
done, and some of the best things are in the 
footnotes; but it tends to delay the argu- 
ment. On the other hand, the author 
starts with an unusual definition of “ poli- 
tics,” following the lines of his earlier work 
on The Science and Method of Potts. 
He rejects the viewpoint which regards 
politics as the study of the state. For him, 
it is the study of a human relationship 
which the state, but by no means the state 
alone, reveals. He would use the term 
“civics”? to signify the study of the state, 
while “politics” is the study of “the act of 
human or social control” (p. 69). 
Concerning definitions there is no need to 
quarrel, although the usage of the author is 
apt to create confusion in view of a well- 
established tradition. Politics, he insists, 
is “the study of an activity, not of a thing.” 
In other words, it is dissociated from the 
study of a particular social structure. But 
the activity ramifies everywhere in human 
life, is found in the church and the family 
and the economic order and the social club. 
Professor Catlin thus sets himself an 
extremely elaborate and far-reaching quest 
—one whose magnitude he perhaps fails 
adequately to realize; for the discussions 
which follow, suggestive and broad-minded 
as they are, do not fulfill the expectation 
that he is going to analyze the nature and 
the ramifications of the activity of control 
by man over man. Instead, we have cer- 
tain admirable but general restatements of 
the problem of liberty and authority. 
Although the volume cannot be said to 
fulfill the expectations of the reader who 
accepts the author’s définition, it is a dis- 
tinctive contribution to the latter’s subject. 
He gives inter alia a penetrating study of 
the nature of political (cr social) laws, with 
excellent comments on the formulaticns of 
Mill, Spencer, Gumplowicz, Znaniecki, and 
others. He offers an admirable analysis of 
the main types of social grouping. He 
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comes to grips with the philosophical ques- 
tion of the relation of the individual to 
society. He has some good things to say 
on the balance of groups and interests in a 
society. But one feels that the author 
moves on a diagonal between politics (in the 
traditional sense) and sociology, and that 
he has not quite found the focus which 
would give unity and system to his work. 
It is an interesting and promising attempt, 
which may prepare the way for a more as- 
sured and more specific contribution on his 
part. 
R. M. Maciver 
Columbia University 


CARPENTER, Wiuuiam Seat. The Develop- 
ment of American Political Thought. 
Pp. vi, 191. Princeton: Princeton Uni- 
versity Press, 1930. $2.00. 


In these essays Professor Carpenter 
approaches the study of American political 
theory from a point of view at once novel 
and promising fruitful results. He dis- 
claims the belief that there is any American 
political theory in the sense of a systematic 
development of abstract political specula- 
tion by American writers. Of constructive 
systematic thinkers in the field of politics 
we have had but few—Calhoun is almost 
the only one in active political Lfe—while 
most of our academic writers on politics 
have contented themselves with reflecting 
the trends of thought prevalent in Europe a 
generation or two before their time. 

With us, political theory has meant not 
systematic speculation, but the ideas and 
concepts which from time to time have been 
seized on as telling arguments in the course 
of practical political contests, end which 
have received their development from the 
outcome of such contests rather than by 
methods of intellectual analysis. In con- 
sequence the development of American 
political thought becomes interstitial 
aspect of the development of American 
politics—a collateral phase of the partisan 
strife out of which alterations and amend- 
ments of our political institutions have 
issued. 

This is the sense in which Professor Car- 
penter conceives the subject matter of the 
studies in the present volume. They 
comprise a series of footnotes or appendices 
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to political history rather than a consecutive 
story of successive intellectual efforts. 

Yet in one marked sense there is continu- 
ity in the story—American political thought 
has gotten on with relatively few ideas and 
doctrines, and these have persisted and 
reasserted themselves again and again in 
substantially the same form. Professor 
Carpenter has selected the most persistent 
to build his chapters around—the social 
contract, the separation and balance of 
governmental powers, democracy, indi- 
vidual liberty, majority rule. All these 
ideas had already emerged in the eighteenth 
century, some of them in the seventeenth, 
and most of them received their fullest and 
ablest discussion and elaboration in the 
period of the American Revolution and the 
subsequent era of constitution building. 

This book sheds interesting new light on 
the thought of the earlier period from a 
study of little known pamphlet material, 
English as well as American. From such 
sources it is shown that the American 
theory of representation which still requires 
that the representative must reside in the 
district which he represents is a survival of 
the primitive English view which regarded 
the representative as a mere agent or 
proxy of his individual constituents (p. 91), 
and therefore limited by the mandate or 
instructions received from his principals 
(p. 45). 

The question of majority rule first came 
explicitly to the front in the state constitu- 
tional conventions of the first half of the 
nineteenth century, which were faced with 
the demand for abolition of property quali- 
fications for voting. Here Professor Car- 
penter gives a convenient résumé of the 
discussion of the rights of property versus 
manhood suffrage in the Massachusetts 
convention of 1820, the New York conven- 
tion of 1821, the Virginia conventior of 
1829, and some of the early conventions in 
Western states. It is imteresting to be re- 
minded that Daniel Webster expressed the 
view that “‘it is the nature of our institutions 
to found government on property.” 

For the paucity of creative political 
thinking in this country in the last hundred 
years, Professor Carpenter offers what is 
undoubtedly the correct explanation. “The 
foundations of political order in this coun- 
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try have long been unchanged largely be- 
cause the energies of the people have been 
expended in the exploitation of the rich 
resources of the Continent. As long as the 
promise of American life assures to the 
individual more abundant riches, it is 
difficult to see why the development of 
political theory on, this side of the Atlantic 
should be more fruitful. For it is un- 
doubtedly true that political ideas mature 
under the stress of deep-rooted controver- 
sies. Some one has said in paraphrase of 
Carlyle that it is a happy country which 
has no political theory, for the growth of 
political theory indicates that a revolution 
has just occurred, or is about to occur” 


(P. 165). 
Jonn DICKINSON 
University of Pennsylvania 


JoHNston, Henry Aran. What Rights 
Are Left. Pp. x, 177. New York: The 
Macmillan Company, 1980. 82.00. 
Though we have had national prohibition 

for nearly eleven years, the general public 

is surprisingly ignorant of exactly what the 
law prohibits and what it permits. Mr. 

Johnston deals with the national prohibi- 

tion law as it affects the rights and privi- 

leges of private citizens. The study is 
based on a careful legal analysis of the 
national prohibition law and a review of all 

Federal Court decisions on prohibition 

cases. Mr. Johnston’s book may be ac- 

cepted as authoritative in its own field, for 
the manuscript was critically read by 

Professor Howard McBain of Columbia 

University, and Mr. Courtlandt Nicoll 

and Mr. George Roberts, two New York 

attorneys. 

The following questions are dealt with: 
the right to possess liquor for personal use; 
the exemption in the Volstead act of “‘non- 
intoxicating fruit juices”; what constitutes 
legal and illegal search and seizure; the ex- 
emption extended to members of foreign 
embassies on American soil; the practical 
exemption of the Philippine Islands from 
the Volstead law; why bootleggers are 
granted exemption from prosecution under 
the prohibition law in paying their Federal 
income tax; and so forth. The full text of 
the Eighteenth Amendment and a summary 
of. the national prohibition law, with all 
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amendments, are given in the first chapter. 
In the Appendix are given the full text of the 
United States Constitution and the Federal 
statute on search warrants. 
JOHN C. GEBHART 
Association Against the Prohibition 
Amendment 


Ler, Henry d. (Ed.). Charter of the City of 
New York and City Home Rule Law 
(Amended to May 1, 1930.) Brooklyn: 
Eagle Library Publications, 1980. $3.50. 


Here we have a careful revision of the 
New York City Charter (Laws of 1901) 
brought down te date by the Municipal 
Affairs Committee of the New York City 
League of Women Voters under the direc- 
tion of Helen Potter Hanson, member of the 
bar, together with the City Home Rule 
Law (Laws of 1924) with all the amend- 
ments that have Seen made to either since 
their respective enactments. 

The work, which embraces 828 pages, has 
been carefully done and provided with an 
adequate Table of Contents and Index. 
Repealed sections have been indicated. It 
is to be hoped that the next edition will 
embody references to the court decisions 
interpreting the various sections. Some 
idea of the physical extent of the act may 
be gathered from the statement that it 
contains 1,487 sections. There has been 
no popular priced edition of the Charter 
since 1925 and the Brooklyn Daily Eagle 
is entitled to high commendation for its 
public spirit in publishing this much needed 
volume. 

CLINTON Rogers WOODRUFF 

Philadelphia 


Warmy, Leonard D. The Cimil Sermce in 
the Modern Stcte. Pp. xxi, 568. Chi- 
cago: University of Chicago Press, 1930. 
$6.00. 

The International Congress of the Ad- 
ministration Sciences held its first session in 
Brussels in 1910, the second in the same 
city in 1928, and the third in Paris in 1927. 
These conferences bring together a dis- 
tinguished group of high officials, actively 
engaged in the conduct of the administra- 
tive services of the leading countries of the 
world, and students of administration. 
They have begun to build up a doctrine of 
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administration, as Dr. White points out. 
This volume is not a part of the proceed- 
ings, but was conceived shortly after the 
latest conference, and embodies a collection 
of the fundamental civil service principles 
of fourteen countries: Italy, Germany, 
Great Britain, Canada, Australia, France, 
the United States, Austria, Roumania, 
Belgium, Switzerland, Japan, Sweden, 
and Norway. All, however, were brought 
together under the auspices of the Congress. 
Tt is significant of the backwardness of 
administrative service in the United States, 
that her representative on the board of 
officers is a professor of administration. 
Other countries are represented by actual 
administrators. ‘The collaborators in this 
volume, however, are largely college pro- 
fessors, at least ten out of thirteen. Dr. 
White’s contributions are easily the most 
important, being the accounts of the civil 
service systems of Great Britain and the 
United States. It makes an excellent 
book of reference for those who are inter- 
ested in or concerned with the problem of 
selecting the personnel of administration. 
Curnton Rocrrs WOODRUFF 
Philadelphia 


Hart, James. Tenure of Office under the 
Constitution: A Study in Law and Public 
Policy. Pp. x, 384. Baltimore: Johns 
Hopkins Press, 1980. 83.50. 

This book is a learned constitutional 
discussion of a matter of the utmost prac- 
tical importance. The opinion of the 
Supreme Court of the United States in the 
case of Myers v. U. S. suggested that the 
President has power to remove at his discre- 
tion almost all officers of the United States 
whether or not he appoints them, and even 
if they have been appointed for a definite 
term of years. In other words, if the sug- 
gestion is followed, the President’s control 
over the administration of the United States 
1s to be not only personal but arbitrary. 

There is unquestionably a strong tend- 
ency towards autocracy in government in 
the United States today, partly in answer to 
popular demands that some visikle person 
should be held responsible for Government 
action, and partly by imitation of private 
businesses. Professor Hart points out the 
evils of presidential autocracy, particularly 


280 


in view of the fact that the competent 
conduct of public business requires an in- 
creased use of boards and commissions in- 
tended by Congress to be at least semi- 
independent. He presents an excellent 
argument for making tenure of office under 
the Constitution more secure. 
l E. P. CHASE 
Lafayette College 


STEPHENSON, NATHANIEL Wricut. Nel 
son W. Aldrich: A Leader in American 
Politics. Pp. xii, 495. New ‘York: 
Charles Seribner’s Sons, 1930. $5.00. 


We have here a notable biography. It 
has accomplished wonders in the way of 
revealing one of the most enigmatic figures 
in our recent history, and falls short of a 
place among great psychographic essays— 
to use a word coined by Gamaliel Bradford 
—only because any significant penetration 
of the inner Aldrich is wholly impossible. 

Aldrich is one of these men to whom the 
baring of his mind, however fleetingly, to 
outside view is & degrading sort of un- 
chastity. He has built about himself an 
unconquerable reserve; and although Dr. 
Stephenson has had access to all available 
material, including much previously un- 
tapped, and has delved tirelessly through 
it, he has not been able to dig down to the 
core of the man, simply because it was not 
there. Aldrich remains the same riddle to 
us, even after this intimate biography, that 
he was to his contemporaries—a talented 
statesman, a great leader, a good friend, but 
a cloistral and mysterious figure to the end. 

Within the limits imposed by this basic 
secretiveness, Dr. Stephenson has done a 
praiseworthy job. He has looked with 
dispassionate fairness on a period near 
enough at hand to make such a viewpoint 
highly difficult. He has threaded the 
complicated mazes of Aldrich’s political 
dealings, with industry and ingenuity. 
The McKinley and Roosevelt administra- 
tions have no saner historian nor more 
judicial critic. 

The style is much more than adequate.-. 
Dr. Stephenson knows and appreciates fine 
writing. He describes Senator Spooner as 
follows: “He lived in that delightful world 
a little different from the real world, a little 
more abstract than life can ever be, which 
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is the fairy palace of the deductive genius of 
the law.” I am sure that as he wrote this 
sentence, a warm glow of accomplishment 
filled his mind, a sense of having achieved 
the exact nuance of a thought infinitely 
difficult to express. And for one reader at 
least, that glow is justified. 
ALPHONSE B. MILLER 


Philadelphia 
Apams, RANDOLPH G. (Ed.). Selected Po- 
litical Essays of James Wilson. Pp. 356. 


New York: Alfred A. Knopf, 1930. 


This is a well-chosen selection from the 
political writings of one of the most vigor- 
ous and acute thinkers of the Revolutionary 
and early national period of our history. 
James Wilson began his public career in the 
colonies in the year of the Stamp Act Con- 
gress and continued it in an atmosphere 
which he, at least, found congenial to con- 
structive thinking. In a day when politi- 
cal scientists are engaged with a bee-like 
industry in seeking out and piling up facts, 
it is refreshing to turn to a writer who 
thought about what he had learned. Stu- 
dents of political theory and international 
organization will find much that seems 
modern anticipated by Wilson in his essays 
on the Nature and Extent ofthe Legislative 
Authority of the British Parliament, in his 
Defense of the Federal Constitution, and in 
his lectures on the General Principles of 
Law and Obligation, and Of Man as a 
Member of the Great Commonwealth of 
Nations. Mr, Adams has added to the 
value of the book by contributing a spright- 
ly and enthusiastic introduction of some 
forty pages. There is also a descriptive 
Bibliography of works of and relating to 
James Wilson. 

Lane W. LANCASTER 

University of Nebraska 


Kinpatrick, Wriuie. Problems in Con- 
temporary County Government. Pp. xxi, 
666. University, Va.: Institute for 
Research in the Social Sciences, 1980. 
This volume, the eighth in the series pub- 

lished by the University of Virginia’s 

Institute for Research in the Social Sciences, 

is a comprehensive survey of most aspects 

of Virginia county government. A few 
county functions are purposely omitted 
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because they have been separately treated in 
other recent monographs, but the remaining 
functions are treated at great length. 

Each chapter, from county engineering 
to county executives, begins with a general 
statement of the problem and the method 
of approach, and ends with a series of sug- 
gestions for improvement. The interven- 
ing pages are filled with detailed descrip- 
tions of procedure, individual counties 
frequently being singled out for considera- 
tion. Occasional reference is made to the 
experience of counties in other states, but 
only for purposes of comparison. 

Within the covers of this volume Pro- 
fessor Kilpatrick presents a very complete 
picture-—the legal basis of county activities, 
the actual administrative relationships, and 
the deviations from standard practice. 
This study should prove invaluable for 
those who come in daily contact with the 
problems of rural local government in 
Virginia. For general students of govern- 
ment its usefulness is perhaps somewhat 
impaired by the vast quantity of detail 
which fills its pages. 

Austin F. MACDONALD 

University of California 


Park, No Yune. Making a New China. 
Pp. vu, 808. Boston: The Stratford 
Company, 1929. $2.50. 

China, the “mystery,” has changed for 
the average thinking man of America 
into China, the “puzzle.” Kaleidoscopic 
changes during the last two decades have 
left the citizen in a state of confusion as 
to what was happening and why. No 
other recent book presents such a clear 
exposition of these events as does that of 
No Yung Park’s Making a New China. 

With an unusual mastery of straight- 
forward English, and without partiality, 
he analyzes and describes the recent move- 
ments that have established the present 
Government of China. Here one will find 
not only an account of these political con- 
flicts oriented to the fundamental aspects 
of Chinese culture, particularly familist 
organization and ideals, but also other social 
movements and problems, such as the 
literary renaissance, the industrial revolu- 
tion, the struggle against Bolshevism, the 
labor movement, marriage and morals, 
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population problems, the present status of 
the opium problem, and the efforts to free 
China from imperialistic contro_s, chiefly 
of England and Japan. 

One reads with a sense of shame what 
Nordic snobbery has done to China, yet with 
satisfaction because of the manifest fairness 
with which Mr. Park presents these condi- 
tions and gives due credit where it belongs. 

DanieL H. Kurer I 

‘Teachers College, 

Columbia University 


BUTLER, Nicuotas Murray. The Path to 
Peace. Pp. xiii, $20. New York: 
Charles Scribner’s Sons, 1980. $2.50. 


In this book the President of Columbia 
University makes a notable contribution to 
the preservation of peace, through the 
publication of a number of essays and 
addresses on peace and its making. Each 
article has already reached a large audience 
through the spoken or the printed word, or 
both, in Europe and America. Twenty-two 
essays cover a wide range of subjects, such 
as the preservation of peace, the League of 
Nations, the international mind, America’s 
relations with France, the Locarno pacts, 
the renunciation of war, and the state as a 
moral person. Some of the essays relate to 
principles and some to institutions, and all 
deal with the newly ordered society in which 
we live today. 

The striking thing about these essays is 
their living, vital message today. Dr. 
Butler has written and spoken, not of the 
past and the future, but of pressing interna- 
tional situations demanding solution. In 
each case the author has stated the prob- 
lem and has suggested what should be done 
about it. Thus the considered principles of 
international conduct may take definite 
form, either through the action of foreign 
offices, through international agreements, 
or through the establishment and the main- 
tenance of international institutions. Of 
special significance are the addresses on 
““Imponderables,” delivered before the 
German Reichstag, and on “Nation-Build- 
ing and Beyond,” the Richard Cobden 
lecture delivered at the Royal Society of 
Arts, in London. 

Caries E. MARTIN 

University of Washington 
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CARMAN, Harry J. Social and Economic 
History of the United States, Vol.I. Pp. 
xu, 616. New York: D. C. Heath & 
Company, 1980. 


This volume, covering the period from 
1500 to 1820, is a welcome addition to the 
general treatises on American economic 
history. In his introductory chapter Pro- 
fessor Carman briefly discusses the forces 
responsible for the extension of European 
civilization to the new world—a back- 
ground indispensable to an intelligent ap- 
preciation of the significance of the great 
colonizing movement set in motion after 
the discovery of the Americas. 

In his treatment of. the colonial ‘period 
the author vividly reconstructs the life of 
the colonists and evaluates the cultural 
changes which manifested themselves m 
the early years of settlement. His observa- 
tions on the various elements found in the 
colonial population, including an excellent 
discussion of the non-English-speaking 
settlers, on the extent of education, on lit- 
erature, on journalism, and on the arts, 
are skillfully woven into the general narra- 
tive of economic growth. The chapters 
describing the struggle for economic inde- 
pendence and possession of the West, 
frontier problems, and western ideals and 
culture are a distinctive contribution to the 
synthesis of American history. 

The text is illustrated with numerous 
reproductions of pages from historic docu- 
ments and photographs of men who helped 
to pattern European civilization on Ameri- 
can sou, also with excellent maps and 
charts. 

Faux FLÖGEL 

University of California 


Core, Harry Exisworru. Stagecoach and 
Tavern Tales of the Old Northwest. Pp. 
876. Cleveland: The Arthur H. Clark 
Company, 1980. $6.00. 

The title is definitive as referring to 
pioneer stories in that portion of the coun- 
try surrounding the upper waters of the 
Mississippi and known as the Old North- 
west. Mr. Cole, the author, was for years 
President of the State Historical Society 
of Wisconsin. In his profession of jour- 
nalist he had learned the value of human 
interest materials in recording any story. 
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This accounts for the attractiveness of his 
style. But he also had respect for his two 
hobbies—history and archeology-——which 
accounts for the special double-page map, 
the thirty good illustrations, and the elabo- 
rate Index. 

Any one at all familiar with the eventful 
history of the Old Northwest will find in 
this greatest work by Mr. Cole a wealth of 
interesting and illustrative records not 
found in the more standardized books. 

At the time of the author’s death his 
manuscript was nearly ready for the print- 
ers. ‘The necessary last revision was done 
by Louise Phelps Kellogg, Senior Research 
Associate of the State Historical Society of 
Wisconsin. That one of her reputation 
would render this service is another evi- 
dence that Stagecoach and Tavern Tales of 
the Old Northwest deserves the favorable 
attention of collectors and readers of Ameri- 
cana. 

Epmonp S. MEANY 

University of Washington 


SMITH, PresERvED. A History of Modern 
Culture; Vol. I, The Great Renewal, 
1548-1687. Pp. xi, 672. New York: 
Henry Holt and Company, 1980. %5.00. 


This is the first of four volumes to be de- 
voted to a cultural history of the last four 
centuries. Adopting Bacon’s phrase “The 
Great Renewal” for this first volume, cov- 
ering the period from Copernicus to New- 
ton, Professor Smith indicates that the 
foundations of the modern mind must be 
sought in the growth of the physical sci- 
ences and the development of scientific 
method. 

The author’s attention, however, is not 
confined to a history of science, his chief 
interest lying in the reaction of the new 
knowledge on the entire intellectual life of 
Europe. Nor does he, like some earlier 
writers, confine his attention to the atti- 
tude of theologians toward the new sci- 
ences; for he points out that this is only one 
example, though a striking one, of the op- 
position of mankind in general to all funda- 
mental changes. “What men prize more 
than anything else, what they fight for as 
for their lives, are their mental habits, be 
they religious or rational. The young can 
be educated in different habits; the old are 
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condemned, or privileged, to die in their 
inveterate beliefs.” 

The extent of the field surveyed in this 
volume is indicated by the organization of 
the material. Part I, The Sciences—As- 
tronomy, Physics, Mathematics, Geogra- 
phy, Biology, Anatomy, The Scientific 
Revolution; Part LU, the Humanities— 
Philosophy, Political Theory, Historiogra- 
phy, Biblical and Classical Scholarship; 
Part IL, Social Control—Education, Re- 
ligion, Free Thought, Superstition, Persecu- 
tion and Tolerance, Laws; Part IV, The 
Spirit of the Times—Morals and Manners, 
Literature, Art. In all these fields Pro- 
fessor Smith has gone deeply into the lit- 
erature of the period as well as into that of 
modern times, as may be seen from his 
Bibliography, which occupies some forty- 
five pages. 

We have in this book by far the best ex- 
ample of cultural history that has yet ap- 
peared. Its analysis of the various tenden- 
cies of the age and their relation to each 
other shows understanding and keen psy- 
chological insight. Nowhere, for example, 
will there be found in brief space a better 
explanation of the relation of Calvinism to 
capitalism and industry than on pages 
875-878; nor would it be easy to point 
to a juster estimate of the strength and the 
weakness of Puritanism. It is suggested 
that a fuller understanding of its spirit 
might modify the modern misconception 
that the Puritan was hostile to the adven- 
tures and excitement of life. “That the 
Puritans lived a drab and unexciting life is 
a fable invented by their satirists. Their 
interests were so much vaster than those of 
the gentlemen about town that they es- 
caped the notice of the latter altogether. 
King-baiting is a more exciting sport than 
bear-baiting; a civil war is the most absorb- 
ing of dramas; and subduing a savage con- 
tinent a more thrilling adventure than the 
most unrestrained dance.” 

An account of the “blue laws” and the 
sumptuary legislation on the Continent 
in the sixteenth and seventeenth centuries 
should convince the critic that such enact- 
ments were as common in Lutheran and 
Catholic as in Calvinistic lands, thus plac- 
ing in proper perspective what are often 
thought of as the offensive peculiarities of 
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an isolated community like New England. 
Such observations on the varicus aspects 

of the period indicate the breadth of the 

author’s interpretation and suggest a cer- 

tain dry humor that often Ulumimates the 

subject far better than labored exposition. 

A. C. HOWLAND 

University of Pennsylvania 


CooLEY, CaaRLes Horton. Sociological 
Theory and Soctal Research. (Being se- 
lected papers—with an introduction and 
notes by Robert Cooley Angell.) Pp. 
xiv, 845. New York: Henry Holt and 
Company, 1980. $3.00. 

The importance of Professor Cooley’s 
writings to American sociologists is so 
great that his literary executors need offer 
no excuses for the reissue in convenient 
form of this collection of his scattered pub- 
lications. The selection of papers to be 
incłuded in this volume was based on a 
memorandum left by the author at his 
death, designating those of his previously 
published writings which he was willing 
to have collected in this way. 

One hesitates to select any of these papers 
for special mention, when all are so abun- 
dantly worth while. One hundred pages 
out of a total of three hundred and thirty- 
six are occupied by ‘“‘The Theory of Trans- 
portation,” which was Cooley’s Ph.D. the- 
sis, and which, though written in 1893, can 
still be accepted as a penetrating study in 
human ecology. Probably the most im- 
portant of the other papers in the volume 
are “‘Personal Competition” and “The 
Roots of Social Knowledge.” There is an 
interesting brief account of the develop- 
ment of sociology at the University of 
Michigan, and a complete Bibliography of 
Professor Cooley’s published writings. 

Frorp N. Hous: 

University of Virginia 


Wissier, CuarKk. An Introduction to So- 
cial Anthropology. Pp. x, 39%. New 
York: Henry Holt and Company, 1929. 
$3.50. 

The student of the social sciences who de- 
sires a convenient survey of anthropological 
knowledge will find this book interesting 
and profitable reading. In default of direct 


observation of a primitive community, 
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which is the only way to real understand- 
ing, the author suggests study of some of the 
more accessible descriptions based upon 
field work. 

After a chapter on the biological group 
in which account is taken of the findings of 
physical anthropology, the author proceeds 
to a consideration of social anthropology. 
There are chapters on the economic base, 
the study of languages, and the archeologi- 
cal problem. The social structure and 
_ social organization of communities are de- 

scribed in chapters on the tribe, dual di- 
vision and exogamy, relationship systems, 
marriage, and totemism. The thought 
life is discussed in chapters on animism, 
magic, mythology, and basic beliefs and 
rituals, There follow chapters on tech- 
nology, the geographic point of view, and 

the geographic method. 

' With these divisions of the subject out- 
lined, it is possible to introduce the reader 
to some of the more abstract concepts of 
social anthropology. Here, interpretation 
is introduced and anthropology advances 
beyond mere description and helps us to 
understand the trend of social change by 
giving “‘historical or sequential perspec- 
tive.” The chapters, on the culture area 
concept and on culture processes serve to tie 
together the discrete facts into a dynamic 
and functional whole and leave the reader 
with the desire to pursue this fascinating 
subject farther. A brief list of references 
and questions is appended for further study 
and reading. There is a good Index. 
F. STUART CHAPIN 
University of Minnesota 


TAYLOR, GRAHAM. Pioneering on Sostal 
Frontiers. Pp. xii, 457. Chicago: Uni- 
versity of Chicago Press, 1930. $4.00. 
Pioneering on Social Frontiers, by Graham 

Taylor, founder of Chicago Commons, is 

not only the story of a man who through a 

lifetime has waged, with high faith, a bat- 

tle for human justice, but 1s also an abscrb- 
ing story of a city’s growth and of the de- 
velopment of its human consciousness. 
Graham Taylor has been a leader in 
stirring events and he brings a rare inter- 
pretative quality to bear upon life and 
people. After a boyhood in Philadelphia 
and early manhood in New England, he 


THE ANNALS OF THE AMBRICAN ACADEMY 


arrived in Chicago at the time of the World’s 
Fair. We follow with him the city’s strug- 


‘gles for good citizenship through political 


jungles—a fight against vice and political 
corruption, told with many a picturesque 
detail. 

The finest quality of understanding is 
brought to bear on the industrial conflict: 
and we see at close hand the beginnings of 
social work and the personalities which have 
played a dominant part. We feel as our: 
own the problems of the immigrant neigh- 
bors surrounding the Commons, and the 
efforts of the settlement residents to offer 
a common ground for understanding among 
all sorts and conditions of men. 

It is essentially a story of high adventure 
of the spirit, both for the writer himself 
and for those of whom he tells, and when we 
finish the book we can but feel that Graham 
Taylor’s students and fellow residents were 
rarely privileged to have had his leadership. 
He richly gave himself to the needs of his 
community and played a courageous part 
in the molding of his own times. 

Herren Haru 

University House 


Philadelphia 


Bogen, Boris D. Born a Jew.: Pp. 860. 
New York: The Macmillan Company, 
1930. $3.00. 


Dr. Bogen’s sudden and untimely death 
doubtlessly accounts for the presentation 
of this volume in a form different from that 
in which it would have been seen had he’ 
been permitted to complete the manuscript 
himself. 

It represents the adjustment of a highly 
intelligent immigrant to American life after 
overcoming initial handicaps of transfer 
from one cultural environment to another 
without knowledge of the language or cus- 
toms of his new country or any adequate 
preparation for its industrial or social life. 
Coupled with this is a personal and some- 
what superficial survey of the administra- 
tion of relief funds provided by American 
Jews for their co-religionists suffering from 
the effects of the war in Russia, Poland, and 
other countries of Southeastern Europe. 

The result is a somewhat disproportion- 
ate amount of space allotted to two phases 
of Dr. Bogen’s life, and a somewhat inade- 
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quate portrayal of the very important part 
that he played in the development of social 
work among Jews in America and the large 
contribution that he made toward a better 
understanding between the older and the 
newer Jewish groups in America; the older 
settlement being chiefly of German and 
West European origin, and the newer 
groups, numerically so much larger, having 
an East European background. 

This was his peculiar function and it is 
to be regretted that he was not permitted 
to present his work in such a way as fully 
to explore his phase. 

SOLOMON LOWENSTEIN 

New York 


CARDAN, JEROME. (Translated by Jean 
Stoner.) The Book of My Life. Pp. 
xvii, 881. New York: E. P. Dutton 
and Company, 1980. $38.50. 


Though Olschki has lately spoken in 
dissent, most mathematicians and his- 
torians of science regard Cardan’s Ars 
Magna as the beginning of modern algebra 
and as one of the great books of the six- 
teenth century. Apart from this achieve- 
ment, the author was one of the most pro- 
lifie writers and one of the most interesting 
adventurers of his age. Though the 
reader who expects to find in his autobiog- 
raphy the charm which has long made his 
contemporary Cellini famous will be dis- 
appointed, he will find in it an abundance 
of curious matter. Like Abelard’s apol- 
ogy, it is really a historia calamitatum; 
for, what impressed Cardan chiefly in his 
garrulous old age was the number of mis- 
fortunes which had befallen him. IN 
luck, poverty, calumny, diseases, impo- 
tence, and unhappy domestic relations 
combined to make his hfe a vale of tears. 

Scientist though he was, accomplished 
physician and renowned mathematician, 
Cardan lived in a thick atmosphere of 
superstition. Apart from his pet pursuit 
of astrology, he saw in every accident of life 
a supernatural cause. Special providences 
and diabolic interferences with the world 
werenoinventionsofthe Puritans. Dreams, 
too, figure largely in his account, some of 
them crying for psychoanalytic interpreta- 
tion and almost getting it from himself. 
Little room is left for his scientific interests 
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and for his contacts with the great ones of 
the world, but this little is precious. The 
translation is excellent, and the notes 
learned. One of the few infelicities is the 
word “‘pyrotechnics” (p. 190) where the 
context shows that “firearms” rather than 
“fireworks” is meant. 
PRESERVED SMITH 
Cornell University 


Larran, R. G. D. Select Documents of 
European History 800-1492. Pp. xv, 
205. New York: Henry Holt & Com- 
pany, 1930. #1.75. 


This is a collection of source material for 
the use of college classes, The extracts are 
arranged under eight heads: Dark Ages, 
Hildebrandme Reform, Crusades, Papacy 
and Empire in the Twelfth Century, The 
Church in the Thirteenth Century, The 
Empire and its Neighbors, 1200-1870, 
France in the Fourteenth and Fifteenth 
Centuries, the Church in the Fourteenth 
and Fifteenth Centuries. 

Much of the material is to be found in 
other source books, and Henderson’s His- 
torical Documents have been drawn upon to 
& considerable extent. The extracts are 
mostly formal documents and deal with . 
political and church history to the exclu- 
sion of other aspects of the medieval period. 
In this respect it is inferior to such collec- 
tions as Robinson’s Readings in European 
History; but within its limits the selections 
have been wisely chosen and translated 
with clearness and accuracy. 

A. C. HOWLAND 

University of Pennsylvania 


Warraca, Bensamın Bruce, and EDMIN- 
STER, Lynn Ramsay. International 
Control of Raw Materials. Pp. 479. 
Washington: The Brookings Institute, 
1980. $3.50. 


The neo-mercantilistic practices of the 
modern nationalistic state, with their 
restrictions upon the free movement of 
commerce, seem to fit into the modern 
scheme of technology and industry “like 
dust in the eyes and sand in the bearings” 
(to borrow from Veblen a phrase used in 
another connection). In view of this fact, 
this recent study of the Institute of Eco- 
nomics, which points toward the removal of 
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some of the obstacles to international com- 
merce and at the same time to international 
good will, will be welcomed by all serious 
students of international relations. The 
reviewer fears, however, that some of them, 
at any rate, will be disappointed. , 

Despite the rather general title which has 
been given this study, it is concerned 
primarily with control of those raw mate- 
rials which are not produced in the United 
States (or are produced in amounts imade- 
quate to supply domestic consumption) 
and at the same time have been subjected 
to export restrictions by the country from 
which a significant portion of the world 
output happens to come. Among the ex- 
periments in control studied are the Chilean 
control of nitrate, the Japanese camphor 
monopoly, the Franco-German potash com- 
bine, the Brazilian valorization and control 
of coffee, the British export restrictions on 
rubber, and the Canadian embargoes on 
pulp wood. 

In view of the detailed and intensive 
character of the analyses to which the 
specific industries have been subjected, no 
one reviewer is likely to be qualified to 
evaluate critically each of the separate 
studies. Let us therefore confine our 
attention primarily to the authors’ dis- 
cussion of the Franco-German potash 
monopoly. After a brief presentation of 
the major facts in the evolution of govern- 
ment control of the German potash indus- 
try and a description of the present agree- 
ment between the French and German 
potash industries covering price and output, 
the authors proceed to an analysis of the 
economic consequences of government con- 
trol. They conclude that for many years 
consumers were heavily burdened by the in- 
efficient organization of the potash industry; 
that prior to the war the prices charged 
American consumers by the German syndi- 
cate contained a large element of monopoly 
profit; that discrimination was long prac- 
ticed against the foreign purchaser of 
potash; that for several years after the war, 
profits per unit of potash sold appear to 
have been fairly small; that the postwar 
rationalization program has resulted in 
great improvement in the organization and 
efficiency of the industry; that price dis- 
crimination against foreigners has been 
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greatly lessened if not entirely eliminated; 
that withm recent years the margin of 
profit appears to have increased; and that 
present profits in the German industry are 
of a quasi-monopoly character. To these 
major conclusions the reviewer takes no 
exception. Unfortunately, however, nu- 
merous errors have crept in—errors appar- 
ently resulting primarily from an undue 
reliance upon secondary American rather 
then original foreign sources. The force of 
the analysis has thereby been somewLat 
weakened. Lack of space makes impossi- 
ble a complete bill of particulars; a single 
illustration must therefore suffice. The 
authors are in error in their assumption 
that under the syndicate of 1910 and 
under the present syndicate (see pages 
83 and 103) profits are pooled and dis- 
tributed among the members of the syndi- 
cate on a basis of the quotas allotted to 
them. On the contrary, throughout the 
entire existence of the syndicate, the indi- 
vidual members have retained their profit- 
earning identity. ‘The syndicate has func- 
tioned primarily as a price-controlling and 
sales agency. Although production quozas 
are allotted to each of the syndicate mem- 
bers and selling prices are uniform, indi- 
vidual members have always reaped what- 
ever profits more efficient organization, 
better management, improved processes, or 
superior deposits may have yielded. The 
authors’ error in this regard can’ scarcaly 
have any other effect than to create an 
undesirable and no doubt unintended prej- 
udice against the syndicate and the fuac- 
tions which it has performed. 

As previously stated, such errors do not 
invalidate the conclusions which the 
authors reach, although they do invalidate 
some of their arguments; moreover, errors 
of this type afford a pomt of attack on the 
whole study by foreign critics, who are 
likely to regard it as havmg been actuaced 
primarily by the American need of foreign 
raw materials. ‘The possibility of cordial 
reception of the study by those nationals 
within whose boundaries the industries 
analyzed happen to fall would have been 
enhanced, the reviewer believes, had more 
space been allotted to a study of controls of 
a somewhat similar character set up by 
American industries, and had the corse- 
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quences of such controls been subjected to 
a more searching analysis. For example, 
the authors are content with a two-and-one- 
half page treatment of the activities of 
Copper Exporters, Inc., and refuse to pass 
judgment upon the merits of the conten- 
tion that the operations of this organiza- 
tion were a factor in the rise in the prices 
of copper. This omission is likely to be re- 
garded as serious by the leaders of the Ger- 
man potash syndicate, who in the spring of 
1929 invited the attention of the reviewer 
to the “‘moderate” price policy pursued by 
the potash syndicate in comparison with 
the ‘“‘less-restrained”’ policy pursued by 
American business men alleged to dominate 
the copper price situation. In truth, it 
may completely undermine confidence on 
the part of those whose industries were sub- 
jected to searching study, the findings of 
which (objective though they may be) are 
by their very nature calculated to con- 
demn the particular type of control under 
which the industry has operated. 

Despite these shortcomings, which in the 
reviewer's opinion are serious, International 
Control of Raw Materials is a study of value. 
Its conclusion with regard to the inade- 
quacy of relief through national action 
from the irritation and the economic hard- 
ship which nationalistic control has worked 
in the past, and its suggestion for an inter- 
national conference for the formulation of 
basic principles for the control of raw 
materials of commerce, would seem un- 
doubtedly to point in the right direction. 

Grorce Warp STOCKING 

University of Texas 


Dos, Lovis I., and Lorca, ALFRED J. 
The Money Value of a Man. Pp. xv, 
264. New York: The Ronald Press 
Company, 1980. $5.00. 


Here at last is a volume which presents 
a reliable method for computing, from his 
earnings, age, and so forth, the dollars-and- 
cents value of a man to his dependents at a 
given time, and also the extent to which 
that value is diminished by injury or dis- 
ease. 

The aim of the book is essentially practi- 
cal from first to last. By the aid of over 
eighty tables which can be read at a glance, 
it 1s possible to calculate the net money 
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value of men at various ages and in a wide 
range of circumstances. These tables 
cover the cases of persons with maximum 
earnings from $1,000 to $10,000 per an- 
num; not only those of normal mortality, 
but also three grades of excess mortality, 
such as occurs among persons who fall be- 
low the norm through some inborn or ac- 
quired incapacity to fulfill the ordinary 
tasks of life. These three groups are 
handicapped as wage earners by various 
physical or mental impairments. These 
various tables are worked out in detail, 
and constitute about one half of the book. 
The other half of the volume gives a his- 
torical retrospect of previous attempts to 
set a price on a human individual; the 
cost of bringing up a child to adolescence; 
and applications of the concept of human 
life value to public health and to life in- 
surance. As the authors point out, equat- 
ing human life to a sum of money is of 
value to “health officers and other workers 
in social fields who at times welcome evi- 
dence of the costliness of disease and pre- 
mature death,” and also to life insurance 
agents in helping them to determine how 
much insurance a family man should carry 
if he is adequately to protect his family. 
It was obviously impossible for the au- 
thors to answer all the questions that arise 
in connection with the problem of how much 
and what type of life insurance the average 
man should carry. They have, however, 
covered the more important ones that 
usually come up for discussion, and in 
doing so, have laid many under a debt of 
gratitude to them for having performed a 
worth-while task thoroughly and well. 
Frank D. Watson 
Haverford College 


GEMMILL, PauL F. Fundamentals of Eco- 
nomics. Pp. xii, 489. New York: Har- 
per & Brothers, 1930. $3.00. 
Fundamentals of Economics is appropri- 

ately named, for it is really designed to pro- 

vide fundamentals rather than to elaborate 

a great variety of applied subjects. The 

central problem of value is given nearly one 

fifth of the book, and distribution almost 
another fifth, while the problems of market- 
ing, agriculture, labor organization, single 
tax, socialism, and some other problems 
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often treated in elementary texts, are either 
treated briefly and incidentally or not at all. 
The book is clearly designed for students 
who are going to take further work in eco- 
nomics and who need the foundation work, 
and 1t 1s doubtless better suited to such stu- 
dents than to those who expect to take only 
one course in economics. More than most 
texts, it is a book on economic theory. 

In his discussion of value the author fol- 
lows generally the supply-and-demand 
theory of Marshall; in fact he makes more 
use of Marshall than almost any other 
American text book writer. Yet, in cer- 
tain connections, the author makes more 
use of marginal costs, marginal producers, 
and marginal concepts generally, than 
Marshall would approve. For instance, 
he states: “There is a tendency for pro- 
ducers to regulate supply in such a manner 
that price in the moderately long run ap- 
proximates the average costs of production 
of the marginal producer.” It is difficult 
to imagine Marshall writing that. Sim- 
larly, in the discussion of wages, he states: 
“It is evident, then, that the quantity of 
labor affects’ greatly the wage that each 
unit can command, since labor’s marginal 
product depends largely upon the quantity 
of labor that is available for use, if the 
quantities of other agents of production 
remain unchanged.” In other words, the 
quantity of labor affects the wage greatly 
because it affects the marginal product. 
There is more than a suggestion of a mar- 
ginal productivity theory of wages here, 
and, of course, Marshall did not give that 
theory any rating at all. It is true that 
Professor Gemmill finally comes to the 
supply-and-demand theory of wages, but 
he gives more attention to marginal pro- 
ductivity than seems consistent with that 
theory. 

Altogether, the book will doubtless rank 
high. It is brief, almost sketchy it seems 
in places, but is full of meat, and the il- 
lustrative data are pertinent and up to the 
minute. -And, since the author has con- 
fined himself largely to the field of eco- 
nomic theory, he is able to cover his ground 
as well as do some authors of much larger 
books. 

A few special features of the book de- 
serve mention. There is a brief summary 
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at the end of most of the chapters, and an 
excellent list of references at the end of the 
book. The Index is unusually serviceable, 
and the bookmaking is good. 
JOHN ISE 
University of Kansas 


ScuaBAckER, R. W. Stock Market Theory 
and Practice. Pp. xxix, 875. New York: 
B. C. Forbes Pub. Co., 1930. $7.50. 


The author of this book holds żhe posi- 
tion of Financial Editor of Forbes Maga- 
zne. In this capacity it has been his task 
for many years to hear and record the sto- 
ries of fortunes won and lost in Wall Street. 
It is from this background that he attempts 
to include under one cover the- principles 
of organization and operation of this 
wealth-shifting process, bringing to his 
task an extensive knowledge of the details 
and the popular theories forming the stock 
in trade of the professional and semi-profes- 
sional speculator. These details are re- 
lated in the intimate and easy syle of a 
journalist. 

The subject matter is divided into two 
parts, the first dealing “with mechanics 
or tools” and the second “with practical 
trading theories.” The book’s chief merit 
perhaps lies in this combination. There 
are already treatises to be had which cover 
the first of these two fields quite thoroughly; 
such as Meeker, J. E., The Work of the Stock 
Exchange; and Huebner, S. S., The Stock 
Market. Furthermore, they approach the 
subject from a somewhat broader view- 
point. There are also books such as Caret, 
P. L., The Art of Speculation, and Van 
Strum, K. S., Forecasting Stock Market 
Trends, and a long list of others, which 
enlarge in great detail upon the various 
plans of short-run trading, the second part 
of Stock Market Theory and Practice. In 
this volume is to be found a two-in-one sur- 
vey of the entire field. An Appendix of 
125 pages is included. 

Despite its size, this book is not suff- 
ciently broad in its approach to be classed 
as a comprehensive survey of the subject. 
The place the stock market occupies in the 
marketing of securities and its function 
in the field of risk and insurance are not 
adequately considered. In particular, no 
references whatever to the highly important 
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legal phases of the subject are to be found. 
This is a serious omission in the present 
period of financial uncertainty, even to the 
man who desires only a “practical” treatise. 
G. Wricur HOFFMAN 
University of Pennsylvania 


Howard, Srantery Epwin. The A.B.C. 
of Accounting. Pp. xv, 30%. Princeton: 
Princeton University Press, 1929. $83.00. 
This book, as stated in the preface, is in- 

tended to meet the needs of those who de- 

sire a general knowledge of accounting pro- 
cedure without gomg too deeply into the 
technical end of the subject. In the writ- 

ers belief there is a large field for such a 

book, which prior to this time has not been 

adequately covered. 

The method followed by Mr. Howard of 
illustrating the subject matter with nu- 
merous exhibits makes it more easily pos- 
sible for those without an extensive ac- 
counting background to acquire a very 
good idea of general accounting principles. 

The book necessarily deals very briefly 
with the subject of cost accounting, and the 
writer has not attempted to deal with mod- 
ern development of standard costs, expense 
of idle plant, and the accounting involved 
in budgetary control. 

It seems a little disappointing that these 
subjects so vital to modern industrial 
accounting could not have been briefly 
dealt with. 

With the exercises in the back, the book 
becomes to all intents and purposes a short 
course in fundamental accounting which 
should prove very useful to those wishing 
to obtain a groundwork of knowledge in 
this important subject. 

Wiriiiam H. ALDEN, dR. 

Philadelphia 


Wo, Saao-Tsuna. Radroad Valuation and 
Faw Return. Pp. xxiv, 233. Philadel- 
phia: University of Pennsylvania Press, 
1930. $3.00. 

This exceptionally good doctoral disserta- 
tion contains a lucid analysis of the subject 
which, by reason of legislative enactment 
and judicial decision, has become the heart 
of the problem of regulating railroads and 
other public utilities m the United States. 

Dr. Wu presents a succinct but adequate 
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review of the current theories of railroad 
valuation, with critical comment, and adds 
& helpful discussion of the closely related 
problems of fair return, recapture of excess 
earnings, and consolidation. The study 
is quite obviously the product of a vast 
amount of earnest and patient research; 
it is marked by a restraint of tone which be- 
fits the impartial discussion of a highly 
controversial topic; and it reflects, in its 
thoughtful criticisms, the instinct and in- 
sight of a keen and capable scholar. 
T. W. Van METRE 


Columbia University 
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FOREWORD 


Ow December 5 and 6, 1930, a two-day conference was held in Phila- 
delphia under the auspices of the American Academy of Political and 
Social Science, at which the problems of industrial security were con- 
sidered. Since the conference was held at a time when there was so 
much unemplovment most of the papers that were presented dealt with 
this phase of the subject. One session, however, was given over to the 
problems of the middle-aged and older worker. 

The sessions of this conference were attended by a large and inter- 
ested group. A total of 878 delegates were appointed by 194 institu- 
tions and organizations. The public press gave the meeting an un- 
usual amount of attention and in every respect the gathering was a 
complete success. 

This volume of The Annals contains the leading papers which were 
read at the meeting referred to, supplemented by several other contri- 
butions bearing on the subject. It is hoped that the readers of The 
Annals will find these papers as helpful and as inspiring as was the con- 
ference to those who attended it. 

Ernest Minor Patterson 


A Challenge to Industry 


By Waitine W1i114Ms 
Cleveland, Ohio 


FRIEND of mine m Boston, at a 
social settlement tea, meta Boston 
woman who looked at him through 
her lorgnette and asked him, “Are you 
interested, my dear sir, in the labor 
problem?” Reminding himself of the 
days when he was gathering junk in the 
alleys of Boston, he replied, “Madam, 
is a man interested in a tack when he is 
sitting on the point of it?” 

This whole matter of instability of 
employment represents the tack point 
of the various instabilities discussed in 
this volume. From the point of view 
of the worker, there is no question 
whatsoever that this particular tack 
point of unemployment represents an 
enormously greater volume and poign- 
ancy of interest than all of those other 
instabilities put together. 


THe Workers’ Port of VEW 


I recall, for instance, asking a car- 
penter some years ago whether I was 
right in thinking that instability of em- 
ployment was the most important 
point in the whole field of labor econ- 
omy. ‘“‘Well,” he said, “I’ve been 
lucky enough to have steady work at 
my job for the past six months, in spite 
of the fact that hundreds of my friends 
in the building trades haven’t had any 
job at all. But I swear to you that 
there hasn’t been an hour out of the 
past six months when I’ve seen the 
boss start in my direction but what I’ve 
said to myself, ‘There it comes; this 
is the last. Pll be laid off today.’ 
I haven’t arrived home once in these 
last six months even so little as ten 
minutes ahead of time without having 
my wife catch sight of me as I turned 
the corner, and out at the gate she was 


by the time I got there, with a catch in 
her breath, sayin’, “Has it come; are 


you laid off, Jack? Are we through 


with this good luck?’” 


And I have in mind the coal towns— 
the way everybody in the afternoon 
listens for the word as to whether there 
is to be a job tomorrow. When the 
whistle blows three times, everybody 
smiles and men say, *‘ Good, tank God, 
work tomorrow!” The difficulty is 
that so many times, after they have 
strained their ears to hear that third 
blast, they simply have to say, “My 
God, my God, how can live; what can 
do? No work, no job tomorrow!”’ 

It was exactly the same testimony 
on the docks of London. “Well, ’tis 
six weeks,” the old fellow said, “‘since 
I’ve had the price of me union dues for 
the gettin’ of me job here on the docks 
of London. ’Tis three weeks since 
I’ve had the price of a bed—me a man 
0’ seventy-five, sleepin? night after. 
night out under the skies and, as ye can 
see, there’s been no drop of water on me 
face this day. But there’s thousands 
of men in there that have had a job 
every day for weeks. That’s not right. 
Every man should have his fair chance 
at the job!” 

Then there was the worker in Glas- 
gow. We waited on the docks all 
morning, afternoon, and evening and 
as we went away, finally, to catch a 
night’s sleep im tenements built a 
hundred and twenty-five years ago, 
ready to be out trying to find a job the 
next morning at six o'clock. He ex- 
pressed what I think represents every 
workingman’s idea of Utopia. “’T'would 
seem to me to be the very finest kind of 
world that any man could want—to 
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get up out of bed in'the morning and 
know a job was waitin’ for you.” 

The fear born of this specific inse- 
curity of the job, rather than of old 
age or bad health or what not, is not 
simply a matter of social concern. 
Undoubtedly it costs industry itself 
millions and millions of dollars in les- 
sened daily production. Every worker 
feels that, according to his experience, 
if men work too hard they are going to 
be through just that much sooner. As 
regularly as men bring their daily tools 
in to the factory, they bring also the 
fear that if they work too hard they 
will simply work themselves out of 
their jobs. 

“More production they says to us,” 
protested one fellow in London. “Wel, 
it’s bloody lucky that some of us don’t 
furnish more production, cause if we 
did, then we'd make all the more un- 
employment throughout the country.” 

“Traitors to their class, they are!” 
exclaimed another to whom I happened 
to mention that I had seen some fellows 
working piecework down in the harbor, 
and making big money at it. ‘Thieves 
—~with their piecework, a-doin’ three or 
four days of work in one and takin’ the 
bread and butter out of the mouths o’ 
the rest of us!” 

Without question, this fear of work- 
ing themselves out of their jobs literally 
costs modern industry, in terms of 
production, hundredsof millions yearly. 

I have no doubt also that this same 
fear costs more in the destruction and 
the degradation of human fiber than all 
other conceivable causes put together. 
Just this last summer, out among the 
unemployed in Homestead, Gary, De- 
troit, Cleveland, and South Chicago, I 
had occasion to see exactly how such an 
emergency as we have been going 
through loosens men from their ordi- 
nary jobs and their families, and in their 
effort to find work here, there, or some- 
where, starts them on the road down to 


the irresponsibility and the virtual 
unemployableness of the hobo. The 
same disconnection also drives the hobo 
still farther down to the criminal level 
of the yegg. 

I recall one harmless-looking colored 
boy I met this past summer in the rail- 
road yards of Cleveland. “Well,” 
he said, “I ain’t got no money—had to 
leave Indianapolis—couldn’t sit around 
there and eat off my folks. Now that 
I ain’t got no job and no money, I 
reckon the best thing would be to steal 
an auto so’s to get a little money and a 
start.” In afew months he is going to 
turn up among the homeless yeggs. 
All up and down the line, such demor- 
alization goes on in times such as 
these. 


Insectrity BREEDS Discontent 


Still further, this instability of the 
job costs more than all other things 
together in terms of human bitterness 
and of challenge to our whole political, 
moral, and social organization. That 
labor leader in Liverpool was perfectly - 
right when he said that irregular work 
tends always to make an irregular worker, 
with the irregular worker tending always 
to become an irregular citizen. It is not 
at all strange that, at exactly this tack 
pomt of the job’s uncertainty, the 
worker comes to question the practica- 
bility of the whole motive of personal 
and individual private profit on which 
our institutions here in America are 
founded. 

I recall the argument of a devout but 
puzzled Welshman in the mines of 
Great Britain’s Rhondda Valley, a 
thousand feet underground. He was a 
speaker for the Salvation Army on 
Saturday nights. “Yes, the master 
[the employer] is always out for ‘is 
profits. As long as ’e can make a 
profit, then ’e sets us on to work; but 
the moment "is profits from the work 
go down, then ’e sets us off. So if we 
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could do away with the idea of profit, 
then of course we could work every 
day.” (Incidentally, he was the same 
puzzled fellow that used to say, “ Doubt- 
less religion do be the opiate of the 
people, for the benefit of the Master, 
just as Karl Marx do say; but after 
all, I do fair wonder whether Jesus 
Christ been Bolshy—were ’e ’ere the 
now !’’) 

Now the reason this insecurity of the 
job causes more antipathy to the whole 
industrial, social, economic, moral, and 
political structure than all other things 
put together, is not simply an economic 
matter. Even greater than the eco- 
nomic factor is the spiritual factor. 
The reason I found men everywhere 
throughout the world praying, ‘Give 
us this day our daily job,” is that the 
daily job is the only possible answer to 
that further prayer which is at the bot- 
tom of every man’s and every woman’s 
heart—“ Establish Thou the work of 
our hands. Yea, the work of our 
hands, establish Thou it.” If the 
work of our hands is established, then 
we are established. The reason why 
unemployment is such a terrible thing 
is not simply that it prevents men from 
putting money into their pockets. It 
prevents men from having any possi- 
bility of believing that they are at all 
important in the whole scheme of 
things. Never since time began has 
there been anything invented that 
could compare with a man’s job for 
helping him to understand how in the 
scheme of things, especially in modern 
integrated industry, he becomes im- 
portant to other people. 


No SUBSTITUTE ror WORK 


This means that m all the world 
there 1s no substitute whatsoever for a 
job—exrcept another job. That is why 
I think it a waste of time to talk much 
about offsetting unemployment. That 
will not save the social situation. The 


reason why I stand with Mr. Edgerton! 
to some extent in looking with my 
fingers crossed, at least, upon govern- 
ment unemployment insurance is Just 
that so much thought about unem- 
ployment insurance tends to leave out 
of consideration this matter of the 
spiritual factor of work. Any country 
is on the skids to the demoralization of 
its spiritual fiber as well as its industrial 
strength, the moment its public begins 
to assume that a worker who gets fif- 
teen dollars a week in idleness is half 
as well off as he would be if he got 
thirty dollars a week at a job. 

While it may be that we will have 
to think later about the necessity of 
working out schemes of unemployment 
insurance, I earnestly hope that it will 
be done in ways which will make abso- 
lutely sure that we use it as a tool to 
prevent unemployment, rather than 
simply to offset it. 

Perhaps I should talk about the 
steps a number of concerns are today 
taking to deseasonalize their opera- 
tions—~such as the plans of the Balti- 
more and Ohio Railroad, Procter & 
Gamble, Dennison Manufacturing 
Company, and the General Electric 
Company. But the more important 
thing is this: If every employer in the 
United States does stabilize his own 
force and does provide regular work 
throughout the year, nevertheless, in 
view of technological unemployment, 
there is still the chance that there may 
be a residual group of employees with- 
out work. Deseasonalizing or other 
form of stabilizing as done by any in- 
dividual employer will not be enough 
to take care of the entire situation. 

It may be that later we shall have to 
confess ourselves powerless to prevent 
unemployment. It may be that we 
shall permanently have to divide up 
what work there is with everybody, 

1See “Principles of Economie Security,” in 
this volume, 


4 Tar ANNALS OF THE ÅMERICAN ACADEMY 


forced to be content with both a three- 
day week and a three-day pay check. 
It may be, also, that we shall have to 
use less machinery or even go back to a 
lower standard of living. All of these 
things could be discussed as palliatives, 
but they leave the problem, it seems to 
me, in all the terms of its real impor- 
tance as a factor in modern life, just 
exactly where it was before. We 
must rather consider how we can pre- 
vent unemployment. The giving of 
money or the giving of guarantees of 
this or that sort that mean not work but 
only money leave the crux of the situa- 
tion untouched. 


CodRDINATION or Forces 


There is, therefore, a perfectly logical 
and practical third alternative to the 
two given Mr. Edgerton and Dr. 
Blanshard;? namely, we can conserve 
our emphasis upon the initiative and 
the freedom of the individual, and still 
put into the situation something which 
will give definite direction and leader- 
ship to our plans. In other words, we 
ought to have much more codrdinaiion 
of our industrial and social forces. We 
ought to go a great deal farther in 
building up units more representative 
of this industry and that group of in- 
dustries—units which can speak in a 
much more representative way for their 
groups than can the National Associa- 
tion of Manufacturers or the United 
States Chamber of Commerce. Surely 
we can do very much toward the better 
codrdination of our democratic im- 
pulses. 

The moment we begin to talk about 
coérdinating our industrial thinking 
and acting, we shall begin to help 
industry to take a longer look at its 
problems—much longer than is now 
permitted by the ordinary system of 
budgeting year by year. And the mo- 


2See “A Plea for Social Control and Owner- 
ship,” in this volume. 


ment we get away from the present em- 
phasis upon one-year planning, that 
moment we shall approach that further 
development which seems to me to offer 
more for the prevention of unemploy- 
ment than any one other thing, namely, 
product research—research calculated 
to invent or discover additional prod- 
ucts, the making of which will put to 
work some of the men laid off by the 
improvement of process and method. 

I talked with Mr. Kettering some 
weeks ago on just that problem. I 
asked him why it was that science 
was not inventing more, new products. 
He said that of all the scores of mil- 
lions spent by American industry in its 
thousand-odd research laboratories, 
only five per cent goes to product 
research. The reason for this, he said, 
is that the director of the average 
American business is too “budget- 
minded”—delighted to give a hundred 
thousand dollars to research for new 
products, provided the researcher can 
absolutely guarantee to come back with 
a hundred and sixteen thousand good 
dollars before the end of the fiscal year. 
This period of course is too short, con- 
sidering that there is a lapse of about 
seven years between an idea of a new 
product in the head and the actual new 
product in the hand. 

The moment we get coordination we 
begin to take the longer look; the mo- 
ment we take the longer look, we begin 
research for the invention and discov- 
ery of new products. 


INTERNATIONAL OUTLOOK NEEDED 


The next thing will be a greater 
measure of international-mindedness. 
Just as we are wrong in saying that 
because this depression is a world de- 
pression we can do nothing about it, so 
are we wrong in saying, “We cannot 
make any more jobs, so the only thing 
to do is simply to sit back and accept 
a lower standard of living, fewer 
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machines, and thinner pay checks.” 
These are defeatist attitudes. They 
overlook the fact that, largely because 
of our American emphasis upon in- 
dividual liberty, freedom, and initia- 
tive, the 122,000,000 of us here in 
America earn an annual income— 
something like nimety billions—which 
is roughly equivalent to the earnings of 
all the other billion and a half mhabi- 
tants of the globe. That being true, 
then certainly we cannot expect to 
solve our problem without giving a 
thought to the buying power of that 
billion and a half. When we begin to 
think about the buying power of the 
entire world market, then we shall 
want to know more about that world 
and the way it lives and works. For 
instance, we shall want to know more 
about the International Labour Office, 
especially in view of the fact that its 
purpose is to help free the British and 
particularly the American manufac- 
turer from the destructive competition 
of manufacturers in other parts of the 
world whose prices are dependent upon 
a much lower standard of living. 
Altogether, I am hoping that with 
better organization and codrdination 
of industrial leadership in America, 
we shall see that any man is practically 
an enemy of his country who says we 
must not care a rap about the other 
peoples of the world—their well-being 
or their buying power. Such talk may 
be good for getting circulation or 
votes, but it is very poor economics. 
The foregoing represents the kind of 
thinking I believe we should do today in 
America. We should maintain our 
emphasis upon the individual and his 
opportunity as compared with the prac- 
tice in Europe. There, in their desire 
to get quick social control through gov- 
ernment, the tendency is, I believe, to 
purchase worker security at too great a 
price in opportunity. The result is 
that the British manufacturer, for in- 


stance, is practically hamstrung, the 
buying power of his British public 
bemg greatly restricted by limitations 
of those class lines which follow from the 
effort to base social control upon maxi- 
mum wholesale security rather than 
upon maximum individual opportunity. 


SPLENDID AMERICAN INITIATIVE 


So the solution of our problem, as I 
see it, is an effort toward greater coör- 
dination of our individualistic forces. 
I have all the greater belief that this is 
possible, because I came back from my 
summer’s weeks among the unem- 
ployed more impressed than ever with 
the tremendous individual initiative of 
the ordinary American worker—with 
his surprising mobility and capacity for 
adapting himself to difficult situations. 
I was equally impressed by the demon- 
stration given during this emergency 
of a growth in intelligence on the part of 
our labor leaders, and also by the in- 
creased socialization of our mdustrial 
captains as indicated by the staggering 
of work and the mamtenance of wage 
rates—practices which occasioned 
much testimony from the workers and 
the workless ones in the cities visited. 

All of these gains and the better 
teamwork they represent have been 
helped, I must make bold to say, by a 
further economic aid of huge propor- 
tions. My adventures last summer 
have proved to me that the impact of 
unemployment upon the working man 
has been very definitely lessened by the 
absence from our street corners of the 
old saloon. Until then, I had sup- 
posed if a town that formerly had ten 
thousand saloons now had ten thousand 
speakeasies, the two conditions would 
represent the same amount of worker 
money and the same amount of alcohol. 
This past summer spent among the 
workers showed this not to betrue. In 
Homestead, for instance, all the present 
speakeasies in the whole of a working 
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day do not do anywhere near the busi- 
ness of any one of a half dozen saloons 
we used to enter, back in 1919, after the 
6 a.m. whistle announced the end of the 
thirteen-hour night shift and per- 
mitted us to inch our way up to the bar, 
there to drink our one, two, or three edi- 
tions of what they called “Blacksmith 
and Helper” —a blacksmith of a large 
whiskey helped down by a huge beer! 

All of these developments I believe 
justify us in the effort to prevent unem- 
ployment, and in trying to make a dis- 
tinctly American approach—one that 
puts off to the last possible date the 
method of Europe in simply throwing 
the whole thing over on government. 
Surely we can with perfect safety go a 
great deal farther toward organizing 
and coordinating the best intelligence 
of the country within industry and 
between industry and government be- 
fore we assume that the ‘worker, the 
labor leader, and the industrialist have 
all fallen down on the job and that we 
must therefore ask government to sup- 
ply silver in place of the job which 
alone represents salvation. 


Toe AmMmRICAN PorLosopuy on TRIAL 


The whole problem thus represents a 
very distinct challenge to the whole 
American philosophy of democracy and 
opportunity, which has to date made 
the American worker the subject of the 
dreams of the other workers of the 
world. In a Russian town, for in- 
stance, women stepped up to us and 
said, “Is it really true that you are 
Americans?” When we assured them 
that we were, one answered: “All these 
years I have seen the movies of you 
wonderful people—where the working 
man has autos and telephones and 
bathtubs. All my life I have wondered 
if there could be such people, but never, 
never, did I expect to see them and 
touch them with these fingers. I shall 
not sleep this night.” 


A friend of mine in Berlin has said 
that all the world today sits in the 
grandstand, watching the greatest con- 
test in the world’s history—the con- 
test between two methods of obtaining 
a Maximum of social and economic, as 
well as political, justice for the citizen. 
One is the Russian method, so based 
upon the distrust of the average citizen 
and particularly of the private em- 
ployer, that the only job-giver is the 
state. At the other end of the field is 
the American belief that the average 
citizen can be trusted to play fairly and, 
with the help of education year after 
year, to play intelligently. 

I want to express my faith in the 
American team—a faith made greater 
by what I have seen this past summer. 
I feel surer than ever that, in the long 
run, our American emphasis upon the 
individual’s responsibility will work out 
better for the well-being of the masses 
than will the Russian, the Italian, or 
the German plan. We need courage to 
stand by the democratic method. This 
is always slow, to be sure; but there are 
difficulties also with the autocratic 
method, as indicated particularly by 
some of the results of the present Rus- 
sian program. 

In conclusion, I am reminded of the 
comparison of the monarchical or auto- 
cratic and the democratic methods 
made by a British statesman. Speak- 
ing before Parliament, he said: “We 
must remember that there are disad- 
vantages connected with both methods 
of obtaining results, whether in emer- 
gencies or otherwise. The difficulty 
with the autocratic and monarchical 
scheme is that you may liken it to a 
great ship; in all its pomp and power it 
sails the waves—until it strikes a rock. 
Then it goes down and is lost forever. 
Of the democratic scheme the difficulty 
is that it can be likened to a raft—you 
can’t sink the thing, but damn it, 
your feet are always in the water.” 


Irregularity of Employment 


By ETHELBERT STEWART 
United States Commissioner of Labor Statistics, Washington, District of Columbia 


RREGULARITY of employment is 
found in all of our productive in- 
dustries, though it is very much worse 
in some than in others, and varies year 
by year within the industries them- 
selves. 


FLUCTUATIONS IN EMPLOYMENT 


Take for instance the State of Ohio, 
all industries considered. In 1924, the 
difference between the month of maxi- 
mum employment and the month of 
minimum employment was 6.6 per cent. 
In 1925 it was 10.4 per cent; in 1926, 
9.38 per cent; in 1927, 8.8 per cent; in 
1928, 15.1 per cent; and in 1929, 12.6 
per cent. That is to say, there were 
132,712 more men on the pay rolls of 
the industries of Ohio alone in the peak 
month of 1929 than there were in the 
month of minimum employment in 
that year. 

In that group classified as manu- 
factures, which employs two thirds of 
the wage people, the variation from the 
maximum was 15.1 per cent in 1929 
and affected 108,316 men. In agricul- 
ture the variation was 41.1 per cent; in 
construction, 48 per cent; in wholesale 
and retail trade, 10 per cent; and in 
transportation and public utilities, 
12.2 per cent. 

There is thus always a painful per- 
centage of workers whose annual earn- 
ings are so uncertain from year to year, 
and even during the very best years, 
that no provision can be made for 
“seasons such as this.” It is possible 
within a given industry for a few es- 
tablishments to so adjust their work— 
or it may be whose work by chance so 
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happens—that they are enabled not : 
only to keep up’ but to increase their 
volume of employment and of pay roll, 
while the industry as a whole is being 
shot to pieces. 

If we take the year from October, 
1929 to October, 1980, a year which 
has shown some most violent fluctua- 
tions and painful decreases in the 
volume of employment, we find within 
the industries themselves this uneven- 
ness of conditions to which I have re- 
ferred. 

Taking the iron and steel industry 
as a whole there was a decrease of 16.6 
per cent in the number of workers on 
the pay roll in October, 1930 as against 
the same month in the vear before. 
Yet of the firms reporting employment 
to the Bureau of Labor Statistics, 16 
reported an increase in employment as 
between these two months; 4 reported 
no change whatever, while 127 reported 
a decrease. But the variation in the 
percentage of change is even more as- 
tounding than this. Of the 16 firms 
reporting an increase, the increase 
ranges all the way from 1 to 142 per 
cent, and two very large plants suc- 
ceeded in increasing their employment 
by 4 per cent and 13 per cent respec- 
tively. Again, among the firms report- 
ing a decrease, the diminution ranges 
from 1 to 91 per cent, with 5 actually 
closing down. 

In the manufacture of cotton goods, 
employment in the industry as a whole 
decreased 21.4 per cent; 54 firms regis- 
tered an increase ranging from I to 154 
per cent; 14 firms showed no change, 
while 268 firms showed a decrease 
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ranging from 1 to 94 per cent, with 16 
firms closing down. 

While employment in the automobile 
industry as a whole decreased $1.8 per 
cent as between the two months named, 
6 firms remained on an even keel; 15 
firms increased their employment rang- 
_ ing from 8 per cent for one firm to as 
high as 172 per cent for another; while 
the 121 firms that had decreased ranged 
from 2 to 95 per cent. 

In the manufacture of woolen and 
worsted goods the employment de- 
crease for the industry as a whole was 
24.8 per cent; but 17 firms increased 
their employment by percentages rang- 
ing from 1 to 116; 5 firms maintained 
their employment without change; 128 
firms showed a decrease in employment 
ranging from 2 to 92 per cent; while 7 
firms closed down. 

In slaughtering and meat packing, 
while the decrease for the industry was 
7.2 per cent, 67 firms showed increases 
ranging from 1 to 50 per cent; 10 firms 
held to their employees without change; 
while 106 decreased, with percentages 
ranging from 1 to 48; in the case of 114 
firms the decline in employment was 
less than the average of decline for the 
industry as a whole. 

In boots and shoes the decrease in 
volume of employment for the industry 
as a whole was 16.9 per cent; 8 firms 
held to their employees unchanged; 56 
firms showed an increase ranging from 
1 to 136 per cent; 195 firms showed a 
decrease ranging from 1 to 89 per cent; 
while 8 closed down. 

I have given here the number of 
firms rather than the number of estab- 
lishments, as carried in the published 
reports of the Bureau of Labor Statis- 
tics, for the reason that many firms 
report on more than one establishment; 
and in matters such as the one under 
discussion, the policy of a firm or a 
corporation would naturally affect all 
of the establishments under its control. 


UTILIZE INTELLIGENCE OF SUCCESSFUL 
EMPLOYERS 


It would seem from this analysis of 
returns that within practically every 
industry, there are some employers 
who have sufficient vision to cope with 
such financial catastrophes as that in 
which we are now immersed. Is there 
not some method by which the business 
acumen of a boot and shoe manufac- 
turer, for instance, who can increase his 
employment by 186 per cent in times 
like these, can be utilized, or by which 
the intelligence of the group of manu- 
facturers who increased their employ- 
ment by even 5 per cent, or another 
group that showed an increase of 14 
per cent, can be utilized in the solution 
of these emergency problems? 

I have had prepared a chart which 
shows the irregularity of employment 
among the establishments reporting 
monthly to the United States Bureau 
of Labor Statistics. For this purpose 
I have selected the boot and shoe in- 
dustry. Any other industry would 
have served the purpose just as well. 
The chart brings out three points: first, 
the curve of irregularity within the in- 
dustry as a whole as at present con- 
stituted; second, the irregularity in the 
most irregular of the large plants re- 
porting to the Bureau; and third, what 
has been—hence what can be—accom- 
plished by the best, that is the most 
regular, of the large plants reporting to 
the Bureau. These lines show for 
themselves. 

If we take the reports for November, 
1980 from 10,677 establishments in 54 
manufacturing industries, we find that 
23 per cent of these establishments had 
a full normal force of employees, 76 
per cent were working with reduced 
forces, 58 per cent were working full 
time, and 41 per cent were working 
part time. The 41 per cent of estab- 
lishments working part time in Novem- 
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ber, 1930 averaged but 76 per cent of 
full time. 


Excrssrvs PRODUCTIVE CAPACITY 


But in any proposed readjustment 
which shall regularize employment in 
the sense of steady work for 800 days in 
the year, we immediately face our most 
serious situation—that is the excessive 
development of productive capacity 
within the industries. The American 
cement mills have a developed capacity 
for 260,000,000 barrels of cement a 
year. The present demand is for 
150,000,000 barrels. In other words 
we have 40 per cent more capacity 
than demand. 

The latest census returns shows 
1,829 boot and shoe factories in the 
United States. Only 14.5 per cent of 
these establishments, now employing 
60.4 per cent of the wage earners, are 
producing 65.6 per cent of the total 
output, operating on broken or irregu- 
lar time. If these same plants were to 
operate full time at their present ca- 
pacity they would produce 95 per cent 
of the required output. To put it 
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more concretely, to operate the neces- 
sary 200 or so boot and shoe establish- 
ments full time at present capacity, 
you would have to close 1,129 other 
boot and shoe establishments. Not 
only that, but if all of the establish- 
ments worked at the same efficiency 
that the best establishment now works, 
we could—expressing it in terms of 
human labor—produce with 81,811 
men all of the boots and shoes we are 
now producing with 202,191 men. To 
go a little more into detail, the most 
efficient boot and shoe factory in the 
United States so far as I know, meas- 
ured in output per man per day, pro- 
duces 14 pairs of shoes per man per 
day. At this rate of production, 
&1,811 men working 800 days in the 
year would produce the same number 
of shoes now produced by 202,191 men, 
whom the census reports as engaged in 
the industry. 

The most horrible example of this, 
as is well known, is bituminous coal, 
where 209 coal mines, or 3.4 per cent of 
the total number of mines reporting to 
the United States Bureau of Mines, 
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operating on an average of 180 days a 
` year, produce 29.6 per cent of all of the 
bituminous coal produced, and 1,487 
mines, or 24.6 per cent of the mines 
reporting, could by operating with 
their present capacity for 300 days in 
the year produce all the coal that is 
now produced by the 6,057 mines re- 
porting. 

The coal report for the State of 
Illinois for the year 1929 shows 803 
coal mines operating im that state. 
However, the report separates the 
total number of mines into what it 
designates as shipping mines and 
others. There are 200 of these so- 
called shipping mines, working part 
time, part force. To Just what extent 
they are working part time and part 
force is amazingly illustrated in the fact 
that 41 of the largest coal mines in the 
State of Illinois operating full time and 
full force for 800 days in the year could 
produce all of the coal that is now pro- 
duced not only by the 200 shipping 
mines but by the 803 mines of the 
State of Ilinois. 

I know it is the usual thing to say 
that the closed union shop conditions in 
the coal fields of Ilinois are responsible 
for the trouble there. The habit of 
blaming our misfortunes upon the per- 
sons and the things we do not per- 
sonally like is as old as the race, and is 
the easiest way to end not only all dis- 
cussion but all thinking. The fact, 
however, is that in non-union West 
Virginia the situation is identical with 
that in Ohio and Indiana and Ilinois, 
the only difference being one of degree. 
The latest available coal report of West 
Virginia is for 1928, when 995 coal 
mines were reported, as against 1,702 in 
1928. If we segregate the larger and 
more efficient mines, 36 per cent of the 
number operating could on a full-time 
basis have produced all the coal mined 
in the State. 

To regulate employment, therefore, 


at a maximum of efficiency means the 
squeezing out, or the squeezing in, of 
two thirds of our establishments in 
practically every line of endeavor. 
The squeezing out which is now going 
on is brutally cruel, inhuman, and most 
expensive. A  squeezing-In process 
would require the repeal of the Sher- 
man Anti-Trust Law, or such modifica- 
tion of it as would enable us to bring 
our intelligence to bear upon our prob- 
lems without a threat of the peniten- 
tiary. I have indicated that practi- 
cally all of the mdustries contain a few 
firms which have been able not only to 
maintain but to increase employment 
during the past year. It ought to be 
possible,, without danger of arrest 
under a United States Department of 
Justice warrant, to bring the intelli- 
gence of these employers to bear upon 
the activities of the industry as a whole. 


INDUSTRIAL ORGANIZATION 


A generation or so ago the embattled 
American farmers—and the general 
consumers as well—thoroughly per- 
meated and soaked with the old theory 
of the schools that monopoly meant in- 
crease in price, and infuriated at the 
rapidity of our own industrial growth, 
wrote their frantic fears into a United 
States statute. The result has been 
that with this economic blunder writ- 
ten into our law staring them in the 
face, our great minds have developed 
along lines other than that of industrial 
organization, and there does not ap- 
pear to be in sight any man or group of - 
men in the bituminous coal fields, for 
instance, or in the boot and shoe in- 
dustry, or for that matter in any other 
industry, that is big enough to organize 
to a point where it would be poasible 
to regularize employment in that in- 
dustry. 

The terror that found expression in 
anti-trust legislation was caused by 
fear of increase in price. Granted that 
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the intelligent organization of an in- 
dustry which plans for a stabilized 
relationship between production and 
consumption, and for a stabilized em- 
ployment of labor, might use the same 
power to affect price unreasonably. 
But there are comparatively few in- 
stances in which this has been done; 


and the power to regulate an organiza- 


tion when it attempts to increase price 
unfairly is always in our hands. It 
would seem the part of wisdom to per- 
mit our industries to do the reasonable 
and necessary thing, notwithstanding 
the fears of some that the granting of 
power to industrialists to act intelli- 
gently is the same thing as granting 
them power to act viciously. 


Census Reports on Unemployment in April, 1930 


By Cuarues E. Persons, Pa.D. 
District Manager, Shoe Workers’ Protective Union, Haverhill, Massachusetts 


UBLIC information from the cen- 

sus of unemployment has been 
limited, until very recently, to a press 
release of August 28rd headed, “ Pre- 
liminary Returns from the Unemploy- 
ment Census—United States Total.” 
This release did not, however, state the 
total volume of unemployment, but 
was confined to Class A, or those “out 
of a job, able to work and looking for a 
job.” For convenience, those in Class 
A will be referred to hereafter as “the 
jobless.” There are to be six other 
classes, of which Class B, “persons 
having jobs but on lay-off without pay, 
excluding. those sick and disabled,” is 
of largest significance. ‘This class is 
conveniently designated those “laid 
of.” Manifestly this group assumes 
especial importance, since the census 
was taken in a period of depression 
which had been gathering impetus for 
six months. The official press release 
of August 23rd calls attention to these 
workers, saying: 


Class B will be made up in part of per- 
sons who are working on part time or who 
are idle for relatively short periods for sea- 
sonal or other temporary reasons, though it 
will melude also many! persons who have 
been laid off from their jobs for relatively 
long periods, some of whom are in very 
much the same economic position as the 
jobless in Class A. Class B will be particu- 
larly important in certain counties where 
coal mining is a prominent industry, since 
the coal miners tend to report that they still 
have a job even though they have done no 
work for a fairly long period. 


It should be noted that the period of 
idleness covered by the census enumer- 
` ation is never a closed period. The 


l Jtalics mine. 
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workers listed kad been idle for the 
stated time when the census enumera- 
tor called. Since April we have had 
eight months of mcreasing unemploy- 
ment. No one can say how many of 
those listed as “laid off” in Class B 
continued idle for a further period or 
how much longer they were condemned 
to the “same economic position ” as the 
jobless in Class A. 


Crnsus METHODS 


The public interested in unemploy- 
ment should be informed also of the in- 
structions governing enumerators in 
reporting as to the worker’s possession 
of a job. “Write yes,” says the hand- 
book, “‘if the person found idle expects 
to return to his former job. It is not 
necessary that there be a contract, 
written or oral. . . . Men temporarily 
laid off at a factory, mill or mine, are to 
be so returned if they expect to be 
taken on again in their former places. 
. .. Endeavor to ascertain whether 
there is reason to expect the closed 
plant to reopen, and if so, return the 
individual as possessed of a job.” 

Of the other classes, C and D will in- 
clude those sick and disabled; E and F, 
those voluntarily idle without pay; and 
G is provided for persons “having jobs 
and drawing pay though not at work 
(on vacation, etc.).”’ These five classes 
are not expected to be large, nor are 
individuals in such groups important 
for the problem of unemployment. 
The enumeration of those sick and. 
disabled will provide valuable informa- 
tion long desired by students of labor 
questions and social insurance. 

In addition to the press release, the 
Census Bureau has recently published 
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an Unemployment Bulletin for Dela- 
ware. While this state is not of large 
importance in population nor indus- 
trially, the data included shed light 
upon the relative importance of the 
“jobless” as stated in August to the 
total number of unemployed found in 
April. The preliminary figure for this 
Class A in Delaware was 2,741; the 
final count gives 3,187—an increase of 
446, or over 16 per cent. Class B, 
those “laid off,” includes 726—over a 
quarter of the preliminary release for 
the “jobless” and nearly 28 per cent of 
the final figure. 

Aside from those included in the 
seven classes, there is interesting mat- 
ter in the statement of “‘rejected cases.” 
In forty-seven such cases the enumera- 
tor gave no gainful occupation on the 
population schedule. Rejection of such 
cases is indefensible. There is positive 
evidence to cover such omission on the 
unemployment schedule. It calls for 
the name “of each person who usually 
works at a gainful occupation but did 
not work yesterday.” It asks directly: 
“Does this person usually work at a 
gainful occupation?” And filling the 
columns demands the reason for idle- 
ness, the length of the period of idle- 
ness, and other matter not capable of 
answer unless the individual in question 
were a gainful worker. The prepon- 
derance of testimony clearly requires 
the acceptance of such cases among the 
lists of unemployed. Those familiar 
with the reactions of census enumera- 
tors and of unskilled wage earners, 
particularly when long idle, will not 
find difficulty in understanding the 
failure to return an occupation. 

There is also a surprisingly large 
number of cases, 227, in which the 
enumerator, after recording on the 
population schedule the fact that the 
individual was not at work the previous 
day, failed to fill the unemployment 
schedule. This presumably was most 


often due to carelessness, sometimes 
superinduced by the meager pay, two 
cents, for unemployment entries. At 
times it was due to the fact that the 
population schedule information was 
secured from persons other than the 
wage earner. Answers on the un- 
employment schedule required informa- 
tion possessed only by the individual 
concerned. The enumerators neglected 
to secure these answers. 

If we allow that a normal percentage 
of these 227 cases properly belongs in 
the total of unemployment, we find 
that the Delaware bulletin increases 
the number reported as jobless in the 
preliminary announcement by some 
fifty per cent: 446 were added to Group 
A, the “jobless,” 726 represent Group 
B, those “laid off,” 47 entries were 
improperly rejected, and there were 
227 “lost” entries in the enumeration. 
Thus, in place of the 2,741 “jobless” in 
the August press release, we have 4,187 
unemployed in the state bulletin. ‘This 
total would be subject to some reduc- 
tion if we were able properly to distrib- 
ute the “rejected entries” and the 
“lost entries” among the seven classes. 

This indication furnished by the 
Delaware bulletin is supported by 
evidence drawn from other sources. 
In Philadelphia, a sample canvass. of 
unemployed was made (by great good 
fortune) in the same month as the Fed- 
eral census enumeration. The Census 
Bureau reported 73,275 jobless in 
Philadelphia. The study made by 
that city’s Bureau of Compulsory Edu- 
cation in codperation with the Indus- 
trial Research Department of the 
University of Pennsylvania found 125,- 
000 idle, or 105,000 unemployed after 
those sick or otherwise disabled were 
excluded. Total unemployment in 
Philadelphia in April was thus about 
forty-five per cent greater than the 
total of jobless published by the Census 
Bureau. 
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SHRINKAGE IN EMPLOYMENT 
The Bureau of Statistics of Labor’s 
Summaries of Employment for the 
months from September, 1929 to May, 
1980, inclusive, show the following 
shrinkage of employment: 


TABLE I 





In six important industrial states the 
shrinkage of employment from the high 
point in 1929 to April, 1930 is shown in 
column three below. 


per cent in the total of wage earners. 
One might proceed, with the accus- 
tomed accuracy of unemployment esti- 
mates in the United States, to calculate 
the probable number of unemployed in 
April. We would apply our percentage 
to the estimated number of nonagricul- 
tural workers and add an estimate of 
the number unemployed last October, 
for this is a percentage of shrinkage— 
not a total of unemployment. To 
these sums we would then add the 
estimated number of agricultural work- 
ers idle in April. I shall not present 
these estimates but content myself 
with saying that the result of the 
calculations about doubles the 2,508,- 
151 “jobless” reported by the Cen- 
sus Bureau last August in time to 
render service in the Congressional 
elections. 


TABLE IL[-—-SHRINKEAQGÐ IN EMPLOYMENT as SHOWN BY Stats Inpices 


‘Factory and Public Utilities. 
Ohio 


+ #9 @eveeane we #88 « 


New Jersey 
Chiefly Manufacturing...... 


* Increase. 


These data indicate for this period of 
contracting employment preceding the 


No. Wage Earners 
258,843 





Aug. 1980 


No. Wage Earners 
222.048 


Part-Tiam EMPLOYMENT 
Besides the significance of census 


census month, a decline of ten or eleven classification into the “jobless” and 
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the “laid off,” and the handling of 
“rejected” and “lost” entries, it 1s 
highly desirable that the public should 
understand the meaning of the census 
data on part-time employment. ‘This 
is always of prime importance to the 
wage earner; and in the praiseworthy 
spread of the practice by employers of 
avoiding lay-offs and discharges and 
spreading the available work over the 
entire force, it assumes added signifi- 
cance in a period of depression, such as 
that in which the unemployment census 
was taken. No information will be 
afforded by the census on such short- 
time employment as took the form of 
shortening days. The instructions di- 


The importance of such short-time 
operation is illustrated by all recent 
studies of unemployment. Cincinnati 
in May, 1929 found 6,317 workers idle, 
5,612 working part time. A year later 
12,792 were reported idle and 15,288 
working part time. The census report 
on those “jobless” gave 12,767 for 
April. Bloomington, Indiana, in Feb- 
ruary, 1930 found 612 idle and 608 
working short time. In Buffalo, in 
November, 1929, 1,549 were reported 
idle and 1,081 on parttime. The study 
in Columbus, Ohio, was carried on for 
five consecutive years. The relative 
percentages completely idle and work- 
ing part time were as follows: 


TABLE II 





rected the enumerators to return the 
worker as employed if he “worked any 
part of the day preceding the visit.” 
In the case of plants working part of the 
days of the week, the census will pre- 
sumably get a fair sample of the work- 
ers affected; though there will be 
complications, since the regular work- 
ing week may be as short as five days, 
and the census-taking week often as 
long as seven days. Thus, the num- 
bers returned include only a fractional 
part of those affected by part-time un- 
employment taking the form of fewer 
days per week. It should be noted also 
that the number of persons returned by 
our census as on part time per week 
will not be comparable with other re- 
ports on unemployment at home or 
abroad. In most cases, all wage earn- 
ers so affected are counted. The cen- 
sus procedure allows the counting of 
those not at work “yesterday or on the 
last regular working day preceding the 


enumerator’s visit.” 


The conclusion that the number on 
part time in industrial centers may be 
expected to about equal the number 
completely idle, is perhaps as well 
justified as any statement regarding 
unemployment can be at present. 
The number of part-time workers rises 
to higher levels in times of depression 
in sections where employers are imbued 
with the modern philosophy of spread- 
ing the available employment over the 
entire work force. 


CONCLUSIONS 


Justified conclusions in regard to the 
census of unemployment, based on 
information available to date, would 
seem to be: 

(1) The release in August did not 
cover unemployment but referred only 
to the 2,508,151 “Jobless” workers. 

(2) In many statements widely pub- 
lished, the significance of this total has 
been grossly exaggerated. 

(3) The addition of the number “laid 


Technological Unemployment 


By Micwan. B. SCHDLER 
Philadelphia, Pennsylvania 


INCE the emergence of human ar- 
tisans there have been frequent 
recurrences of what is commonly 
termed seasonal unemployment. In 
the pre-capitalist era, when population 
was meager all over the world, when 
people had few wants and knew of few 
luxuries, people produced only what 
was actually required for the different 
seasons of the year, and consumed 
practically all they produced. In 
early summer people began to work on 
the things needed for the winter, and 
during the long winter season people 
were engaged in preparing the apparel 
and the delicacies needed for spring 
and summer. 

Production being mostly by hand 
with the aid of a small variety of simple 
hand tools, artisans thus kept them- 
selves busy all year round. But even 
then, seasonal unemployment was not 
entirely unknown. Cobblers were idle 
during the summer because most of the 
urchins and the women went barefoot. 
Carpenters and masons were idle dur- 
ing the winter because it was too cold 
to work. Farmers, peasants, and their 
laborers were shut up in their clay 
homes or mud hovels all winter be- 
cause the snow was too high to get out. 
But, wants being few, man got along 
as best as he could, with his spirits 

SHASONAL AND CYCLICAL 
UNEMPLOYMENT 


With the advent of commerce, cities 
and initial factory production, things 
changed. Seasonal unemployment be- 
came more acute. Factories attracted 
the artisans from all parts of the coun- 
try. Workers concentrated in or near 
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towns where factories were located. 
New wants arose. New luxuries came 
into being. The worker became pos- 
sessed of higher aspirations, but he 
was also faced with new problems, new 
perplexities, new worries. 

The artisan knew his environment. 
He could pretty nearly calculate the 
exact needs of his sparse community 
and gauge his production accordingly. 
In the factory, on the other hand, 
things assumed a different character. 
Production was not measured by the 
actual requirements of the nation. It 
was planless. Winter was in view, so 
heavier overcoats, fur coats, heavy 
woolen clothing, and so forth, were 
produced. Summer was in view, so 
lighter dresses and underwear were 
produced. What quantity should be 
produced? What was the limit? 
These were questions that did not 
bother our early industrialists. So 
production went on with factory wheels 
buzzing at full speed until demand 
suddenly stopped. Everything was 
out of gear. Factories closed. Pro- 
duction ceased entirely. Starving, 
menacing workmen tramped the streets. 
Poverty cried to Heaven. Crime flour- 
ished. Jails were jammed to suffoca- 
tion. Seasonal unemployment was on 
in its full sway. Such was our indus- 
trial economy throughout the latter 
part of the eigtheenth and almost the 
entire nineteenth century. 

With the beginning of the twentieth 
century and the introduction of me- 
chanical power, things took a radical 
turn. Man’s wants rose to unheard of 
heights. Population increased in geo- 
metric ratio. Production increased 


tenfold, a hundredfold, a thousandfold 
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in many cases. New industries sprang 
up daily. A shortage of labor was felt 
at many points of the civilized world, 
and capitalists were in a frenzy to get 
“hands” for their shops and factories. 
Production went on merrily for one 
year, two years, five years, seven years. 
Everybody seemed happy. The hori- 
zon looked bright. Suddenly, like the 
many outbreaks of wars, a depression 
set in. Cyclical unemployment had 
been ushered in. Industry had pro- 
duced too much. Warehouses were 
stocked to capacity with goods that 
did not move. The demand fell radi- 
cally below production. A relapse was 
imminent until a readjustment took 
place, until the demand again harmon- 
ized with the supply. 

Cyclical unemployment appears to 
have a periodic tendency for scores of 
_years, and gives rise to the same symp- 
toms as seasonal unemployment, with 
the difference that it is more embracing, 
affecting industry at large. 

And' so early capitalism, from the 
sixteenth century onward, has been 
afflicted with two recurrent and pe- 
riodic phenomena—seasonal and cy- 
clical unemployment, one affecting cer- 
tain industries during certain periods 
of the year, the other recurring pe- 
riodically and affecting, more or less, 
all branches of industry at the same 


time. 


LABOR SHORTAGH LEADS TO 
INVENTION 


With the opening of the second 
decade of the twentieth century, and 
particularly since the close of the World 
War, a new tendency has become 
perceptible. While the World War 
was In operation, a serious problem 
presented itself to industrial captains. 
Men were diverted to the battle 
fronts. Factories, shops, mills, and 
mines experienced a serious shortage of 
labor. As the war was prolonged 


beyond all expectation, the situation in 
industry became rather critical. A 
way out had to be found or the struc- 
ture of civilization might collapse. 

Industrial technicians and research 
workers were set to the task, and the 
solution was found and applied before 
the war was concluded. Mechanical 
power was intensified. New auto- 
matic machines were invented and rap- 
idly applied where a shortage of man 
power was felt. And when our soldiers 
returned home, they found not only 
their jobs gone but their former skill, 
knowledge, and experience useless. 
What is more, they found to their con- 
sternation that the lifeless, automatic 
robots were able to produce more, and 
more efficiently, than they had ever 
done. 

The automatic machine, in a word, 
came to replace human labor wherever 
possible, and was instrumental in giv- 
ing rise to a novel phenomenon in our 
industrial economy—that is, techno- 
logical unemployment. 

Cyclical unemployment is becoming 
less frequent in its visitations, and 
seasonal unemployment is becoming less 
painful in its effects, as a result of better 
planned distribution of work and more 
intelligent regulation of supply and 
demand; but technological unemploy- 
ment is a problem that so far seems to 
have escaped human control, and is 
causing untold suffering. 

Seasonal and cyclical unemployment 
have one redeeming feature: they cause 
only temporary shutdowns of plants 
and temporary lay-offs of men and 
women, who are returned to their 
accustomed tasks as soon as the period 
of unemployment is over. Techno- 
logical unemployment, on the other 
band, causes the permanent discharge 
of the worker, makes his labor -power 
useless, his skill worthless, and his 
opportunities for reémployment scant. 
Technological unemployment knows 
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no seasons, no cycles; it operates to the 
continuous disadvantage of unskilled 
and skilled workers, and no worker, no 
matter how secure he may feel at his 
job or position, is immune from its 
attack. It has a tendency to create a 
steady army of unemployed, who are 
likely to become an integral part of our 
machine-conducted industry, unless 
some prompt and effective steps are 
taken to control the situation. 

It is undeniable that automatic 
machines replace human labor; that is 
the object of their creation. The 
questions that stir the minds of many 
economists and sociologists are: Is 
replaced labor absorbed by other indus- 
tries? Is the machine replacing labor 
in the quantity and with the rapidity 
that some statisticians aver? Is the 
suffering caused by technological un- 
employment as acute and as prolonged 
as is assumed by many students of this 
problem? Can a remedy be found? 
If so, how soon? 


MECHANICAL Power DISPLACES 
Human LABOR 

Until within the past few years, 
production of goods could not be con- 
ceived without the aid of human labor. 
The more workers a factory had, the 
larger was its output. The problem, 
then, was the maintenance of a steady 
army of employees. The worker con- 
stituted an integral, indispensable unit 
and asset of industry. As a result the 
working class multipled in geometrie 
ratio throughout the civilized world. 

Since the World War the tendency 
has changed. Human help has become 
less important in industrial society. 
Human skill has become a secondary 
factor in the production of goods, and 
the machine, supreme. Mechanical 
power has taken the first position, and 
human power a secondary place. And 
all this has taken place despite the fact 
that the output of the average wage 


earner has increased by more than half 
since 1919. The objective of the 
modern genius of the industrial labora- 
tory seems to be to reduce human labor 
to a minimal, supervising function, and 
to eliminate the human element from 
all intricate, elaborate, and technical 
processes of industrial production as far 
and as rapidly as possible. 

The following list of automatic ma- 
chines was compiled by the Research 
Department of the International 
Brotherhood of Electrical Workers, 
Washington, District of Columbia. 
‘These machines have already been in- 
troduced in many branches of industry. 
They have gone a long way toward 
eliminating human labor, and their 
number and use are increasing day by 
day. 


Automatic belt in candy manufacturing 

Automatic bottling machines 

Automatic check-writing machine 

Automatic cutting machinery in cloth- 
ing industry 

Automatic ditch diggers 

Automatic knitting machines for silk 
stockings 

Automatic machinery in steel mills 

Automatic office machinery—adding 
machines; automatic belt for clerks; 
bookkeeping machines; automatic 
hoists 

Automatic power controls 

Automatic refiners in copper industry 

Automatic shoe welding and building 
machines 

Automatic stamping machines 

Automatic stoking apparatus on 
vessels 

Automatic telegraph machine—printer 
machines 

Automatic telephone switchboards 

Automatic unloading devices for ships, 
freight cars, and trucks 

Automatic vendors 

Bread-wrapping machines 

Broom-making machines 
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Buildmg—automatic pumps; spray 
painting machinery 

Chewing gum wrapping machines 

Compressed air diggers 

Compressed air riveters 

Concrete mixing machines 

Electrified baking machine 

Electrified mining machine—750,000 
miners reduced to 250,000 

Electrified ovens in coke processing 

Endless chain of automobile mass 
production process 

Farm tractors 

Gyro-stabilizers on boats 

Tron chink—an automaton which revo- 
lutionizes fish-canning industry; 
completely cleans fish 

Iron hoisters 

Mechanical cigarette rollers 

Mechanical cotton picker 

Mechanical glass blowers 

Special production machines—special- 
ize in making automatic machines, 
by automatic machines 

Steam shovels 

Super-heaters, auxiliary engines, and 
automatic stokers on railroad loco- 
motives 

Telephone-typewriter system 

Teletype—the telephone typewriter 

Teletypesetter, for transmission and 
composition of news 

Televox, mechanical man 

Thermostatic controls of all kinds 

Tide-predicting machine on coast 
service 

Vitaphone, movietone, photophone 

Winding telephone cable machines 


SPECIFIC INDUSTRIES AFFECTED 


Let us see what some of the above 
inventions and automatons have done 
to certain industries, and then analyze 
their net effects on industry and 
society at large 

Agriculture. Since 1910, agricul- 
tural output has increased twenty-eight 
per cent with a labor force reduced six 
per cent. 


À. tractor plows eight acres of soil in 
the time required for a man with a 
horse to plow one acre. 

Forty-five thousand harvesting and 
threshing machines have displaced 
130,000 farm hands. 

According to Professor E. A. Stewart, 
agricultural engineer of the University 
of Minnesota, electricity will entirely 
do away with farm workers in the not 
far distant future. In his opinion, no 
more workers will be required to har- 
vest food for 150,000,000 people in 
1950 than were required for 25,000,000 
in 1850. In other words, electric 
power will give the worker six times his 
former capacity. 

The wheat crop harvested in the 
United States in 1980 would have re- 
quired 20,000,000 more men only 
forty-five years ago. 

Automobile Industry. An automo- 
bile plant in a Middle Western state 
turns out automobile frames almost 
untouched by human hands. Its daily 
output ranges from seven thousand to 
nine thousand frames, with only two 
hundred men supervising the entire 
process. 

Thirty men now turn out more with 
the aid of machinery than one hundred 
men did without it. Continuous proc- 
ess automobile chassis production elim- 


nates about ninety-nine men of every 


hundred group. 

It is estimated that, for the industry 
as a whole, sixty-six men out of every 
hundred have been replaced by ma- 
chines during the past sixteen years. 

Building Industry. Building indus- 
try in Ohio put up eleven per cent more 
square feet of finished buildings in 1927 
than in 1928, with fifteen per cent 
fewer workers. And only forty years 
ago, many large construction projects 
in the country were either postponed, 
delayed, or given up entirely for lack of 
man power. 

In 1900, two hundred unskilled 
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laborers found ‘work on one job now 
done in less time by a- gigantic steam 
shovel. 

A gang of five men with a loading 
crane now displaces forty-eight men 
formerly required for a similar opera- 
tion. 

One man’s capacity in brickmaking 
is about 450 bricks a day. Now a 
brick machine turns out 40,000 bricks a 
day. 

A big power shovel will dig and load 
as much dirt as four hundred men used 
to do. 

Boots and Shoes Industry. One shoe- 
making machine now replaced from six 
to ten shoemaking artisans. One hun- 
dred machines are known to have 
replaced 25,000 men in the shoe 
industry. 

Shoes, from times immemorial, were 
almost exclusively made by hand. 
Thousands of workers earned their 
daily bread in this occupation. To- 
day, machines have done away with 
nine out of every ten workers in the 
industry. 

Baking Industry. One wrapping 
machine, with one attendant, now does 
what twenty workers used to do. 
The later types of machines far exceed 
this mark. 

A dough-mixing machine, with one 
man, does what twenty men formerly 
did with a less elaborate machine. 

Coal industry. Seventy-one per cent 
of bituminous coal mined in America is 
produced by machinery. . 

As we have seen, electrified mining 
machinery has reduced the number of 
miners from 750,000 to 250,000. 

Cigar-Making Industry. One cigar- 
making machine turns out a quantity 
of cigars equivalent to the former 
output of fifteen men. 

Machines now perform almost every 
important process in the entire indus- 
try, requiring a minimum of human 
skill and dexterity. All operations are 


purely automatic, with the result that 
most of the operators are now girls and 
women. Twenty years ago, men com- 
prised eighty per cent of the working 
force in the industry; today, girls and 
women equal this proportion. In 
Philadelphia cigar factories, of ten 
thousand workers, ninety per cent are 
young girls and women. Their sala- 
ries are low, as all their functions are 
purely automatic. 

Clothing Industry. One clothing- 
making machine displaces twenty-five 
girls. 

Electric Power and Electrical Appur- 
tenances. A recent invention of a 
machine making bulbs promises to turn 
out a quantity in one week equivalent 
to the former output of 718 men. 

Prior to 1919 one man could make 
about 75 electric light bulbs a day. 
An automatic machine introduced in 
1920 raised production to 73,000 bulbs 
a day, thus causing the elimination of 
994 men for each machine installed. 
Recent improvements in the machine 
have doubled its output, and have 
caused the displacement of 2,000 men 
for each machine installed. 

The de Forrest Radio Company 
installed a machine which, with the aid 
of three workers, turns out two thou- 
sand tubes an hour, as against one 
hundred and fifty tubes put out by 
forty workers on an old machine. 

The horse power of electric motors 
in 1900 was 500,000; in 1925 it had 
grown to 80,000,000. 

The New York Edison Company has 
opened up a robot electric distribution 
station in New York which supplies 
power for lighting the homes of 
$00,000 families—without the aid of | 
even one attendant. The entire sta- 
tion—one of the largest of its kind in 
the world—and all its operations are 
controlled by automatic switches at 
another station three miles away. 

Glass Industry. Prior to 1910 all 
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glass tubes were made by skilled glass 
blowers. Today a machine does the 
work of six hundred such artisans. 

Lumber Industry. One man used to 
saw one hundred feet of lumber a day. 
Now, with the aid of machines, he can 
saw ten thousand feet of limber in a 

single day. 
~ Steel and Iron Industry. Steel com- 
panies can produce today three times 
as much pig iron as in 1904, with the 
same force of men. 

One machine in the steel industry 
eliminates forty men. 

A magnetic crane handles more iron 
than could: formerly be carried and 
loaded by sixty men. 

Seven men replace 60 men in the 
casting of pig iron. Two men replace 
128 in the loading of pig iron. 

One man takes the place of 42 in 
open-hearth furnaces. 

Tegtile Industry. One man now 
produces, with the aid of machines, as 
much as 45,000 did 160 years ago. 

Razor Blades. One man now turns 
out 82,000 razor blades in the same 
time required by 500 men in 1918. 


TRANSPORTATION 


Subways (New York City). Several 
years ago eleven men were required to 
operate one chain of trains. Now an 
automatic control system has reduced 
the force to one motorman and one 
guard. 

Nickel turnstiles have reduced the 
number of platform men from 1,500 to 
470. 

Railroads, Railroads are now han- 
dling more freight than ever before, 
with 250,000 fewer men. 

A mechanism for switching and 
sorting cars has displaced 168 men in 
one yard. 

On the Boston and Maine Railroad 
there is a freight-handling machine 
which takes care of a million freight 
cars per year. All switchmen and 


brakemen have been eliminated, and 
the entire process is directed by one 
man in a tower. 

Mechanical firmg apparatus on some 
of the Western and Southwestern rail- 
roads took away jobs from 17,000 
firemen. 

Shiploading. A mechanical con- 
veyor or a spiral chute now used in 
shiploading enables four men to do as 
much work as a hundred men used to 
do with trucks loaded and pushed by 
hand. j 

“White-Collar” Industries. Even 
our “white-collar” workers are not im- 
mune from the everspreading tentacles 
of the machine. Our stenographers, 
bookkeepers, salesmen, executives, 
newspaper workers in the composing 
rooms, and so forth, are thrown out of 
employment by the hundreds and 
thousands by the installation of elab- 
orate machinery. 

A calculating company has intro- 
duced a machine that increases eff- 
ciency by 418 per cent. 

At the National Business Show held 
in November, 1929, at Stevens Hotel, 
Chicago, a check-protecting machine 
was shown which could sign 7,500 
checks an hour and guarantee protec- 
tion by making a small photograph of 
the signer next to the signature. 

Some other machines exhibited were: 
an interest-calculator machine which 
could do the work of more than ten 
bank clerks; a bookkeeping machine 
which could issue bills against debtors, 
write the ledger entries, and automat- 
ically balance books; and a “vari- 
typer,” which has 1,160 keys and types 
in forty languages. This varityper 
threatens to eliminate shorthand as a 
medium of business intercourse. It 
can write 288 words a minute—and a 
turn of the knob changes the alphabet 
from one language to another. 

There were also: a “teletyping in- 
strument,” which enables a stenog- 
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rapher to write an order in one office 
and have it duplicated in another, 
hundreds of miles away; coim changing 
machines, which change bills and coins 
of all varieties; automatic photograph 
machines; dictaphones and dicto- 
graphs; and many others—all intended 
to minimize the human influence and 
the human touch in the office routine. 

It is feared that the intensive ap- 
plication of these labor-saving devices 
will cause the discharge of a million 
clerks drawing millions of dollars in 
salaries per day. 

In addition to the scourge of the 
labor-saving machine, office workers 
are endangered by consolidations of 
corporations in similar industries, 
which when effected cause the discharge 
of hundreds and thousands of clerks. 
For instance, in the merger of Colgate, 
Palmolive, and Peet Company, thou- 
sands of salesmen and office workers 
lost their jobs. 

Salesmen. It is estimated by eff- 
ciency experts that sixty per cent of the 
motions and the speech of the average 
cigar salesman are purely automatic, 
and this fact will eventually lead to the 
introduction of rebot salesmen in chain 
stores of all descriptions. In fact, 
there are already in operation a num- 
vber of department stores where the 
“sales force” is composed of automa- 
tons, and standard packages, nation- 
ally advertised, are delivered to pur- 
chasers by automatic slot machines. 

Printing and Typesetting. The com- 
positors in the newspaper industry— 
some of the highest paid men in 
modern industry, and some of the finest 
and most powerful units of organized 
labor—are now being threatened with 
extinction by the invention of almost 
superhuman machines. The new 
teletypesetter, conceived by R. E. 
Gannett, a publisher of Rochester, 
New York, is an electric device by 
means of which typesetting in news- 


paper composing rooms may be done 
without linotype operators and lino- 
type machines. It is a marvelous 
machine and it will make setting of 
type completely automatic. A tele- 
graph operator in Wall Street will be 
able to operate a machine in his office 
which will set type concerning stock 
prices in 2,500 daily newspapers—from 
the Atlantic to the Pacific—displacing 
on that one job thousands of operators 
in the composing rooms, This ma- 
chine is now being developed by 
Mokrum-Kleinschmidt Corporation of 
Chicago, and when introduced in the 
newspaper field will cause a veritable 
revolution in the industry. 

For local copy, reporters can be 
trained to write their copy on the lino- 
type machine direct, without editing or 
human labor. With this development, 
50,000 linotype operators, members 
of the International Typographical 
Union, are in danger of losing their 
jobs. 


INDUSTRY AT LARGE AFFECTED 


As a result of machinery our work- 
shops and factories produced in 1927 
more goods and services than at any 
previous time in American history— 
with a greatly reduced force of men. 
Concretely speaking, machines have 
enabled the same force of men, or 
lower, to raise production since 1914 
in the following manner, as shown in 
Table I. 

In 1925 one man was doing, on the 
average, what 3.1 men did in 1914. 

In the last decade we produced 
twenty-five per cent more than we 
consumed. Production increased by 
forty-two per cent, though there was a 
reduction of seven per cent, or 585,000, 
in the number of men and women 
engaged in industry. 

From 1899 to 1919, a period of 
twenty years, the production of the 
average wage earner increased eleven 
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. TABLE I—Incrrasn IN PRODUCTION PER MAN 
Hovr w 1927 Over 1914 





Per 
Industry Cent 

Paper and pulp. 40 
Leather tanning 41 
Cement. .... 54 
Iron and steel. 55 
Flour milling . : 59 
Petroleum refining 82 
- Automobiles. 178 
Rubber tires... ; 292 
Boots and shoes... . 25 
Slaughtering and packing 26 
Cane sugar refining... ; 83 


per cent; but from 1919 to 1929, only 
ten years, production per worker in- 
creased fifty-three per cent. From 
1917 to 1927, production increased 
fifty per cent and wage earners added 
only three per cent to their number, in 
spite of a growing population. 
According to Dr. Harry W. Laidler, 
vice-president of the Bureau of Eco- 
nomic Research, machinery in farming, 
manufacturing, railroading, and min- 
ing has eliminated 2,800,000 workers 
in the last eight years. It is estimated 
that the installation of 100 new labor- 
saving machines adds 25,000 men to the 
army of technologically unemployed. 
According to statistics of the United 
States Department of Commerce there 
has been a decline of workers in the 
major branches of industry since 1919, 
as will be seen from its figures below: 


Later figures give the decline in 
agriculture as 800,000 workers, in 
manufacture as over 900,000, and in 
railway transportation as 240,000. 


Trape UNIONS AFFECTED 


In addition to throwing men out of 
employment, the machine, as we have 
seen, reduces the requirement for 
human skill to a minimum, turns the 
art of artisans to naught, ruthlessly 
eliminates the spirit of tradition in 
industry, and makes the position of 
the worker, skilled or unskilled, man 
or woman, insecure. The victorious 
march of the machine has already 
proved the nemesis of many trade 
unions which were the pioneers of the 
organized labor movement. Such is 
the fate, for instance, of the Cigar 
Makers’ International Union, which 
was once a powerful organization, to 
which Samuel Gompers, one of the 
founders of the American Federation of 
Labor, belonged for many years, being 
one of its active spirits. It has now 
been reduced to an impotent force and 
its membership is steadily declining. 
Its membership grew from 28,700 in 
1898 to 51,500 in 1909, and dropped to 
80,900 by 1928. Since 1928 the mem- 
bership has dwindled to almost an ; 
insignificant number. 

Other labor unions have been en- 
tirely discontinued because of the 
encroachment of machinery. This is 
true of the Window Glass Workers, 


TABLE U—Dzroiie my Worrnes FROM 1919 ro 1925 





Manufoting and mechanical. 
Railroads.. 


Total 


s.. b% 







1925 





1919 





11,800,000 
10,067,000 
2,085,000 


10,700,000 
9,167,000 
1,860,000 







23,402,000 21,727,000 
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once a powerful organization in the 
trade-union movement, its members 
being highly skilled mechanics. The 
machine has simplified all processes in 
the glass manufacturing industry, and 
as a result, skill and organization have 
become superfluous. Such fate is now 
threatening many other unions, until 
recent years the very bulwarks of the 
organized labor movement, in whose 
industries the advance of the machine 
is working havoc with skill and high 
ideals. 


REABSORPTION OF DISPLACED 
WORKERS 


What happens to the technologically 
unemployed? It is said that new in- 
dustries have been absorbing those 
men and women displaced in the older 
industries. According to Mr. Law- 
rence B. Mann of the United States 


Taste HI— INCREASE IN NUMBER OF 
Workers Berwran 1920 ann 1927 


Industries Increase 
Production, Transportation, and 
Communicaiton: 
Construction . . 100,000 
Electric light and power 53,000 
Telephone ..... 78,000 
Telegraph and cable 7,000 
Distributive Industries: 
Automotive industries, pene 
chauffeurs .. 1,166,000 
Radi secantes aes 125,000 
Electric refrigeration 20,000 
Oil heating apparatus 10,000 
Insurance agents..... 96,000 
Mail order houses ... 8,000 
Motion pictures . 150,000 
Professional and Semiprofessional 
ervices: 
Teachers and professors 185,000 
Lawyers and judges . 22,000 
Clergymen .... 17,000 
Physicians and surgeons 5,000 
Dentists. . 25,000 
Domestte and Personal Dortea; 
Hotels and restaurants... 525,000 
Barbers, hairdressers, and mani- 
aan Bice ah ware ees 169,000 


Department of Commerce, there has 
been ‘an increase in the number of 
workers between 1920 and 1927 in the 
lines as shown in Table II. But it 
must be borne in mind that these 
industries, though comparatively new, 
are not immune from the influence of 
the machine, which will sooner or later 
work ruin with their workers. 

For example, let us take the tele- 
phone industry. Since the advent of 
the dial system, with its automatic 
connection service, thousands of girls 
have been found useless and have been 
discharged. When the dial system is 
applied universally, there will be not a 
handful of “hello girls” left in the 
entire industry. The same situation 
prevails in the radio industry, in the 
automobile industry, and others. La- 
bor-saving devices are cutting down 
the labor force day after day in the 
so-called new industries. 

Besides, we must remember that 
every year two million boys and girls 
become of working age and overflow 
the labor market. In addition, 800,000 
new immigrants join the forces of labor 
in search of employment every year. 
What will be the result? The normal 
increase of our population since 1919 
has added over five and a half million 
persons to the army looking for oppor- 
tunities in the industrial world, and 
jobs, as we have seen, have decreased 
in all branches of industry, in manu- 
facturing alone there being a reduction - 
of 585,000 jobs. Apparently, then, 
the so-called absorption of labor dis- 
placed by machinery has not been as 
great as the lay-off. 

It is conservatively estimated that 
from two to three million workers, 
victims of the advance of the machine, 
are now continuously tramping the 
streets in a vain effort to find employ- 
ment. Do they eventually land in 
other positions? Is it easy to find 
work? From a study of 754 workers 
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laid off by factories in three representa- 
tive American cities, we learn that 11.5 
per cent were able to find a job in less 
than a month; over sixty per cent— 
nearly two thirds—were out of work 
for six months or more. Thirty-five 
persons, or five per cent, were out of 
work for a year or longer. 

Another study was made of seven 
hundred employees in three industrial 
communities, by Mr. Isadore Lubin, of 
the Institute of Economics. These 
workers were laid off during the 
twelve-months period prior to Septem- 
ber 1, 1928. Forty per cent found new 
work. One third found positions in 
different industries, doing jobs having 
no relation to their previous experience. 
Twenty-five per cent were out of work 
for six months or more. 

In 1929 the American Federation of 
Labor made a survey of its unemployed 
members and found that nine per cent 
of them were idle during the very height 
of their industries’ seasons. And almost 
all studies made of unemployed groups 
arrive at similar conclusions. 


[IMMEDIATE Action NEEDED 


These facts prove that the machine, 
taking all favorable factors into con- 
sideration, steadily displaces more men 
and women than industries, old and new, 
can absorb; and that technological 
unemployment is with us to stay, 
unless some drastic steps are taken at 
once to check its progress. ‘Those who 
go through a period of unemployment, 
whether cyclical, seasonal, or tech- 
nological, endure suffering and mental 
depression that cannot be described in 
words. The existence of a constant 
element of people physically under- 
nourished, mentally despondent, and 
socially maladjusted, within our com- 
munity certainly bodes no good for 
society at large. 

What, then, is the solution? The 
machine cannot be stopped. We have 


already emerged from a savage state 
and we are fully aware that we must 
attune ourselves to, and not retard, zhe 
wheels of progress. Logically, -zhe 
machine should not be viewed as an 
enemy of mankind, but we should aim 
to control it. | 

With all the misery it has brought in 
its path, the machine has given im- 
mense good to mankind. It has given 
man more leisure. It has freed manual 
and intellectual labor from needless 
drudgery. It has given the housew_fe 
a relief from “blue Mondays.” It has 
brought greater comforts and ccn- 
veniences to our homes, our streezs, 
and our publie places. It has caus2d 
the reduction of working hours from 
twelve to ten, and from ten to eigtt. 
It has cut the working week from six 
full days to five and a half, and at the 
present time the five-day week looms 
as a probability; in some industries it 
is already a fact. Consequently, the 
machine has not been entirely a curse 
but has brought some blessings in its 
wake, Even its present menace, tech- 
nological unemployment, could ke 
ameliorated and curbed if a little wise 
statesmanship were used by all forces 
of industry. 

Ninety-six per cent of our markets 
are within our country. According t> 
William Green, president of the Ameri- 
can Federation of Labor, over 7,000,- 
000 people in the United States have 
no automobile; about 20,000,000 have 
no adequate radio set; 4,000,009 fami- 
lies in our cities have no bathtubs; ovez 
8,000,000 have no kitchen sink witk 
running water, and no plumbing of any 
kind; over 18,000,000 families in our 
cities have no telephones; over 4,000,- 
000 live in homes not wired with 
electricity; about 5,000,0C0 families are 
living below the minimum level of 
health and efficiency; and about 4,500,- 
000, who have barely enough to sup- 
port themselves, are too eager to raise 
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their standard of living by buying 
industrial products. About 10,000,000 
gainfully employed earn only from 
twenty-five to thirty cents an hour. 
In some sections and industries the 
hourly rate is as low as fifteen cents. 


Tams REMEDIES 


What do these facts signify? That 
the remedies for unemployment lie in 
the following directions: 

(1) Higher wages. Our employers 
must come to realize that highly paid 
workers are the best customers of 
industrial products and the most 
efficient stimulants of industrial pro- 
duction. 

(2) Shorter hours. Reduction of 
hours is the next step in industry. 
This will give more workers an oppor- 
tunity to be employed, and will give all 
workers the possibility to enjoy the 
products they buy. 

(8) Legislation in behalf of the unem- 
ployed, and measures against unemploy- 
ment by industrial and social agencies. 
Steps should be taken against unem- 
ployment, such as insurance, rational 
distribution of work, control of seasonal 
demands, and so forth, and employers’ 
associations and trade unions snould 


collaborate. National legislation and 
governmental intervention in behalf of 
the unemployed may prove advisable. 
It has met with success in European 
countries, and if private agencies do not 
furnish remedies in time, it may be 
necessary for legislative bodies and 
governmental departments to act. 

In a word, the standard of living of 
our workers must be steadily raised in 
harmony with the rate of progress of 
the machine. The machine raises the 
output, multiplies our wants, and 
creates more leisure; a working class 
enjoying sufficient leisure and earning 
adequate wages to keep up with the 
speed of the machine can make the 
machine a blessing to mankind—a 
vehicle of a higher civilization. An 
underpaid, unhappy working class will 
cause the machine to work havoc in 
society. 

In the words of James J. Davis, 
former Secretary of Labor: 


We cannot ‘‘robotize’”’ America, because 
we must remember that the machine does 
not eat or sleep. It does nothmg but pro- 
duce. We must watch out that with our 
efficiency and modern management we keep 
control of the machine. If the machine 


ever control us, civilization is gone. 


. The Older Workers 


By Apranam EPSTEIN 
Executive Secretary, American Association for Old Age Security, New York City 


HAT the problem of security in 

old age is becoming increasingly 
difficult for every one of us is now being 
recognized everywhere. The facts un- 
derlying this insecurity are generally 
well known today. As competitors in 
the modern industrial system, the aged 
are faced with innumerable obstacles 
and with few opportunities to overcome 
them. Standardized production has 
greatly eliminated the need for skill and 
experience—the, sole assets of the older 
employee under the handicraft system. 
In a recent article Mr. Henry Ford was 
quoted as saying that “the man who 
has never had any experience at all is 
the best fellow when it comes to fitting 
him into a new scheme of production. 
People must never get too much of a 
habit.” The swifter pace required of 
the modern workman also helps to wear 
him out at an earlier period. The in- 
troduction of new inventions and more 
specialized machinery generally in- 
volves the replacing of men. Since the 
older workers find it harder to adjust 
themselves to new processes of work, 
they are the first to be “let out.” The 
difficulty of finding a job after the 
prime of life has passed has become 
proverbial. Many industries now limit 
the hiring age to forty-five and even 
thirty-five years in the case of unskilled 
workers. 


PERCENTAGES or ÅGE GROUPS IN 
INDUSTRY 


The conditions found in “ Middle- 
town” are typical. Among the males 
fifteen years of age and over in the en- 
tire city population, twelve per cent 
were between the ages of twenty and 


twenty-four. However, an investiga- 
tion of two of the city’s leading ma- 
chine shops showed that the percentage 
of male workers in this age group was 
nineteen per cent in one and twenty- 
seven per cent in the other. On the 
other hand, twenty-seven per cent of 
the city’s population were between the 
ages of forty-five and sixty-four; but :n 
the shops studied, only seventeen ard 
twelve per cent of the workers were 
between these ages. The age group 
sixty-five and over constituted seven 
per cent of the total male population m 
the city, but the shops investigated 
contamed only from one to two per 
cent of these older workers. 

The 1920 United States census data 
revealed similar conditions. These 
figures showed that while the aged were 
still holding their places among the 
gainfully employed in agriculture, in the 
professions, in small businesses, and 
even in the public service, they wer2 
practically eliminated from all the 
major industrial occupations. ! 

Thus, 8.08 per cent of aged farmers, 
or about twice the normal, were still 
gainfully at work after their sixty-fifth 
birthday. Among lawyers, judges, 
and justices, more than twice the nor- 
mal average of aged were still holding 
their positions. Retail dealers, gen- 
erally made up of independent smal. 
business men, also retained a higher 
than average percentageinoldage. For 
bankers, brokers, and money lenders, 
the proportion of those still employed 
at sixty-five was 5.4 per cent, while the 
percentage of aged manufacturers and 
officials still gainfully occupied was 
considerably higher than the average. 
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But what a different tale was told by 
the statistics of industrial and mechani- 
cal pursuits and of transportation! In 
these occupations, the old seem to have 
had no place, and only from one fourth 
to one fifth of the general average of 
gainfully occupied aged persons were 
still working. Less than two per cent 
of miners, clerks, mechanics, molders, 
printers, plumbers, and so forth, were 
at work after their sixty-fifth year. 
That the conditions today have become 
even more intense will unquestionably 
be brought out by the 1980 census. 


REASONS FOR EMPLOYMENT 
AGE Limit 


Strange as it may seem, the increas- 
ing difficulty of finding a job in old age 
is not due to an increasing heartlessness 
of our employers. On the contrary, 
the problem has arisen, to a large ex- 
tent, as a result of the humanitarian 
desire on the part of some of our indus- 
trial leaders to protect from destitution 
in old age those workers who have 
given them long periods of service. 
Nor are men and women denied em- 
ployment in their forties because they 
have reached an age of incapacity and 
are unable to perform their duties. 
On the contrary, we are healthier today 
in middle age than ever before. Cer- 
tainly, workers at thirty-five years of 
age are not “too old.” 

The employment bar has been insti- 
tuted in American concerns for entirely 
different reasons. ‘The age bar against 
employment became a serious problem 
when American employers adopted 
private industrial pension plans. Old 
and incapacitated employees sre ob- 
viously “drags” upon production, and 
undermine the spirit of efficiency of an 
industrial establishment; but experi- 
ence has taught even the most heartless 
corporation that to discard an old 
employee ruthlessly, without any pro- 
vision for his declining years, is not 


only injurious to the morale of the 
plant but is a dangerous course of 
procedure for industry as a whole. 
For this reason, over four hundred 
concerns employing about four million 
workers have now adopted formal 
pension plans. 

Before qualifying for an industrial 
pension the worker must be at least 
sixty-five or seventy years of age and 
must have given from twenty to thirty 
years of service to the corporation. 
In order to avoid the assumption of 
responsibility of older workers who 
have not been sufficiently long with the 
company, and at the same time make- 
possible the pensioning of those who 
have spent the major part of their lives 
working for them, employers were 
forced to adopt the simplest way out, 
i.e., to deny employment to any one who 
might become old and incapacitated 
before the passing of the number of 
years which would entitle him to retire 
under the pension plans. 

In the last decade, an additional 
factor has been introduced in American 
industry which makes for a deadline of 
employment after the prime of life. 
Group insurance, i.e., the attempt on 
the part of the employers of labor to 
protect the dependents of deceased 
employees by insuring the lives of their 
workers, has spread beyond all propor- 
tions in American industrial establish- 
ments. Over six million workers are 
covered under this system. The pre- 
mium rates on this insurance range in 
accordance with the average age of the 
employees insured. Rates for older 
persons are considerably higher than 
for younger ones, and, other things be- 
ing equal, employers of labor naturally 
prefer to keep down the average age of 
their employees as much as possible. 


INDIVIDUAL Provision For OLD ÁGE 


While there is indeed little disagree- 
ment now as to the facts in the case, our 
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mental attitudes have changed but 
little. Despite these new difficulties 
which have arisen as a result of our 
industrialization, our philosophy is 
still that of individualism. The doc- 
trine that it is the duty of each and 
every one of us to make individual 
provision against his or her old age still 
dominates us even today. 

Until a little over a year ago, or, 
specifically, before the fatal Thursday 
in October, 1929, we justified our social 
legislative backwardness by a whole 
chain of circumstantial evidence by 
which we proved that somehow we, of 
all nations in the world, were different 
and that no social action was necessary 


in a country upon which the Almighty . 


had bestowed such special blessings. 
We boasted and gloried in our “aver- 
age” income of about $8,000 for every 
family, which we arrived at by a sta- 
tistical average, regardless of the fact 
that the bulk of our wage earners were 
-receiving less than $1,500 a year. 

We pointed to our high wage rates 
and ignored the fact that even in the 
heyday of our prosperity, in the highest 
wage-paying state in the country— 
New York—average wages of factory 
employees, when they worked, never 
exceeded $29.99 per week. We im- 
sisted that with such a wage the Amer- 
ican worker was not only able to meet 
his constantly rising and pressing 
standard of life, raise and educate a 
family, provide sufficient funds in 
times of unemployment, sickness, acci- 
dent, and other emergencies, but also 
could lay by a sufficient sum for his old 
age, which, in the case of a couple at 
sixty-five years of age, requires about 
$8,000 on the basis of an annuity of 
about $800 a year for the two of 
them. 

But while we were singing the 
praises of the thrifty and economical, 
we carried on the most elaborate and 
extensive campaigns Inducing Ameri- 


can workers to buy cars, radios, vacuum 
cleaners, over-stuffed furniture, and a 
thousand other necessary and un- 
necessary articles, without which we 
told them life was simply worthless. 
American workers were urged to ac- 
complish all these on the $29.99 a week 
which they earned when they worked 
in the heyday of prosperity, in the best 
wage-paying state. 

We felt so happy about our possi- 
bilities that we actually made bold to 
affirm that, unlike any other person, an 
American can lift himself by his own 
bootstraps. We added the small sav- 
ings deposits of the workers to the large 
time deposits of business men, divided 
the result by the all-accommodatinz 
statistical average, and proved that 
every one of us—man, woman, and 
child—had at least $200 in saving3 
deposits. We also kept a careful 
record of every new labor bank by 
means of which the workers’ capitalism 
was to be ushered in, but took no notice 
when one by one these banks wen: 
bankrupt. 

We totaled all the insurance policies 
in the United States and Canada, anc. ` 
drew the conclusion that the Unitea 
States was the most insured land in the 
world, despite the fact that in reality 
we are the least insured industrial na- 
tion in the world today. In our ex- 
hilaration it simply did not matter to us 
that the 95,000,000 outstanding in- 
surance policies included about 72,- 
000,000 industrial insurance policies 
with an average face value of $197.50, 
providing at best for about half the 
cost of a burial for which they were 
taken out. 

Since October, 1929, our faith in this 
paradise has been somewhat shaken. 
All of a sudden we have discovered that 
our troubles lie in the lack of purchas- 
ing power. At this very time we are 
carrying on high pressure campaigns 
throughout this broad land urging 
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people to “buy now” and to “spend 
five dollars a week more.” Senator- 
elect Dwight Morrow urges us that 
“this business of hoarding money must 
cease.” Mr. Henry Ford was among 
the first to counsel us against savings, 
because he discovered long ago that 
savings and the sale of motor cars do 
not go hand in hand. We are actually 
on the verge of making savings a 
criminal offense in the United States 
today. Yet you will find many among 
the very people who are the staunchest 
advocates of “buy more” and “spend 
more,” fighting against governmental 
action in behalf of the aged or the un- 
employed, because “it is the duty of 
every good American to lay by, from 
his own earnings, sufficient savings 
against his old age.” For the Govern- 
ment to establish an old age pension, 
these thinkers contend, would dis- 
courage thrift and make a “bum” of 
every one of us. 


GOVERNMENT Provision NECESSARY 

All I can say in this limited space is 
that, regardless of statistical correla- 
tions, we cannot have the cake and eat 
_ it. Whether our business leaders will 

come to their senses or not, the Govern- 
ment must and will step in and provide 
for indigent old age on a social basis in 
order to meet the social forces which 
lie outside the individual’s control. 
Only by collective action can the 
emergencies which have arisen in our 
social and economic life—sickness, 
invalidity, unemployment, and old 
age—be met. 

That we are beginning to recognize 
the necessity of such action is evident 
not only from the universal acceptance 
of compensation insurance and widows’ 
pensions, but also from the growing 
movement of old age security through- 
out the United States. At the present 
time, twelve states—California, Utah, 
Nevada, Montana, Colorado, Minne- 


sota, Wyoming, Wisconsin, Kentucky, 
Maryland, New York, Massachusetts 
—and the Territory of Alaska have 
pension laws on their statute books. 
At the present time pensions are being 
paid in the states of California, Utah, 
Montana, and Wisconsin. 

Of the states paying pensions, Cali- 
fornia is the only one which has a 
mandatory law and which is operating 
throughout the state. Of about nine 
thousand applications, over five thou- 
sand have already been approved. 
The law went into operation on January 
1, 1980. Montana and Utah have 
county optional laws and pay pensions 
to about one thousand in each state. 
Eight counties, including the county of 
Milwaukee, are now paying pensions to 
about eight hundred persons in the 
State of Wisconsin. Another county 
has just adopted the provisions of the 
law. At the last election, the voters in 
the three largest. cities in Minnesota— 
Minneapolis, St. Paul, and Duluth— 
decided by majorities ranging from 
three to one, to sixteen to one, to adopt 
the optional state law. The State of 
New York is expected to pension about 
thirty thousand persons in January, 
1931, while from ten thousand to 
fifteen thousand old men and women 
will receive pensions in July, 1931, in 
the State of Massachusetts. 

The problems of the older workers 
will be met most constructively, we 
hope, in 1981, when most of our states 
will have legislative sessions. Bulls 
will be introduced in practically all of 
them, and at least half a dozen states 
are expected to join the pension roll. 
By making adequate social provision 
for the old men and women who now 
crowd our bread lines and employment 
offices, looking for work which they 
can never find, we shall not only fulfill 
the obligation long overdue them, but 
also help considerably to reduce our 
present problem of unemployment. 


Middle-Aged White-Collar Workers on the 


Economic Rack 


By Joseph Ernest McAran 
Director, Community Service, The Community Church, New York City 


HE fact need not be labored. It is 

apparent. Handicaps of the mid- 
dle-aged and older workers in seeking 
reémployment are many and are multi- 
plying. For certain classes of workers 
they are already practically prohibitive. 
Once employed, the individual’s danger 
of losing a job may not be so great 
among white-collar groups or among 
executive and professional workers as it 
is among certain other classifications. 
But Heaven save the New York bank 
clerk let out by a merger; the woman 
stenographer of thirty-five or even of 
twenty-eight whose firm reorganizes 
her out of a job; the bookkeeper of 
forty whom machine accounting has 
put out of date; the executive of forty- 
five whom business “readjustments” 
have left high and dry! Only Heaven 
can, indeed, save them; more intimate 
and mundane devices seem indisposed 
to try. In the present unemployment 
emergency one is more fortunate to be 
an artisan or even an unskilled laborer 
than to be a middle-aged clerical or 
professional worker. Much is being 
done for the former groups. The dis- 
tress among the latter is almost un- 
mitigated and is doubly acute. Hun- 
ger gnaws at the vital physical organs 
and the strain upon morale is a tragedy. 
Society does not care; it at any rate 
shows little institutional concern. The 
welfare societies do not know what to 
do. The machinery of relief is not 
geared to this task. The philosophy 
back of this mechanism has no convic- 
tion based on sympathy inthis situation. 
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Tan DEEPER PROBLEM 


” But the present emergency is not of 
particular concern in this discussion. 
The graver problem of the middle-aged 
unemployed is no passing incident. 
The emergency of today did not create 
it and the passing of the present indus- 
trial crisis cannot cure it. Emergency 
measures would not meet it even if they 
were employed. 

Furthermore, the present emergency 
must aggravate our problem in the fu- 
ture. A friend who draws a large 
income from his profession as a finar- 
cial and business consultant, in a con- 
versation the other day, gave me his 
estimate that twenty-five per cent of 
the present business organizatiors 
throughout the country will disap- 
pear through merger or bankruptcy 
before there is substantial business 
recovery. Among those organizations 
which will remain, the occasion is being 
generally utilized to “clean house.” 
The strictest efficiency measures are 
being resorted to; which means, accord- 
ing to efficiency standards of today, 
that employees and executives who 
will soonest be superannuated ars 
being gotten rid of to insure a vigor- 
ous organization against the days af 
keen competition which the business 
revival will precipitate. Only limit- 
edly will aging unemployed workers, 
high or low in the executive scheme, 
benefit by a business revival. At 
any rate, they will be the last to feel 
it. 


Mippie-Acep WHITE-COLLAR WORKERS ON THE Economic Rack 33 


Tae CHANGING ORDER 


It must appear from every angle 
from which our problem is viewed that 
the causes run deep into the social 
structure. When congested cities fill 
the open spaces of the countryside and 
transform theprimitive American town; 
when apartments of three, four, and 
five bandbox cubicles supplant the 
rambling homestead of ample and ex- 
pansible chambers, when daily necessi- 
ties of food and clothing and shelter 
come only by daily cash outlay, and the 
landlord’s agent camps perpetually on 
the doorstep—it should be evident to 
all that the old order of primitive and 
rural America has passed. Grandpa 
and Grandma and Aunt Lucy and Aunt 
Emma, Uncle David, and even Cousin 
Reuben once had a secure place at the 
homestead fireside, a bed upstairs to 
sleep in, a chair at the dinner table, 
and, best boon of all, chores, or a day’s 
work on the farm or in the shop. 

The living standards in the old com- 
munity were doubtless not so high as 
they are in what we are pleased to be- 
lieve is the typical American commu- 
nity of today. But nobody was per- 
mitted to fall far below those standards, 
such as they were. The technical 
standards of that day are ludicrous, 
today’s efficiency expert being the 
judge. The meagerness and crudity of 
business and industrial achievement 
would be a scandal if tolerated today. 
But all lived in a relative economic 
security which large groups of our 
present population do not know. 

Furthermore, the levels were more 
even; most members of the community 
were prosperous when anybody was. 
Today’s prosperity, while incompar- 
ably more brilliant in spots, and while 
lauded by public officials and publicists 
as though it were universal, had worn 
very thin where it covered aging groups 
of workers, long before the epoch-mak- 


ing crash on Wall Street and the pres- 
ent industrial debacle. ‘This is a young 
man’s era. And age seizes the young 
with amazing suddenness, as many of 
those still relatively young are dis- 
covering. 

The causes which are commonly 
cited for the condition with which we 
deal are superficial. ‘The deeper causes 
lie in our changing civilization. The 
whole economic fabric and, with it, 
social relations are being reconstructed. 
Superficial remedies will not even salve 
the sore. ; 

An outstanding employment expert 
has listed the causes of the economic 
insecurity of the aging worker as 
follows: (1) introduction of pension and 
group insurance plans; (2) cost of work- 
men’s compensation insurance; (8) the 
Increasing demands of industry for 
physical fitness and mental adaptabil- 
ity; (4) the lower wage cost of younger 
workers; (5) the policy of promotion 
within the company; and (6) the dis- 
placing of man by machine. 

This visions the problem from the 
point of view of industry, reckoning the 
worker as an instrument of industrial 
progress. It is noteworthy that every 
one of these items, with the possible 
exception of the fourth, is a measure 
deliberately adopted by government 
and organized industry in the intended 
improvement of society’s industrial 
scheme. These are efficiency measures, 
every one. Yet they combine actually 
to create our grievous social problem. 
It is clear that we must go deeper both 
for causes and for remedies. 

There are two functionaries upon 
whom the responsibility for meeting the 
situation must be laid. In so far as 
causes and remedies may be classified as 
affairs of the individual, the educator 
must be set to work; and he must mend 
his alms and methods. In so far as 
causes and remedies are social, the in- 
dustrial organizer must be called in, 
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using that term in its broad sense and 
embracing labor organization and in- 
dustrial research. ‘The evils are funda- 
mentally economic. This latter func- 
tionary is hard to lay hands upon. We 
have an industrial organization so mas- 
sive and so comprehensive that all of us 
fall within its grip. But when search is 
made for those who create or control it, 
the quest is baffled. Yet this function- 
ary must be found. If he does not 
exist, he must be born and bred at once. 


Tar EDUCATIONAL PROGRAM 


The educator seems more tangible. 
But he who goes by the name and ac- 
cepts the emoluments of the office 
pleads an alibi in the field of our present 
concern. A short while ago I was in an 
audience which was being addressed by 
the president of one of our greatest and 
oldest universities. He had himself 
chosen the subject which committed 
him to attempt an outline of a complete 
educational program for American so- 
ciety. He omitted all reference to 
adult education, and when questioned 
as to his policy at this point he showed 
that his only conception of adult edu- 
cation was a device for patching up, 
among illiterates of advanced years, 
such deficiencies as might be laid to 
meager youthful advantages. He de- 
clared that there would be no place for 
adult education when a complete sys- 
tem for the training of the young was 
maintained. Yet only a few days pre- 
viously I had talked with a graduate of 
his university whose mind was sterile 
after fifteen years, and whose out-of- 
date university education was a posi- 
tive handicap. 

If this is any indication of the pro- 
fessional educational attitude—and un- 
fortunately it seems too clear an 
indication—the first demand is mani- 
festly the education of our educators. 
The day will come when the training of 
youth will be recognized as the lesser 


half of the educational obligation, and 
its processes the lesser demand upon 
the educator. In a civilization as -n- 
stinct with change as is ours no 
processes centered upon the young can 
be esteemed to be educationally suf- 
ficient. 

The best facilities employed in the 
youthful training of the man who is 
now fifty years of age were so defective 
as to leave him a helpless tyro in Lis 
encounter with the responsibilities of 
today. Only those who have persist- 
ently retducated themselves have held 
their own to any satisfactory degree =n: 
present-day society. The changes of! 
the past twenty-five years will look like: 
stagnation in the perspective of twentv-. 
five years hence. We live in a civiliza-- 
tion where no refinement of the: 
educational processes for youth can be: 
adequate for a lifetime. 

Our educators themselves are ringing- 
the changes upon an educational pki- 
losophy which demands that we “learn. 
by doing,” and which repeats over andi 
over the formula that “true educatiom 
is a process which begins with the 
cradle and ends only with the grave.” 
Yet our educational method continues 
to concentrate energy and money and 
the whole institutional emphasis upon 
the young. 

I nominate, therefore, as the first re- 
quirement in meeting our problem an 
adequate program of adult education. 
When twice as much money and twice 
as much good brains are devoted to the 
culture of the neglected two thirds of 
the life span as are expended upon the 
now surfeited one third, we will cope 
with at least the first half of our prob- 
lem. There is little chance of our do- 
ing so until we make some such provi- 
sion. Our educators are not practicing 
their own preaching; they are not 
attempting to apply their own educa- 
tional philosophy. They apparently 
do not believe soundly in their own pro- 
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fessions when they assure us that true 
education begins at the cradle and ends 
only with the grave. And, of course, 
they are not doing their part in meeting 
the issue of the industrially malad- 
justed middle-aged. 


EFFECTS OF SPECIALIZATION 


The adult in our society is not edu- 
cated. The university graduate, out 
ten or twenty years, is often the most 
reactionary and stagnant element in 
his community. Technical training is 
often a blight when social change 
diverts the individual from the narrow 
course of his technique. Business 
executives are notoriously stupid when 
compelled to think out of their routine. 
The banker is more stupid still when 
out of his. 

Here is a bank clerk, for twenty- 
seven years in one institution, now 
turned out on the street through a 
merger. Can you imagine a more 
helpless creature? 

Here is a bank teller of thirty-two, 
married, with two children tugging at 
their mother’s skirts. He also has 
been let out by a merger. IJ have never 
encountered a being plunged deeper in 
despair. And why should he not 
despair? What can he do? Find a 
place in another bank? When I sug- 
gested such a thing to the personnel 
director of the largest banking system 
in the country he laughed at me, saying 
I should understand that no New York 
bank takes on any but juniors. Shall 
our bank teller turn bookkeeper or ac- 
countant? But he is not a bookkeeper 
or an accountant. He is a bank teller. 
Far the twelve best years of his life he 
Ras been rigorously trained to his 
specialty, and the precepts of the 
gystem of which he:is a part have 
magnified the virtues of an almost 
abject concentration upon that one 
task. Bookkeeping and accounting 
have heen. both. mechanized and pro- 


fessionalized on their own part. What 
modern concern wants a bewildered 
outlander moping about in its account- 
ing department? : 

Now that our bank teller has been 
cast out by the very system which pro- 
duced him, what is he to do? What 
are his wife and two children to do? 
He asked me. I could not tell him. I 
was acutely conscious, however, that 
the only hope of his restoration to social 
usefulness was his subjection to a rig- 
orous reéducation. He needs it for 
the sake both of his technique and of his 
morale. He cannot acquire it unaided. 
The community is not so fond of the 
self-made man as it was once supposed 
to be; and few reputable institutions 
fancy being experimented upon while 
the ignoramus learns. 

Specialization has been a boon to our 
civilization. Without specialized tech- 
nique the present economic order can- 
not survive. Progress will increase 
rather than diminish the powers and 
the rewards of the specialist. But the 
social hazards of specialization cannot 
be evaded. The cure of its evils is 
more specialization, definitely provided 
for and fostered in an adequate pro- 
gram of adult education. 


Community Economic ORGANIZATION 


I have already pointed to the indus- 
trial organizer as the second of the two 
functionaries upon whom we must 
place responsibility. As I have also 
intimated, the industrial organizer is 
hard to lay hands upon. Functionaries 
now within reach in the economic field 
lack the attitude of mind and the tech- 
nique required for meeting the respon- 
sibilities which we must impose. The 
approach of our economic organization 
generally leaves out of reckoning the 
largest and most insistent factor in the 
economic problem. None of our finan- 
cial and industrial leaders accepts the 
terms in which alone it -can be perma-. 
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nently solved. They are all engaged 
with particular promotions. They em- 
ploy high-priced engineers to concen- 
trate upon particular and isolated 
enterprises. The relation of these 
enterprises to one another and to the 
total economic values of the community 
escapes them. 

The economic community is thus 
more a chaos than an ordered system. 
So far as human control is concerned, 
its processes are about as fortuitous as 
the lightning. Nobody knows accu- 
rately what will happen from month to 
month and from year to year in the 
economic field. ‘The best knowledge 
available is wild guesses. The only 
authorities approaching competency 
are often in sharp conflict. 

Here in a defined area is a given 
number of human beings with such and 
such sumptuary demands and propen- 
sities, with such and such productive 
capacity, to be classified in such and 
such age groups, each age group being 
gauged to such and such ascertained 
productive power, the whole related 
after such and such a fashion to such 
and such other productive and con- 
suming communities. As a matter of 
fact, our industrial organizers never 
even conceive the economic program in 
these simple terms. Simple? Doubt- 
less the quantities required to fill the 
arithmetical blanks in this formula 
could be supplied only by highly eff- 
cient statistical and engineering labors 
in any massive city community, but the 
problem is essentially one of calcula- 
tion. Certainly it demands no magic 
or unapproachable genius. Yet no 
American community, large or small, 
orders its economic program on this 
basis. Any one of them might do so, 
the smaller very readily, while the most 
gigantic is not beyond the grasp of the 
trained statistician and engineer if set 
to work on the real job. 

Competent engineering and account- 


ing skill has already been developed. 
Highly equipped statisticians and engi- 
neers are now busy—exceedingly busy. 
They are, however, not agents of tae 
community but employees of particular 
interests. They succeed in their pres- 
ent mission only as they blind them- 
selves to facts finally pertinent to the 
very problems on which they work. 
Failure lies concealed, therefore, in 
their most brilliant successes. The 
imposing structures which they erect 
are laid upon foundations of whose na- 
ture they are ignorant and which their 
employers will not allow them acen- 
rately to test. 


PRACTICAL APPLICATION OF ACCEPTED 


THEORY 


This suggestion of a community 
economic plan is not a doctrinaire 
counsel. It is not an ethical refine- 
ment so vagarious as to be incapable cf 
expression in practical terms. It does 
not invoke theories of either Karl Marx 
or Adam Smith. Itis rather prompted 
by plain common sense and insight 
upon the human realities. Nor is it an 
unfamiliar theory qua theory. No 
sentiment is more commonplace around 
Rotary Club luncheon tables than the 
thesis that each business enterprise 
finally prospers or languishes with its 
community. Yet American business 
enterprises are not conducted with in- 
telligent regard to the whole interests of 
the whole community. Business mer. 
do not think in terms of communities 
They do not know the prime factors of 
their own problem; and, motivated as 
they now are, they would not use those 
factors if they did know. 

It is manifest that the aging worker 
is not so able as is the youngster at 
certain points where physical vigor is 
the prime asset. But the worker of no 
matter how advanced years, provided 
he is not an invalid, has some economic 
value. Our present system not alone 
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recklessly throws away masses of these 
values, but it also dumps upon the com- 
munity the dead weight of the charita- 
ble support of the workers embodying 
these large unspent powers. 

Furthermore, the deliberate discard- 
ing of these workers with deñcient 
physical powers often deprives the 
community of its best brain values. 
Many a discarded older worker repre- 
sents a loss to the community cf skill 
and sagacity which the physical agility 
of the youngster can never make up. 
Yet each individual enterprise goes on 
its way reckoning its interests in the 
terms of its own particular values, and 
often blundering at that, with no regard 
to the total values of the community. 

Without laboring details we find it 
apparent, therefore, that the solution of 
the other half of our problem lies in an 
economic community plan. We have 
not got it now. There is no good 
reason why we should not have it. 
When we do gain it, and both the 
assets and the liabilities of the commu- 
nity in these aging workers are accu- 
rately estimated and accepted, our 
problem will vanish as a morning mist 
before the rising sun. 


PLACING THE RESPONSIBILITY 


There is nothing radical or even 
original in this imposition of responsi- 
bility upon those who occupy the room 
and assume the dignities. In all de- 
partments of our social life the com- 
munity finds itself more and more 
securely in the grip of the various pro- 
fessions whose prerogatives are safe- 
guarded by custom and statute law. 
These groups bar the way to effective 
reform under other auspices in the 
fields they occupy. It is only reason- 
able and just that the community 
should demand that they make good 
their prerogatives. 

The President has recognized this 


principle in several recent crises. His 
crime commission 1s made up of ten 
lawyers and one woman. This fact 
was disappointing to many who believe 
that the leadership of the legal profes- 
sion has broken down. Others, how- 
ever, commend these appointments, 
believing that they are wise for that 
very reason. The community is help- 
less in correcting crime conditions 
except as those act who by neglect and 
positive interference have brought our 
courts and the administration of justice 
to its present disgraceful status, namely, 
the legal profession. Reform the law- 
ver, and the criminal will disappear or 
go straight. 

The President in like manner applied 
this principle in the recent economic 
crisis. He called together industrial 
and financial magnates and imposed 
upon them the responsibility for setting 
in motion such measures as may meet 
the issue. He and all of us recognize 
that these persons have more actual 
power to correct evil economic condi- 
tions than has government. 

All along the line the principle of 
noblesse oblige is being accepted. Atno 
point should it be more definitely 
pressed than in the handling of our 
problem. Without a more adequate 
and effective educational system the 
adult who is economically maladjusted 
in our changing social order is helpless. 
In facing the personal problem of liveli- 
hood the adult individual of advanced 
years is 1n the grip of powerful economic 
forces which must adjust to him and his 
needs, however important it may be 
that he adjust himself through educa- 
tional processes. Without a definite 
acceptance of responsibility for the 
present situation on the part of our 
educators and our entrepreneurs, our 
social system will disintegrate and the 
individual adult can only sink deeper 
into privation and despair. 


Dependency in Old Age 


By J. Prentice MURPHY 


Executive Secretary, Seybert Institution; Executive Secretary, Children’s Bureau of enone 
Philadelphia, Pennsylvania 


HE question may be raised by 

some as to the possible contribu- 
tion to be made at this time im a dis- 
cussion of care of the aged, by one 
whose interests are primarily centered 
in the field of child welfare. There is 
in reality a very close connection be- 
tween the care of children and the care 
of the aged. It is well-nigh tragic that 
so few people realize this fact. 

Old age is second childhood. All of 
the protections which are thrown about 
little children must be thrown about, 
and are the inherent mght of, old peo- 
ple. -Each group calls for a sense of 
security, the understanding of many 
and difficult health conditions, and a 
true appreciation of the mental states. 
A vast portion of the care and thinking 
as expressed by society in regard to 
the aged is wrong. Just as with little 
children, it tends to take forms having 
little or no reference to the needs of 
those affected. All too frequently it 
represents mass care, whereas the 
great need, as in the case of little chil- 
dren, is for individual care and pro- 
tection and a fine recognition of the 
ways in which human personality is 
expressed in the later years of life. 


INSTITUTIONAL Cars Is Nor Best 


The hateful meanness and sordidness 
of almshouse care throughout the 
United States, in so far as it affects the 
aged, 1s a blot on our social structure. 
Moreover, the most effective blows at 
the almshouse as a place of refuge— 
socalled—for the aged have been and 
are being struck by those who in part 


see the significance of poverty when it 
affects one in the later years of life. 
Not all almshouse care is bad or even 
poor. There are institutions of this 
character which are well run by per- 
sons of intelligence and sympathy. 
The same holds true of private institu- 
tions for the aged, with the advantages 
which the latter have in generally better 
equipment and greater resources. But 
the questions raised in any treatment 
of a sound social program for the aged 
are not and cannot be answered 
through the provision of institutional 
care, no matter how luxurious this may 
be. As in the case of children. a relz- 
tively small proportion of aged people 
can best be served through care given 
on an institutional basis. For a great 
majority of dependent aged folk, ther 
relationships and activities througa 
normal community life should remain 
unbroken. 

Mr. McAfee! speaks of the old- 
fashioned type of family where there 
were grandparents and uncles and 
aunts. In this family—happily not 
extinct—the elder people are wanted. 
In the absence of economic distress 
they have much to give out cf thei 
training and experience to the younger 
generation about them. Family set- 
tings of this sort exercise a beneficent 
influence on all members of the family. 
including the little children. Happy. 
thoughtful, and creative people wha 
have come through the experiences of 
normal childhood register in their lives 


1 See “‘Middle-Aged White-Collar Workers on 
the Economic Rack,” in this volume, 
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the effects of their exposure to these 
older generations who are able to take 
the long views—who do not have to 
be too demanding in their relationships 
because of an immediate sense of re- 
sponsibility for the actual physical 
creation of a child. The elder people 
have it in their power to contribute 
to family life elements which are vitaliz- 
ing and liberalizing in their effects 
on children. 


Resvuuts or Economic Prussury 


Where economic pressure enters into 
the situation, where poverty haunts one 
through old age, assets become liabili- 
ties, and problems are created in the 
personalities of parents and children 
which the psychiatrist and the social 
worker find it difficult to remove and 
often to understand. Our standards 
of morality do not permit us to dispose 
of our dependent aged members, nor 
do these standards express a responsi- 
bility or provide a protection clearly 
called for in these times. To be old 
and dependent in a family on or below 
the borderline of poverty is to expe- 
rience a degree of mental as well as 
physical suffering for which there must 
be an answer. It would seem beyond 
question that the latter—in part at 
least— must be expressed through a 
widespread sharing of burdens such as 
is outlined in certain forms of social 
insurance designed for the support of 
the aged. 

There are thousands of families 
scattered over the United States, hav- 
ing incomes so limited as to make the 
presence of nonsupporting old people 
fraught with danger to the right rela- 
tionships between husbands and wives, 
and between parents and little children, 
and to the proper nourishment of the 
children. In these households, what 
and how much one eats are matters of 
the utmost importance. Every mouth- 
ful of food going to an elderly de- 


pendent person may be part of that 
deprivation which will cause the chil- 
dren of these families to be ineffective 
producers during the years when they 
should be at their highest efficiency. 

All too frequently in families of the 
type we are describing we find a mental 
ill-health which ruins the effectiveness 
of parents to apply any of the principles 
for the guidance of children, spread 
before them in rich and bountiful store 
by the best educational influences in 
their communities. In such family 
atmospheres children are so injured 
in the development of their personali- 
ties as to lead certain psychiatrists to 
observe the unwholesome influences 
exerted by the old people on the juve- 
nile members. 

In families where poverty is a factor 
the aged members suffer an increasing 
sense of insecurity and are affected by 
the penurious administration of home 
activities which one is so prone to find 
amongst the poor. Daily activities 
in terms of certain family members 
are so charged with the elements of dis- 
aster that children hate what in the 
past they were taught to love, namely, 
the work-worn old people. 

One of the basic elements controlling 
our relationships one to another is a 
sense of responsibility for the weak and 
helpless. The honoring of our fathers 
and mothers, and this means the elder 
people, of course, includes a protection 
beyond the reach of many families in 
the lower income groups. That which 
these families lack may be made up in 
part through grants from private social 
welfare agencies. But the total burden 
in any community or state is too great 
to be met in this way. It is not pri- 
marily a burden which can or should be 
met out of charitable resources. In its 
finest meaning and application the 
support of a dependent person, whether 
as charity or social welfare, is an ex- 
pression of the highest social ideals. 
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Yet we must conserve and respect the 
spirit of the average person which 
causes him to fight the acceptance of 
such help. Some of its effects on the 
mental health of the aged are un- 
questionably bad. 

Of course, part of the dependency 
amongst old people represents the cul- 
mination of their own failures, but a 
very large part of such dependency is 
due to social and economic causes in- 
volving no personal stigma, and which 
are too great to be overcome. It rep- 
resents too vast and continuing a proc- 
ess for any casual treatment. The 
burdens incidental to such a situation 
must be borne by many. They must 
not fall solely on the shoulders of the 
group under discussion. 

Mankind is developing an increasing 
fear of the insecurity which follows 
so often in the wake of an acceptance 
of support due to one’s own economic 
insufficiency. That which we have 
idealized in the name of charity is a 
hateful thing—a fearsome thing to 
people. This is well illustrated in the 
following incident: In one of our large 
cities an apple-seller—indicative of the 
disaster which has befallen great num- 
bers of men and women—made a sale. 
His customer, in exchange for half a 
dozen apples, gave the man a half 
dolar and walked away. Imagine his 
surprise when the latter cried out: “For 
Christ’s sake, don’t do that to me. I 
don’t want charity. I’m selling you 
apples.” 


REPORT FROM THE Warre HOUSE 
CONFERENCE 


The White House Conference on 
Child Health and Protection at Wash- 
ington, District of Columbia, Novem- 
ber, 1980, was the occasion for the 
expression of certain pronouncements 
having a very definite bearing on the 
problems before us. These appear in 
the report of the Committee on De- 


pendency and Neglect. We quote, in 
part, from this report under the title, 
“Family Income as it Affects tke 
Child’s Security ”: 


A general recognition of the tremendous 
part played by economic factors, and partic- 
ularly by insufficient income, even regularly 
received, in the generation of dependency 
and neglect is of recent origin. We have 
now reached the point where those inter- 
ested in child welfare must advance on a 
broad program designed to safeguard chil 
dren through the medium of greater ecc- 
nomic protection for their parents, or com- 
mit themselves irrevocably to the prospect 
of receiving endless thousands of children 
into foster care in the years tocome. Con- 
scious social effort must strive to regulate 
those social, economic, and governmental 
factors with which unaided parents are 
unable to cope. 

Economic security, or continuous ability 
to provide adequate food, clothing, housing 
leisure for recreation, medical care, anc 
some surplus for temporary mcapacity ` 
to earn, and for the wanmg productivity 
of old age, 1s a fundamental requisite to 
wholesome family life. The normal and 
socially desirable situation is one in which 
the infant is born into a family in which & 
mother 1s continuously present during his 
period of helplessness to attend to his needs, 
and where a father is at work and earns 
enough to provide the necessities of life. 
Whether a father works, where he works. 
and what he earns, are factors of the first 
importance to all who are dependent on 
him. 
Income sufficient to permit of saving is 
one of the factors m keeping children with 
their own kin when illness or death or other 
causes remove one or both parents. Child- 
caring agencies and institutions are gener- 
ally not asked to accept into care children 
of families which for any considerable time 
have had an appreciable surplus above their 
necessary living expenses. ‘The first test 
of adequate income is the pay envelope 
measured against the cost of living. Ex- 
perts, as a result of extensive research, are 
in general agreement that in cities, at this 
time, an ordinary family cannot maintain 
a reasonable standard of family life for less 
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than from $1,600 to $1,800 per annum. 
Douglass says, “It requires some $1,600 
to $1,800 for a family of five to live at 
a minimum of health and decency in 
our American cities.” Ogburn’s “Comfort 
Budget” of 1918 for New York called for an 
income of $1,760. The index of the cost of 
hving for New York was practically the 
same in 1929 as in 1918, and the 1918 figure 
may be taken without change in 1930. 
Houghteling’s study of the standard of 
living for unskilled laborers in Chicago 
in 1925 arrived at a budget, not including 
rent, of $1,548.88. Correcting this for 1929 
and adding 8300 for rent, gives a minimum 
standard of $1,740. Often there 1s income 
from the labor of other members of the fam- 
ily in the home, the wife, the older children, 
or relatives. Sometimes this is a justified 
income; often it means an Incomplete per- 
formance by the mother of her duties as a 
home maker, or an unfortunate sacrifice by 
the older children of educational opportu- 
nities which would increase their future 
earning capacity. These estimates are for 
urban and industrial areas. In small cities, 
villages, and rural communities where rent- 
als are lower and home ownership and the 
cultivation of a garden are possible, eco- 
nomic resources are not measured wholly 
in terms of wages. Standards and values 
in the cost of livmg also vary greatly as 
between urban and rural areas. 

In a comparison of the wage figures for 
the industry employing the largest number 
of workers in each of twelve groups cov- 
ered by the United States Bureau of Labor 
Statistics for 1929, one finds only three in- 
dustries reaching or exceeding a minimum 
wage level oz $1,700. Two industries fall 
short of the minimum standard by over 
$800. These computations disregard pos- 
sible periods of unemployment which are 
likely to occur to further reduce the annual 
income. 

Studies of the distribution of income in 
the United States show that the majority 
of families in this country are living close 
to the margin of economic want. The ex- 
perience of social agencies shows that there 
is always a group living below this margin. 
This condition of insecurity creates a state 
of constant deprivation. The National 
Bureau of Economic Research finds that 98 


per cent of the population receive incomes 
smaller than $5,000 and of this great group 
many receive less than $2,000. These 
figures, which are presented only as illus- 
trative material, throw considerable doubt 
upon the ability of large numbers of male 
wage earners to earn enough to support a 
iamuy at current wages even if steadily em- 
ployed. 

There is no certainty then that many 
wage earners will earn enough to support 
a normal family even when steadily em- 
ployed. When the hazards of unemploy- 
ment, illness and accident are taken into 
account, in many cases all hope of their 
doing so vanishes. 

But if this be true about earnings for 
current needs, saving for old age, in the 
case of the average wage earner, becomes 
an impossibility. Careful investigation in 
limited areas indicates that in the United 
States as a whole there may be over 1,600,- 
000 aged dependents. This is about one 
fourth of the total population 65 years or 
over. Sometimes aged dependents are able 
to make real contributions to the family 
needs, especially outside the large cities, 
by aiding m the care of children and other 
household duties, by producing part of the 
food supply, or by occasional earnings. 
On the other hand, in the larger cities 
especially, the care of aged dependents is a 
burden for many young married people and 
can only be carried by a sacrifice of expendi- 
tures essential to the proper growth, 
development, and education of their 
children. 


This part of the Committee’s report 
was very largely prepared by John A. 
Fitch. It becomes clear that for a 
great mass of working people the pres- 
ent incomes fail to provide the neces- 
sary security for old age. It would 
therefore appear that the correction in 
part must come not only through an 
increase in family incomes, but also 
through a form of social insurance 
which will express protection for the 
aged in ways which are practically non- 
existent in this country at the present 
time. Nomatter how we turn, society 
in some way must meet the cost. 


Three Aspects of Insecurity of Employment 


By Rev. R. A. McGowan 


Assistant Director, Department of Social Action, National Catholic Welfare Conference, 
Washington, District of Columbia 


N employee is normally and funda- 
mentally imsecure. He can be 
discharged at any time; no person or 
group is obliged to hire him; owning 
nothing on which he can work to live, 
he must work for others to gain a 
livelihood. This is the employee’s 
basic insecurity. The owners of in- 
dustry act on their power and the em- 
ployee becomes unemployed. Vast 
numbers become periodically unem- 
ployed, as during the past year. Small- 
er numbers, but still a tragic total, 
.become unemployed during years called 
prosperous, such as 1928. Long so 
serious, this first consequence of the 
fundamental insecurity has almost 
monopolized the name. Finally, the 
condition of the unemployed once they 
have lost out also takes the name inse- 
curity. 


REMEDIES FOR INSECURITY 


I will try to hint briefly, in reverse 
order, at remedies to be applied upon 
these three stages of insecurity: the 
insecurity of the unemployed, the inse- 
curity of a society in which a permanent 
grave amount of unemployment is 
punctuated by gross unemployment, 
and finally the basic insecurity which 
comes when another controls one’s job. 

To care for the unemployed, the 
present agencies in the United States 
are charity, a disconnected system of 
employment bureaus, and a few new 
jobs created by a small extra amount 
of public and private works. Charity 
will continue to some extent and in 
some form under any society. Now, 
however, public and private charity is 
used as a wholesale substitute for jus- 


tice. Special construction has lagged 
far behind the reasonable requirements 
of the case, and even the plans now 
proposed in Congress for the extension 
of public works are but a feeble ap- 
proach to the needs. 

A third remedy, insurance to provide 
for a person during unemployment, has 
gone unused except in a few concern3 
and, by union-management agreement, 
in several of the ready-to-wear clothing 
markets. Short of so high a zeneral 
level of wages, good fortune, and thrift 
that nearly every one unemployec 
would have enough salted away to keep 
himself and his family for months—e., 
supposition which is sheer romarcmg— 
unemployment insurance is a necessity 
I greatly prefer such msurance attainec 
by union-employer negotiation anc 
jointly paid for and administered, like 
that in the garment industry. But the 
proportion of the organized is so small 
and those organized are often so weak 
that compulsory Government insur- 
ance seems now required. Once adopt- 
ed, however, the greater flexibility and 
democracy of the industrial plan might 
grow out of the Governmental plan. 

The final reason why gross unem- 
ployment comes periodically and is 
grave In even prosperous times, is the 
combination of a planless national pro- 
duction and an inequable distribution 
of the national income. We can pro- 
duce enormous quantities; and since 
production is haphazard, both by single 
industries and nationally, and for 
that matter internationally, we usually 
proceed to produce too much. Tf, 
however, the national income were 
better distributed, the excess produc- 
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tivity of the country would be cared for 
in part by increased demand. 

For this combination of planless pro- 
duction and inequable distribution, I 
see a combination of remedies. One 
remedy is higher wages and salaries and 
higher working incomes generally, as 
against property incomes. ‘Then more 
goods could be made, because they 
would be sold to persons who could use 
them. Another expedient is shorter 
hours per week, so as to spread work 
over the year. The only satisfactory 
way of getting good wages and shorter 
hours generally established is through 
full organization of the workers into 
labor uniong in every industry. 


PLANNED INDUSTRIAL ORGANIZATION 


But there will also have to be a 
planned industrial system. In sea- 
sonal industries, certain employers, 
alone or jointly with representatives of 
their employees, and certain trade as- 
sociations, have already inaugurated 
such a system partially and on a small 
scale. 

Indeed, the provision for shorter 
hours assumes farsighted planning. 
The deeper reason, though, for a 
planned industrial order is that our 
technical system is so vast, potentially 
so productive, so delicate in its opera- 
tions, and so interdependent in its parts, 
that unless it is formally organized to 
do its job, it lumbers along like a 
rickety wagon always threatening to 
drop an axle. 

The job of organizing industry is not 
one for politicians, precisely because 
they are not industrialists, even though 
the power of government can retard or 
help. Nor is it one for owners alone, 
since they are interested primarily in 
profits. Neither is it one for engineers 
alone, because, though they have ex- 
pert knowledge, they are salaried 
agents of the owners. Instead, all the 
elements interested in and acquainted 


with an industry should be represented 
in its organization. This includes the 
labor unions. As the railroad shop 
crafts’ plan of union-management codp- 
eration shows, their participation is 
valuable for the sake of both efficiency 
and peace. 

Moreover, adequate representation 
of labor’s economic interest in work 
instead of in an unlimited property 
return, is essential to the plan. Labor 
is interested in a normal and steady 
return from steady work, while owners 
are interested first in profits which may 
be better assured in some industries 
through a planless industry and alter- 
nating periods of speeded work and 
shutdowns. A national planning of 
industry would be vitiated if it as- 
sumed continuance of the domination 
of the owners’ present interest in get- 
ting as high a return as possible. Af- 
ter all, that is the root evil; industries 
fully organized for usury’s sake would 
substitute other evils for the ones we 
have; we would then have simply a 
national system of private trusts. 
Possibly a further indication of a way 
out of this, beyond the labor union’s 
bar, may reveal itself in a consideration 
of that fundamental insecurity of em- 
ployees which arises from their lack of 
control over their jobs. 

To meet the labor, credit, and goods 


. market which is at least national, such 


an organization of industry will have to 
be on a national scale by industries. 
The interdependence of industry calls 
for a federation of all such nationally 
organized industries, including agricul- 
ture, in a national industrial congress to 
plan their interrelations. They would, 
then, by separate industries and na- 
tionally, so plan the disposal of their 
forces as to provide an even flow of 
goods, permit a better use of their 
capacities both material and intel- 
lectual, and attack the problem of 
credit. 
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OWNERSHIP By WORKERS 


The third point, the fundamental in- 
security, can be cared for in part by the 
labor unions. Many of them now put 
up a bar to unjust discharge and are 
often able to secure a second chance for 
men who have failed in their work or 
who have committed positive wrong. 
They give, thus, a measure of security. 
But final security, not absolute but 
approaching it, can be obtained only 
when the rule in society is for persons 
to own an effective share of the things 
with which and on which they work—a 
salable share assuring a measure of 
control, even though the share is rightly 
limited in the rate of return it receives. 
The average man will then have power. 
Even in Government-owned indus- 
tries—where such are found necessary, 
and they may well be numerous—an 
employee will participate in the social 
status which the owning workers will 
erect. 

Government ownership of industry 
would not bring a man security, since 
the political vote is not a substitute for 
the full security of real ownership, any 
more than the vote is now a substitute 


in Government employment for tae 
measure of security that union mem- 
bership provides. Yet, in a society 
where ownership is the rule among 
workers, the dignity of the owning 
workers would be reflected in the status 
of the Government employee who then 
through law, accepted custom, union 
membership, and direct representation 
in the administration of his work, 
would have reasonable security. 

In a national organization of single 
industries and of industry as a whole, 
ownership by the persons engaged in 
them would put further life into the 
industrial planning. As technicians 
and also as owners, should the retum 
from ownership be a limited one, their 
economic interest would be at stake. 
The purpose of the organization and the 
interests of the members of the or- 
ganization would more closely equil- 
brate. Yet, I would not be true to 
what I believe are the facts unless I 
added that along with a change in the 
form of industrial organization and the 
balance of forces within the new or- 
ganization, there will have to come, for 
its full success, a change in the spirit af 
men. 


The Large Corporation and the Older Worker 


By C. R. Dootny 
Personnel Manager, Standard Ol Company of New York, New York City 


ROM wy personal experience in 

three large corporations, perhaps 
it is fair to say that the large industrial 
employer is very loyal to his employees. 
He is doing many things to take care 
of them, in many instances letting his 
pay roll suffer; he is letting his cost of 
production go up where it is at all 
possible. It is true that group insur- 
ance and pension plans are causes of a 
good deal of the difficulty encountered 
by older people seeking a new connec- 
tion. Still other causes mentioned by 
Mr. McAfee! are very true. Never- 
theless I must emphasize at the outset 
the loyalty of the large corporation to 
its employees. 


“" 


SECURITY OF THE EMPLOYED 


Let me briefly make my comments 
around three phases of the problem of 
the older worker. First, let us con- 
sider those who are employed. As al- 
ready stated, the employer is doing a 
great many things for them about 
which the average social worker knows 
nothing. The average newspaper arti- 
cle about men being thrown on the 
street, simply is not true. There are 
cases, of course, where men are laid off; 
there are cases where production or 
distribution goes so low that large num- 
bers of men must be laid off because of 
no work. I cannot address any re- 
marks to the problem of seasonal un- 
employment or how to solve it with 
large programs of construction of pub- 
lic works; that is entirely another 
topic. But as to day-by-day per- 
formance of a large corporation in 
handling its employment problems, 


1 See “ Middle-Aged White-Collar Workers on 
the Economic Rack,” in this volume. 
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the employee who is inside is fairly 
safe. He must, of course, do his part; 
he must be reasonably efficient; he 
must be willing to take whatever is 
given him to do; he must be willing to 
submit to transfers; he must do some- 
thing on his part to help himselfi—he 
must be versatile and adaptable when 
transferred to kinds of work to which 
he is not accustomed. 

In the last extremity, where a lay-off 
is inevitable, there has developed in 
the last year or two among a number of 
large corporations what is called a 
termination pay, built somewhat after 
a formula, not too exact but somewhat 
in proportion to a combination of two 
variables, namely, age and years of 
service. For example, an elderly man 
with ten years of service or even less 
would be treated approximately the 
game as a younger man (say forty-five) 
with twenty years of service. In 
cases where the service is twenty-five 
years and more, even though the age is 
not so great, many concerns are strain- 
ing every point to keep such people at 
work somewhere. Such cases come 
over my desk every day, and I can 
speak for our own company and I 
think for a dozen other concerns, be- 
cause the personnel managers have 
lunch together every two or three weeks 
and exchange ideas concerning their 
problems. The termination pay is 
often extended to six months or a year, 
to assist the man to readjust himself. 


THOSE SEEKING EMPLOYMENT 


The second consideration is that of 
the man who is seeking employment. 
It is true that he has a hard job, and 
I personally believe that the arbitrary 
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age limit of forty-five will sooner or 
later be abolished. There is a conflict, 
as was mentioned by Mr. Epstein, 
who says that the easy way out, in view 
of the pension plans, is simply not to 
employ the man over forty-five years 
ofage’ But that man wants a job, and 
in many cases he is competent and able; 
and if he is not employed, we are build- 
ing up a social burden somewhere else. 

At least two concerns have modified 
their pension plans so that if a man is 
employed at an age which makes it im- 
possible for him to put in twenty years 
of service before the age of retirement, 
the company will pay him a pension 
built on the number of years he does 
put in, provided he himself will accumu- 
late paid-up pension to the extent of 
the years which he is short. Thus 
these two companies have practically 
abolished the maximum age limit as an 
employment policy. Doubtless many 
other companies have done likewise. 
Perhaps in some cases wages are not 
high enough to enable the employee to 
contribute toward his pension; but I 
think such a plan will help to increase 
wages. 

It is interesting to note that, gen- 
erally speaking, throughout all this 
depression there has been no note of 
decreasing wage rates. In a dozen or 
more concerns with which we are in 
touch in New York City the proposal 
to reduce wage rates has never yet 
been made. Men are employed on 
part time, but wage rates are still at 
the old level. I do not know whether 
or not we are going to keep them there, 
but I sincerely hope we can. 

The man who is outside has not only 
the pension plan but also the promotion 
plan confronting him; and that brings 
us back to the first point. The larger 
corporations are taking care of their 
own people. It has been implied that 
perhaps that is not sufficiently com- 

2See “The Older Workers,” in this volume. 


munity-minded.’ Nevertheless it is 
a long step ahead of what many cor- 
porations did twenty years ago. The 
promotion plan is a splendid idea for 
those who come into a company seek- 
ing to make a career and stay with it. 
We could not build up an organization 
otherwise; young men would not 
stay without the hope of promotior. 
Every one approves of the policy of pro 
motion—even those out of work; but 
it militates against the employment of 
the man seeking a new connection. 


PERSONAL QUALITIES 


Age is not simply a matter of years; 
it is a matter of adaptability, person- 
ality, and capability. This brings u3 
to the third phase of the problem, 
namely, the personal qualities of appli- 
cants for jobs. It would be safe to say 
that a very large percentage of the men 
who come into my office every day look- 
ing for work are not employable. 
Many want to choose their work; some 
are discourteous; some refuse to go to 
another town where they might get 
work, because they have always livec 
in one place and the wife would not 
want to go. How many of their 
problems they lay to their wives and 
families! They are not adaptable. 

Many do not read anything; they are 
not up-to-date in their own line; they 
are just drifting around, looking for a 
job. They have had a good time in 
many frivolous ways during youth and 
young manhood, and now in middle life 
they expect society to come to their 
rescue. Almost every day I have at 
least one and frequently more cases 
of men forty-seven to fifty-five years 
old who have neuritis or bad hearts 
or kidneys going bad or stomachs need- 
ing special food—men and women not 
sick unto death, not in a condition re- 
quiring a hospital, but past their prime 
of production, and almost through 

3 See McAfee, Joseph Ernest, op. ett. 
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in this competitive life. With minds 
out of the habit of study and bodies neg- 
lected or abused, they face the balance 
of life as best they can, having to take 
whatever they can get. 

The other day we forgave a man 
who had been discharged ten years ago 
for being drunk on the premises, in a 
refinery oil yard where there were 
thousands of gallons of gasoline stored. 
It is an unpardonable sin to be drunk 
around a gasoline storage yard. ‘That 
does not need explanation; a wrong act 
might jeopardize the lives of the whole 
force. Yet this particular man is now 
laid up with paralysis and will never be 
any better. His wife has to go to work; 
she can get only nine dollars a week. 
It is a pathetic story, and to make it 
short, we put him on a small annuity. 

We must bring home to the younger 
people that notwithstanding their good 
times and fun, they cannot expect so- 
ciety to take care of them if they ruin 
their health and neglect their mental 
training and fail to appreciate their 
responsibility for their own future. 
People who are looking for jobs ought 
to be adaptable and willing to fit into 
anything they can get. On several 
occasions we have had to terminate 
an employee who, while competent, 
could not get on with his associates or 
conform to minor regulations. Quick 
temper, tender toes, and strong pref- 
erences in minor details do not tend to 
adaptability. These are weaknesses, 
not strength. 

I cannot say too much about the 
need for personal development—for 
some conception of a way to get along 
socially. Of all the failures which I 
have seen in the last twenty-five years 
in industry, almost all of them have 
been due to personal peculiarities and 
not to a lack of knowledge. They are 
the people who are not quite honest, 
not quite loyal; they are just trying to 
“get by.” Only recently a man was 


dismissed after being warned five times 
over a period of a year and a half that 
he must get in on time. It is a simple 
thing to do, but he just could not do it. 

These difficulties are traceable to the 
traditions of our country. We glory 
in our independence; no matter what 
happens, we must be independent to 
preserve our self-respect. Now the 
fact is that we must learn to gear our 
personal independence in with our 
social dependence. I think a great 
many difficulties would iron themselves 
out if the individual would make him- 
self more adaptable, more tolerant, less 
annoyed by little things though he 
fight for the important ones. l 

Mr. McAfee’s idea of community 
economics versus individual economics 
sounds good. Possibly we will reach 
that point some day. The thing that 
is encouraging to me is that industry 
today, with all its shortcomings as he 
has outlined them, is many times more 
socially minded than it was twenty 
years ago. We are rapidly advancing 
toward some kind of a coöperative 
economic scheme. I do not know 
what it is going to be, but the situation 
is not hopeless—it is very, very full of 
sunlight. 


ÅDULT EDUCATION 


What Mr. McAfee has said about 
adult education is really the hope of 
this whole situation. The number of 
people who are now studying to in- 
crease their adaptability, to increase 
their skill, to fit into the changing eco- 
nomic order, is astonishing. The night 
courses in New York are increasing 
by leaps and bounds. The Adult 
Education Association is growing with 
great strides. 

This matter of adult education is 
not a fetish nor a hobby, it is not 
patching up what one failed to get in 
youth, it is not teaching arithmetic 
and history and English. It is teach- 
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ing a broad conception of the whole 
scheme of life, industrially, soctally, 
and personally, linking it all together 
to make us socially minded as well as 
economically independent, so that we 
shall approach a little more nearly to 
what I believe Mr. Edgerton‘ means by 

4See “Principles of Economic Security,” in 
this volume. 


the responsibility resting on the in- 
dividual. That is where the responsi- 
bility belongs. We have not reached 
this social adjustment, but we are 
progressing toward that end, and the 
large corporation is cooperating be- 
cause a growing, successful business 
requires growing, successful employees 
—strong in body and able in mind. 


The International Aspect of the Unemployment 
Problem 


By H. B. BUTLER 
Deputy Director, International Labour Office, Geneva, Switzerland 


HEN we come down to bedrock, 

security of employment is the 
one thing that every workingman looks 
for most, and insecurity of employ- 
ment is the one thing that haunts his 
waking hours more than any other 
fear. 

When one looks back over the past 
thirty or forty years, one cannot help 
wondering if what we now call unem- 
ployment is not a new kind of indus- 
trial disease of which we have not yet 
measured the force or the possible 
malignity. If you look in the Oxford 
Dictionary, you will find that the 
word “unemployment” only came into 
the English language in the year 1895. 
Before that time the disease had not 
become sufficiently virulent to be 
recognized at all, and it is only as the 
. development of industrialism has pro- 
ceeded that it has been more and more 
borne in upon industrial communities 
that apparently an msecurity of em- 
ployment and of livelihood which was 
not previously felt as a danger to so- 
ciety has now perhaps become some- 


thing like a chronic danger. 


UNEMPLOYMENT GREATEST IN 
INDUSTRIALIZED CENTERS 


There are perhaps fifteen million 
men and women out of work in the 
world at this time, at a conservative 
estimate. Those fifteen millions are 
concentrated, whether in Europe or in 
America, in the highly industrialized 
areas. For instance, in Europe the 
most intense unemployment is in Great 
Britain and Germany, the twc most 
highly industrialized countries. In 
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those countries which have preserved 
a more even balance between industry 
and agriculture, such as France, the 
evil is less apparent. Again, on this 
Continent, the degree of unemploy- 
ment is less in Canada as the balance 
between industry and agriculture is 
still fairly well preserved; while in the 
United States, I suppose there is very 
much less unemployment in the agri- 
cultural districts than in the highly 
industrialized states of the East and 
around the Great Lakes. 

This condition is not accidental. It 
indicates that the disease is specifically 
industrial; but until comparatively 
recently, the disease was ‘not felt be- 
cause industry itself was steadily 
expanding. It was steadily creating 
new needs, and with them, new jobs. 
But within these last years, a sort of 
paradox seems to have introduced it- 
self into the situation; namely, that 
although industry has been expanding 
at a more rapid rate than at any pre- 
vious time, employment has been 
contracting. 

That seems to me one of the fun- 
damental features of this particular 
depression, which has never been so 
marked on any previous occasion. 
In Germany, for instance, in the coal 
mines of the Ruhr, there are today 
only eighty-eight miners employed for 
every one hundred before the war; but 
each one of those miners is producing 
thirty-five per cent more than he did 
before the war. Again, in this coun- 
try, one is told that the number of 
persons employed in manufacture de- 
creased by nime per cent in three years, 
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from 1924 to 1926, and that during 
that same short time their productivity 
had risen by something like forty per 
cent. ‘The same thing is happening in 
practically every industry, in practi- 
cally every country. 

Of course everyone is familiar with 
the prodigies that the machine has 
accomplished, so that today one man 
can turn out a hundred tires whereas 
ten years ago, or even less, he would 
turn out only ten tires, and the tire 
itself will now run a motor car for 
thirty thousand miles instead of five 
thousand miles—all of which means 
that to create a pneumatic rubber tire 
there is just one sixtieth of the labor 
power necessary as compared with ten 
years ago. 


AGRICULTURAL SITUATION ALSO 
AFFECTED 


What is the solution? If industry is 
becoming more and ‘more capable of 
automatic production, if fewer and 
fewer hands are required to produce 
more and more things, what will be the 
outcome? On the one hand, it is sug- 
gested that people should flow back to 
the land. That has been a popular 
remedy in my own country and I 
think in most countries; but there 
again, we appear to be running into 
the same situation. Recently I went 
through the western part of Canada 
and found that there, for the first time 
in history, there had been no recruiting 
for the harvest, although they had an 
abundant harvest. In the old days 
the railway companies used to bring 
trainloads of men from the east to get 
in the harvest at good rates of wages. 
That is no longer necessary; the ma- 
chine takes care of it. The combine 
does the work of six men, under the 
operation of one. 

And in this country one is told by 
the statisticians—who are always right 
—that the agricultural population de- 


clined about three millions between the 
years 1923 and 1928; in other words, a 
considerable proportion of those who 
are now out of work in the towns ere 
people who would have been on the 
land but for the increased use of ma- 
chinery. In England it was suggested 
that a great land scheme should be 
launched which would place one hun- 
dred thousand families back on the 
land; but one realizes what a very 
small pill that is to deal with a very hig 
earthquake. Considering that there 
are now over two million people out of 
work, the replacement of a hundred 
thousand on the land would not maze 
a very great deal of difference. 


RELATION oF CONSUMPTION TO 
PRODUCTION 


Then there is another solution: It is 
said by the economists, who again aze 
always right, and I agree with ther, 
that production brings its own reward 
—that the more is produced, the moze 
can be sold and the richer people wll 
get. Well, that is a very comfortable 
doctrine, and up to a certain point ro 
doubt it works satisfactorily; but 
before accepting it as a complete state- 
ment of the situation, let us look at t 
a little more closely. 

We may go on improving our me- 
chinery for the production of, shall we 
say, boots or motor cars or candy cr 
anything else, but it surely does nct 
follow that the consumptive power cf 
people, even for candy, is unlimitec. 
One cannot wear out more than 3 
certain number of pairs of boots in 3 
year. In this country I believe ths 
average for the population, which 1s 
far higher than in any other country 
of the world, is something like two and 
a half pairs of boots per head. Per- 
sonally, I should regard that as per- 
fectly satisfactory—I could even do 
without the half, I believe. But it 
seems to me obvious that you cannot 
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go on producing boots indefinitely and 
expect people to buy them, because 
people will have enough after a certain 
point; and when you have enough in 
your own country, you have to send 
them to some other country, and there 
you get into a whole series of inter- 
national] trade situations, which do not 
become less complicated, but more so. 


So it does not seem to me to be true , 


in any particular industry that the 
more you produce the more you will 
necessarily be able to sell. But then 
it is said, “No, but the more you 
produce altogether, the more employ- 
ment, the more jobs will ultimately be 
created.” That I think is true, but not 
immediately nor at all necessarily so. 


Worker DISPLACEMENT Brinas 
SOCIAL DETERIORATION 


Again it is said that although in-. 


dustry has been reducing the number of 
persons employed in order to produce 
a far greater quantity of goods, that 
slack has been taken up in other direc- 
tions; the people have found jobs in 
restaurants and service stations and 
all kinds of new employments that 
were not previously open to them. 
No doubt there is a great deal of truth 
in that, but I am not sure that there is 
enough truth in it to be altogether 
satisfactory to the people who lose 
their jobs. This whole subject is one 
about which we know far too little; 
but so far as evidence has been col- 
lected, here and in Germany and in 
England, I think it indicates that, in a 
very large number of instances, the 
displacement of workers means their 
descent in the social and industrial 
scale. 

The following quotation from a re- 
port of The Brookings Institution 1s 
not of universal application, but it is 
so far in harmony with the results 
which have been obtained by similar 
inquiries in Germany and elsewhere 


that I believe it is not an unfair 
presentation of what does frequently 
happen. 

The new jobs were usually secured at a 
sacrifice in earnings. Some workers, to be 
sure, were fortunate enough to find em- 
ployment which paid higher wages, as was 
made evident by the fact that about one 
fifth of them were making more money on 
their new jobs than before discharged. 
Forty-eight per cent, however, were re- 
ceiving lower wages, and about one third 
were earning just about the same amount 
as they formerly did. And what kind of 
jobs did these men finally secure? Trained 
clothing cutters, with years of experience, 
had become gasoline station attendants; 
watchmen in warehouses, timekeepers in 
steel plants and meat markets; rotary press 
operators were pressing clothes in tailor 
shops; machinists were working for mai 
order shops, and drug clerks were working 
for patent medicine ‘manufacturers. A 
significant number of men admitted frankly 
that after some months of enforced loafing 
they had taken to bootlegging. It is evident 
that a large number of workers being dis- 
placed from industry are being forced into 
unskilled trades at a sacrifice in earnings 
and consequent lowering of their standards 
of living. 

Now, that is not universally true, 
but I think it is largely true in every 
industrial country where the machine 
is making rapid progress. It may be 
an inevitable sacrifice which the army 
of industry has to make in order to get 
progress; but it is a painful sacrifice, 
and one which we cannot afford to un- 
derestimate. However true it may be 
that in the long run, production will 
grow and with it prosperity, in the 
short run, it produces exceedingly 
painful and, at times of depression like 
this, calamitous consequences. 


Questions REQUIRING SOLUTION 


It seems, therefore, that there are 
two questions which require a great 
deal more exploration than they have 
yet received. First, is there not ‘a 
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degree in mechanization which, when 
it is overstepped, produces more harm 
than good? In the second place, 
wherever it is possible, is it not neces- 
sary to stimulate and extend pur- 
chasing power, which serves to make 
the great mass of people able to take 
up what the machine produces? Those 
are the two fundamental points, to my 
mind, which have to be studied far 
more deeply than they have yet been 
studied, if we are to get a clear idea as 
to the way of meeting this present 
situation. 

Meanwhile, what are we going to do 
about it? It is going to take some 
time to get to the roots, and it is during 
the interim that the painful effects of 
the short run are making themselves 
felt. Mr. Whiting Williams says that 
it is better to have opportunity than 
security.! I entirely agree with him 
that it is very much better to have a 
job than the certainty of some kind of 
insurance benefit when out of a job. 
I agree with him that it is a good thing 
to have opportunity, but when there 
is no Opportunity and no job, what are 
you going todo? ‘That is the question 
which various European countries have 
attempted to answer by establishing 
systems of unemployment insurance. 
I am far from saying that those systems 
are perfect; I do not think they are. I 
do not think there is yet sufficient 
experience of this whole matter to 
make it possible to work out a perfect 
system; but there are clearly certain 
. results which have been achieved by 
insurance systems in mitigating the 
effects of the short run which should 
not be overlooked. 


ADVANTAGES OF UNEMPLOYMENT 
INSURANCE 
In the first place, these systems in- 
sure that there shall be no absolute 


1See “A Challenge to Industry,” in this 
volume, 


distress. J remember very well the 
depression in England of 1907—1908, 
when processions of the unemployed 
walked through the streets of London 
in rags and obviously half starved. 
You will not find that anywhere in 
England today. People are on short 
commons but they are not on no 
commons. 

Again, insurance has enabled homes 
to be kept together that would other- 
wise have been broken up, and it has 
prevented an agglomeration of un- 
employment in the great cities. Feo- 
ple do not have to come into one of 
the cities to get relief if they are out of 
a job. They can draw their ben2fit 
wherever they happen to be, provided 
they have fulfilled the necessary con- 
ditions and paid the necessary number 
of contributions. 

Moreover, the burden of unemploy- 
ment is fairly and evenly distributed. 
It does not fall entirely on the wozk- 
men or entirely on the employer or 
entirely on the state. All three of 
them contribute to the insurance fund, 
and it is out of those contributicns 
that the unemployed man receives 
his benefit. 

It is true that during the last three 
or four years a further feature has been 
introduced in England, which is callad 
transitional benefit. By that is meant 
a smaller number of contributions 
required and an extended period of 
benefit allowed, the greater part of that 
cost having to be borne by the state. 
That was rendered necessary because 
the unemployment figure reached far 
beyond anything that theactuarial basis 
of the fund was capable of carrying; 
but one hopes and believes that it is a 
temporary situation. In any case, it 
was simply a choice between the appi- 
cation of the Poor Law and the exten- 
sion of the unemployment benefits; ard 
the prejudice against the Poor Law or 
against charity is so strong in England 
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that I do not think any government 
could have forced hundreds of thou- 
sands of people on to the Poor Law at 
the present time. 


DRAWBACKS OF INSURANCE SYSTEM 


On the other side there are un- 
doubtedly drawbacks, and I will men- 
tion the two principal ones which are 
advanced. First, it is claimed, that the 
insurance system diminishes the in- 
centive of a man to seek work—that 
he does not go out and look for a job 
as hard as if he had nothing. That 
may to some extent be true, but it is 
enormously exaggerated. When peo- 
ple pretend, as they do pretend, that 
men prefer to live on seventeen shill- 
ings a week rather than go back to work 
and earn fifty, I am perfectly certain 
that they are absolutely wrong. I 
have had a certain amount of experi- 
ence in the industrial districts during 
these last years, and I have never yet 
met a factory employer who did not 
tell me that if he had a job vacant he 
could get any number of applicants for 
it as soon as he notified them. 

So, although there are a certain 
number of people in every community 
who do not like hard work, and who, 
if they can find a way of doing without 
it, will take that way and hope for 
something else to turn up to improve 
their income a bit as well, I do not 
believe the great mass of the working 
people are in the least seduced by that 
temptation. I think that, as Mr. 
Whiting Williams says, the average 
human being wants to work. It may 
be a misguided desire on his part, but 
he wants to, and if he can get work he 
will always take it. 

The other drawback, which is a real 
one, though again possibly exaggerated, 
is that it throws less responsibility -on 
the employer for working out his em- 
ployment problem. That is perhaps 
a more serious objection in many ways 


than the other one; and there certainly 
have been cases where the employer 
thought, quite naturally, quite reason- 
ably, that having insured himself, 
having covered his liability, he need not 
care whether he turned men off or 
kept them on. 

It is for that reason that it would be 
particularly interesting if experiments 
in industrial unemployment insurance 
were tried on a larger scale in this 
country. In trying to deal with this 
unfavorable effect upon the employer, 
the difficulty has always been that the 
incidence of unemployment is very 
different in different industries. Some 
industries could take care of it more 
cheaply than they do under the general 
scheme of unemployment insurance. 
For other industries, the charge would 
be so heavy that they could not pos- 
sibly sustain it, and it was for that 
reason that after a great deal of dis- 
cussion, the over-all scheme was finally 
adopted. 

Even within that scheme I think it 
would be possible to introduce some 
gradation or modification which would 
take account of the degree of effort 
made by different employers to obviate 
unemployment. Anything that is 
worked out on that line here will, I am 
sure, be followed with very close atten- 
tion in the rest of the world, and 
may teach very valuable lessons. 


INTERNATIONAL ASPRCT 


It is quite certain that every country 
must work out this problem for itself in 
its own way. The English system is 
different from the German system, and 
the German system is different from 
the Italian system, and whatever 
American system is ultimately devised 
will certainly be different from any of 
those three; but that is no reason for 
thinking that any one of them can not 
learn from any of the others. 

But with all that may be said about 
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unemployment insurance and the de- 
gree of security, slight as it is, which it 
affords, we are still brought back to 
the fundamental point, which is that 
there is no substitute for a job. In 
other words, one is brought back to the 
whole field which we are now exploring 
from every angle without finding a 
satisfactory issue. The more one looks 
at it, the more one becomes convinced 
that it is international in its scope and 
that no one country can hope to deal 
with it to its own entire satisfaction. 

One talks about regularizing pro- 
duction. That may be possible on a 
national scale in some industries, but 
it is not in others. ‘Take, for instance, 
sugar, in which there is a tremendous 
overproduction. ‘There is now an in- 
ternational conference sitting at Am- 
sterdam trying to work out an inter- 
national scheme for the regularization 
of sugar production. Exactly the 
same situation exists with regard to 
coal in Europe, and steel and rubber 
and a great many other commodities. 
No one country has sufficient control 
to be able to set the world price or to 
control the world production. 

Again, we talk about the avail- 
ability of purchasing power. That, 
too, is an international problem, per- 
haps the most international of all 


problems; because as the world has 
become linked up commercially, the 
purchasing power of one part of the 
world is vitally necessary to all other 
parts, and it can be maintained only 
by some kind of international scheme 
of regulation of credits, which we have 
not yet achieved. 

There are other questions which 
also are now seen to be international 
and no longer national. If wages are 
to be kept up in one part of the world, 
they must be kept up in other parts, 
at any rate at something like their 
present levels, and better if possible. 
If hours are to be shorter in one part of 
the world, they cannot be longer in 
other parts. That is a problem that 
we have been trying to deal with at 
Geneva for the past ten years, and we 
have attained some success. 

So, whichever way we look, we ere 
brought back to the necessity of :n- 
ternational coöperation in this very 
confusing and complex modern world 
that we have succeeded in creating, 
and all that one can hope is that 
through that means, slowly and pam- 
fully, we may succeed in working out a 
rather more rational world and a 
rather less painful world than the one 
in which we are living at this particular 
moment. 


Factors That Contribute to Insecurity of Workers 


By Maacnus W. ALEXANDER 
President, National Industrial Conference Board, New York City 


HE problem of the security of the 

worker is not new. Our remote 
ancestors faced the same problem in 
the forms of famine and pestilence, bad 
crops, and war. They were likewise 
under the necessity of making provision 
against old age. The problem is now 
more complex, because new elements 
have been introduced by the process of 
industrialization, by the mechanization 
of industry, and even by many changes 
in our social life. But there is no rea- 
son to believe that life is less secure to- 
day than it was one hundred or one 
thousand years ago. Modern science 
has eliminated many of the hazards 
that threatened the security of our 
ancestors, and the modern economic 
system affords greater opportunity for 
making provision against the factors of 
insecurity. The problem of security 
must be viewed not as the peculiar out- 
growth of changed conditions but 
rather as one of the fundamental and 
continuing perplexities of human life. 


SOCIAL OBLIGATION RECOGNIZED 


The attitude of society, however, to 
those members who are unable to cope 
successfully with the problem of secu- 
rity and self-support has changed con- 
siderably. The need for taking care of 
destitute individuals is generally rec- 
ognized as a social obligation, to be ful- 
filled either by charitable institutions 
or by governmental agencies. 

With the development of a more 
humane attitude toward social de- 
pendency, there has also developed a 
wider sense of responsibility for the 
control of the factors that contribute to 
insecurity in modern life. This does 


not imply that the problem of provid- 
ing against unemployment, sickness, 
old age, or any of the other hazards of 
life has been shifted to society. But it 
does indicate a desire to remove, so far 
as possible, the causes of social de- 
pendency and to minimize the effect of 
those conditions which create insecu- 
rity. Progress in this direction can be 
attained only through an understand- 
ing of the factors that combine to make 
the life of the worker insecure. These 
are, primarily, accident, inadequate 
provision for old age, lack of health, 
and irregularity of work. 

All but four states of the Union have 
adopted workmen’s compensation to 
meet the accident situation, which, on 
the whole, is being dealt with ade- 
quately. Fact rather than fault, save 
in exceptional cases, 1s the underlying 
principle of this legislation, under which 
the employer is required to compensate 
his injured employee according to the 
provisions of the law. 

In respect to dependent old age, 
private initiative and philanthropy 
must continue to function, and, in case 
these agencies fail to meet the need, 
society and the state must step in and 
in a humane and considerate manner 
lighten the burden of old age and 
brighten its outlook. Those, however, 
who are still in the prime of their wage- 
earning life or are approaching the end 
of the wage-earning period must be 
impressed with the necessity of making 
some provision for the time when they 
may be no longer able to earn, because 
of advancing age. The school, the 
pulpit, and the press should endeavor to 
inculeate habits of saving, either 
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through deposits in savings institutions 
or through some form of established 
insurance. Every endeavor should be 
made to promote such saving by 
voluntary action of the individual. 
In case, however, individuals do not 
voluntarily save, it is an important 
question whether society or the state 
should not, for its own protection, 
adopt measures that will require indi- 
vidual saving. 

Lack of health, as one cause cf in- 
security for the worker, calls for broad 
coöperation in health conservation and 
improvement, on the part of health 
authorities, employers, and workers. 
Much has been done since the begin- 
ning of the twentieth century to im- 
prove standards of health, but much 
still remains to be done in disseminat- 
ing information and stimulating right 
action in regard to sanitary conditions, 
proper diet, and other matters affecting 
health, and with respect to the forma- 
tion of habits of health in the individ- 
ual. American industry has long rec- 
ognized its duty in this regard, and 
many employers have instituted de- 
partments of health, or have taken 
other steps whereby needed medical 
information and attention may be 
provided for theiremployees. By such 
means the amount of absence from 
work due to sickness is being greatly 
reduced and conditions that bring im- 
pairment of the workers’ efficiency 
with advancing years are being cor- 
rected and improved, with the result of 
postponing the day when the worker 
must retire because of old-age in- 
capacity. 


TRREGULARITY OF WORK 


Irregularity of work is perhaps the 
most difficult cause of insecurity to deal 
with, since it may result from a great 
number of factors. ‘These are in part 
seasonal, in part cyclical, and in part 
they arise out of other factors beyond 


the control of the individual business. 
No doubt, also, lack of managerial ef- 
ficiency and of adequate appreciation 
of social responsibility is still a con- 
tributory factor in the situation in the 
case of many employers. Neverthe- 
less, many industries have attacked the 
problem of irregularity of work with 
persistent effort, and, by careful plan- 
ning, have attained a greater measure 
of regularity of operation. The reed 
for improvement in this direction is 
everywhere recognized, and, as a result 
of further development of scientific 
management methods, we may in com- 
ing years expect further marked ad- 
vance in regularity of production and 
consequent increase in stability of 
employment. 

Nevertheless, displacements of werk- 
ers on account of advance in technol- 
ogy, admistrative methods, and incus- 
trial processes will doubtless continue 
for some time to come. ‘They seem to 
be unavoidable over short periods of 
time, but are not irreducible in number 
or in severity of the resulting hardskips 
to those thereby affected. Over long 
periods of time, however, technological 
improvement, even though it brings in 
its wake technological unemployment, 
so called, extends the opportunities for 
employment and in the end benefits all 
society, because it results in more 
economical production of wealth and 
higher standards of living. This has 
been abundantly proved by the events 
of the last few decades. 

The problem of security of the 
worker imposes a responsibility upon 
the individual employer and the in- 
dividual employee, aside from tkat 
resting on society at large. There is an 
obligation arising out of the emplcy- 
ment relation that attaches to the em- 
ployer the duty of using every means 
at his command to make employment 
secure. Stabilization of industrial gc- 
tivity, the essential remedy for periodic 
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unemployment, can best be brought 
about, and perhaps only, through the 
agency of an enlightened industry. 

Provision for aged employees is in 
part the concern of the employers, for 
it ig recognized today that years of 
faithful service deserve reward; that 
the aged employee is not merely a 
worn-out tool to be discarded, but a 
human being to whom his employer 
owes certain obligations. The rapid 
growth of industrial pensions, indus- 
trial group insurance, and similar plans 
in industry since the beginning of the 
twentieth century, and of efforts for the 
stabilization of production in recent 
years, 18 a manifestation of the con- 
scious attitude of the employer toward 
the problem of security. When this 
sense of responsibility shall have per- 
meated every field of activity and 
reached the small as well as the large 
employer, considerable progress will 
have been made toward the elimination 
of insecurity of the worker. 


INDIVIDUAL SAVINGS 


Fundamentally, however, the re- 
sponsibility for providing against the 
unforeseen but none the less certain 
hazards of life, I submit, rests in our 
democracy with the individual. ‘The 
marked increase in real wages in this 
country in the last fifteen years justifies 


the belief that American wage earners 
are in a position to make some provi- 
sion for their own security. Rising 
standards of living should make pos- 
sible an increase of savings, without 
any curtailment of reasonable and 
necessary expenditures. To this end, 
habits of wise saving and wise spending 
should be inculcated in every citizen, 
in order that the fundamental prin- 
ciples of self-reliance and independence 
may be retained as the basis of our 
social structure. 

If in normal times every wage earner 
would lay by for the “rainy day” and 
his employer would augment and en- 
courage such thrift by contributing in 
full or partial measure out of the 
receipts of industry toward the growth 
of these individual savings accounts, 
then in times of stress resulting from 
any of the causes of insecurity of em- 
ployment, the individual would be able 
to mitigate the consequences of his own 
lessened employment. 

When both the employer and the 
worker assume their respective re- 
sponsibilities, society will be called 
upon to play only a minor part. The 
need for private charity and public 
institutional relief will not altogether be 
eliminated, but a great advance will 
have been made toward solution of the 
problem of insecurity of the worker. 


t t 


Unemployment Consequences on the Home 


By Marton ELDERTON, M.A. 
Industrial Research Department, University of Pennsylvania, Philadelphia, Pennsylvanie 


A this time, when the problems of 
the relief of unemployment and 
the stabilization of employment are 
attracting such general attention, it 
may be of interest to learn what are the 
various consequences of this social 
malady on the home, as described in 
one hundred and fifty out of three hun- 
-dred case histories recently gathered 
from practically all sections of the 
United States by the Unemployment 
Committee of the National Federation 
of Settlements.! 


‘Wink RANGE or PEOPLE Arrecrep 


Unemployment has not singled out 
any particular nationality for its vic- 
tims, and it cannot be said that those 
who have recently come to this country 
from foreign lands have suffered most; 
for those whose records indicate that 
they are Americans of the second gen- 
eration or beyond, have come in for 

their share of unemployment. 

` A wide variety is found in the work 
histories of these families. Slightly 
over fifty per cent belong to the skilled 
and semiskilled ranks, while fewer than 
forty per cent may be classified as un- 
skilled. ‘Then there is the group, com- 
prising a little over ten per cent, which 
is made up of professional, clerical, and 
mercantile workers. A wide variety of 
occupations is also represented. 

When unemployment struck the 
skilled workmen and they were unable 
to find work at their own trades, they 
frequently accepted employment in the 


1 Case Studies of Unemployment, Philadelphia: 
University Press, 1981. Grateful acknowledg- 
ment is hereby expressed to, Miss Helen Hall, 
who made available the material presented in 
this article. é 
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ranks of unskilled labor, as longshore- 
men, truck-drivers, janitors, watch- 
men, street cleaners, snow shovelers, 
and so forth. 

Another interesting fact about these 
unemployment cases is that each of the 
breadwinners studied was at ‘one time 
an employed workman, providing a 
more or less comfortable livelihooc. for 
himself (or herself) and family. Their 
steadiness was evident from their nu- 
merous long work records and their 
excellent recommendations. Moreover, 
the loss of the job lay generally beyond 
the breadwinner’s control. 

In seeking the causes of all this dis- 
location, we found that they fell under 
the following headings: (1) business 
depression, (2) seasonal slackness, (8) 
mechanization, and (4) market charges 
and other business vicissitudes. While 
not a direct cause of the original unem- 
ployment, advancing age was an ob- 
stacle to reémployment in a number of 
instances. 

The business depression was the 
most common cause reported, directly 
affecting nearly half of the cases stud- 
ied. The seasonality of some of the 
trades covered, alone or in combination 
with the depression, affected the next 
highest number. When combined with 
“hard times,” the lengthening of the 
period of normal seasonal slackness was 
considerable, the period of unemploy- 
ment often being longer than that of 
employment. 

Another phase of the problem was 
brought out when industry resumed 
after a lull or when seasonal trades 
began to “pick up,” for then the wage 
earner was confronted by keen comse- 
tition in the rush for jobs. He was one 
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of the many to apply for his old job. 
In connection with the mechanization 
of industry, the ironic part of this situa- 
tion was noticed when the wage earner 
himself had helped to install the ma- 
chinery which cost him his job. Mar- 
ket and style changes were also brought 
out as factors making for unemoloy- 
ment. 

In numerous instances a combination 
of the various causes operated to sepa- 
rate the breadwinner from his work, 
and the conspiracy of the trio of sea- 
sonal slackness, depression, and mech- 
anization was not an uncommon oc- 
currence. 


ECONOMIC CONSEQUENCES 


When we look into the economic 
consequences on the home, we find the 
effect of unemployment on the family’s 
financial arrangements in practically 
every case. 

Among the first questions in which 
one is interested is whether or not the 
family had any savings which helped 
through the crisis. In nearly ten per 
cent of the cases, particularly where the 
breadwinner’s work was seasoral or 
where there was a large number of chil- 
dren or previous sickness, the family 
had been unable to make any provision 
at all for “a rainy day.” As one of the 
workers expressed it, “It rained too 
soon,” and of course debts began to pile 
up Immediately. 

Even where savings had been ac- 
cumulated, they were quickly used up. 
Then those who usually paid cash 
began to incur debts for groceries, milk, 
coal, and so forth. Money was bor- 
rowed from various sources including 
friends, relatives, and neighbors, or 
perhaps loans on furniture or insurance 
or from loan offices were contracted. 

Almost without exception, whole 
families were insured, especially the 
children, and after extended unemploy- 
ment this saving protective device 


lapsed entirely or some policies were 
sold to keep others going. 

The next break in the financial struc- 
ture affected the rent. When the fam- 
ily could not meet this item in its 
budget and there was an arrearage of 
varying periods, the discouraged, dis- 
heartened breadwinner sought cheaper 
and usually more crowded quarters in a 
less desirable neighborhood. Living 
temporarily with the parents of the 
breadwinner or of his wife was some- 
times resorted to, and this was not 
always a happy solution. As another 
alternative it was not uncommon to 
find the family taking in boarders or 
roomers, even where the household was 
already crowded. It was always a 
great disappointment when the back 
payments on a house or lot began to 
pile up and the interest on the mort- 
gage could not be met, necessitating 
either foreclosure or the sale of the 
property at a tremendous sacrifice. 

Even before this, the financial pres- 
sure was often so great that some of the 
furniture had to be sold or jewelry or 
other articles pawned. As one family 
expressed it when referring to the many 
articles which they had had to sell in 
order to survive, “We lost everything 
except our pride.” The unemploy- 
ment situation dealt a hard blow to 
those who were struggling to furnish 
their homes by taking advantage of the 
installment method of buying. When 
unable to continue the payments, it was 
necessary for the installment house to 
take back the articles, so that the fam- 
ily suffered not only the loss of the 
articles but also the loss of the money 
invested. 

As the situation became more grave 
in making ends meet, and when outside 
assistance was considered only as a last 
resort, the wife or mother found em- 
ployment, either to supplement the 
reduced income of her husband or to 
shoulder entirely the burden of sup- 
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porting the family when continuous 
job-seeking by the former breadwinner 
was met by failure. Office cleaning, 
day’s work, and factory or laundry 
work were among the more common 
types of employment secured. Many 
of these women were physically not 
strong enough to undertake this added 
burden, but it was an absolute neces- 
sity. To do so, in many instances, 
meant placing the young children in a 
day nursery or making other arrange- 
ments for their care while the mother 
went out to work by day or night. 

The children who were old enough to 
earn a few dollars had to do their share 
or more if food was to be had to prevent 
the family from starving. Paper 
routes, shoe-shining, errand-boy jobs, 
and so forth, occupied the after-school 
hours and the Saturdays of those who 
were too young to leave school alto- 
gether, while the older children secured 
various factory and office jobs, domes- 
tic service, or unskilled laboring work. 
Altogether, a large number of families 
found it necessary to enlist their chil- 
dren’s efforts to supplement the family 
budget. 

In at least a third of the cases, some 
form of outside relief ultimately had to 
be provided. This group does not in- 
clude the families whose relatives or 
friends assisted them. Great pride 
characterized many of the families who 
reluctantly sought or accepted help 
from outside sources. Relief in the 
form of food, clothing, fuel, rent, or 
actual money was given through vari- 
ous agencies such as churches, settle- 
ments, city departments, or other social 
organizations to help tide over the 
crisis or crises. 

While the supplying of relief had the 
effect of tending to pauperize a family 
here or there, or of breaking down the 
original reluctance, on the whole, the 
seeking or the acceptance of relief was a 
matter of last resort, when the bread- 


winner could no longer bear to see the 
children suffering or the family starv- 
ing. ‘There were some families, how- 
ever, who refused to consider even the 
slightest bit of aid, and preferred to 
continue to struggle, sacrificing their 
standards of living in order to retain 
their independence. As one worker 


expressed it, he “would rather die tnan 


ask for assistance, for once you begin 
asking for aid, it gives people a down 
feeling about you.” 


PHYSICAL CONSEQUENCES 


The physical consequences of unem- 
ployment on the home as brought out 
in the study were of many varieties. 
The question as to whether or not “he 
family was able to keep up normal. 
standards was answered in most in- 
stances in the negative, for the chanzes 
that had to be made in the usual 
standards and the material welfare of 
the household were many, and these in 
turn were reflected in their effects on 
the family’s health. 

Diets were definitely trimmed, and 
the close food planning in numercus 
instances was such that the sustenarce 
of good health was impossible. Never- 
theless we found mothers boasting of 
their ability to feed their families on 
almost unbelievably small sums a week. 
Cutting down the children’s milk sup- 
ply or substituting black coffee or cocoa 
made with water solved the milk prob- 
lem for some households, to the detzi- 
ment of the children’s health. One 
mother said, “I get one quart of milk 
for seven children—it’s not enough but 
has to do.” We found also that some 
parents had gone without enough food 
rather than run grocery bills. In in- 
stances where the doctor ordered some 
special nourishing food for body-build- 
ing when illness or delicate health (not 
necessarily caused by unemployment) 
required it, this was usually not obtain- 
able unless some outside relief agency 
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provided it or unless some other mem- 
bers of the family made a sacrifice. 

In addition to the food problem, that 
presented by inadequate and unsuitable 
clothing was also significant in its 
deprivation effects on the cases studied. 
The most distressing effects were felt in 
the winter time, when families had in- 
sufficient warm clothing to protect 
them. Besides the lack of winter coats 
or other warm clothing, children were 
found who had no shoes or stockings; 
others were wearing old sweaters or 
bathing suits as underwear in order to 
try to keep warm. It was not uncom- 
mon to find children kept home from 
school because of insufficient clothing 
or because of colds due to this ard a 
deficiency of food. Inadequate or un- 
suitable clothing also kept mothers 
away from the settlement clubs, where 
they obtained practically the only 
recreation that they could afford. 

Unemployment had its effect also on 
the furniture and furnishings. A gen- 
eral air of dilapidation was found many 
times, with replacement of worn-out 
items impossible. Often, the barest 
necessities were the only furnishings 
owned. 

Where it had been necessary to move 
to cheaper living quarters, there was 
often much overcrowding and few or no 
conveniences. For example, families 
of eleven were found living in three or 
four small rooms. Instances of over- 
crowding were noted where a family 
had remained in the same house for 
many years—the family had increased 
but the space occupied remained the 
same. How some of these people were 
able to keep as well as they did with the 
poor ventilation, the dampness, and the 
Jack of sunlight that characterized 
the places they called “home” was re- 
markable. Living in cold rooms for 
the greater part of the time, either 
because the need for conserving the 
meager supply of wood or coal was 


great, or because the mother. away at 
work, was afraid to let the children 
light the stove until she came home, 
occasioned distress in several instances. 

It is no wonder, then, that there were 
definite signs of impaired health and 
retarded growth and development. 
Many illnesses were directly traceable 
to the ravages of malnutrition and 
other deprivations. Undernourish- 
ment, insufficient clothing in cold 
weather, and unwholesome living quar- 
ters were responsible to a large extent 
for rickets, anemia, underweight. 
stunted growth, tuberculosis, pneumo- 
nia, colds, and other troubles which fell 
to the lot of many of the unemployed’s 
families, which in several cases exacted 
their toll in death. 


PSYCHOLOGICAL CONSEQUENCES 


It is not uncommon for us to think 
of unemployment largely in terms of 
physical deprivation, but the effects 
on the human spirit are even more 
devastating. The wage earner may 
present a brave outward appearance, 
so that we may never know what men- 
tal anguish he has suffered behind that 
exterior. Nevertheless, there were 
plenty of evidences of mental strains 
and burdens which left their imprint 
on the members of the household 
despite the heroic efforts at courage 
which they put forth. 

There was scarcely a family which 
was not at some time thoroughly dis- 
couraged and anxious over the unem- 
ployment situation as it touched them. 
The sense of failure on the part of the 
breadwinner and the sight of his family 
suffering from lack of the things he was 
expected to be able to provide were 
almost overwhelming. It worried him 
and made him feel ashamed not to be 
able to do his share, or to see his wife 
or children working. The accumulat- 
ing debts, thwarted plans for the chil- 
dren, inability to care for illnesses, and 
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so forth, imposed a tremendous strain 
on his psychological make-up. “I 
don’t know what we are going to do,” 
or “What will happen to us next?” 
expresses the fear that is in the minds 
of some of these families who can see 
no way out of their predicament. 

It was small wonder that reénforcing 
the waning spirits with a drink was a 
practice resorted to by numbers of the 
breadwinners who under ordinary cir- 
cumstances did not have this habit. 
As one worker put it, “ When the cloud 


becomes very black, I take a drink— - 


to forget.” Partly growing out of the 
drinking habit and partly due to the 
strain developed from the unemploy- 
ment situation, was the manifestation 
of cruelty by the breadwinner toward 
his wife and even toward his children. 

The more extreme outcomes of sul- 
cide or attempts at suicide, and such 
crimes as stealing and forgery, do not 
represent the worst consequences to the 
human spirit. The friction, the fre- 
quent quarreling, and the tension which 
characterized the home were more dis- 
astrous. Quarrels between the parents 
became more frequent, or the father 
would sit around silent and morose 
when unemployed, or the mother, 
irritable and impatient from the strain 
of trying to make ends meet, was often 
unreasonable in her demands on the 
children. The place called “home” 
was no longer pleasant and happy, and 
the father or even some of the older 
children would remain away as long 
as possible from the crowding, the 
fussing, and the irritating atmosphere 
which pervaded it. 


MENTAL EFFECTS oN THE CHILDREN 


The attitude of the children was 
often affected by the cloud of depres- 
sion and anxiety under which the 
family was laboring. One little girl 
told the social worker that when she 
grew up she was going to be an “old 


maid,” because being married like her 
mother was too hard. This gives some 
idea of how far the strain of making 
ends meet affected the thinking of the 
children in the households where the 
struggle was being waged. The 
younger children, too, found it difficult 
to understand the indifference of the 
father toward them when he was 
weighed down with his worry. “hey 
missed his playing with them and they 
almost became fearful of him in some 
of his moods. 

Adolescents became resentful at not 
being able to have the spending money 
or the clothes that they desired,whether 
or not they were contributing to the 
family exchequer. This added an- 
other worry to the parents, particu_arly 
to the mother. The embarrassment 
that resulted from shabby or unsuit- 
able clothing or poor home furnishings 
was a definite mental hardship to some. 
Pride would not permit them to ge out 
and be seen by their friends. 

It is not surprising that juvenile 
delinquency and other behavior prob- 
lems resulted from the various make- 
shifts that were resorted to because of 
poverty due to unemployment. Tru- 
ancy, incorrigibility, robbery, temper 
tantrums, and difficulty in manazing 
the children cropped out as a resu_t of 
the mother’s absence from home at her 
job, the children’s sensitiveness to their 
shabby or inadequate clothes at sckool, 
their after-school jobs sometimes. bring- 
ing them into contact with undesirable 
associates, the father’s discoureged 
attitude around the home, or the zen- 
eral atmosphere of tension and irrita- 
tion in the home itself. In several in- 
stances, the difficulty could be definitely 
traced to the time when the mother’s 
supervision was withdrawn and the 
freedom to “run the streets” resulted. 
The parents’ pride was hurt but they 
were generally helpless to remedy the 
matter, 
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Fruitless efforts to secure work and 
the admission of failure as a bread- 
winner led to great bitterness. Even 
the wife or mother shared this feeling 
at times. She also could not under- 
stand why her husband, who previously 
had good jobs, was unable to get work 
now, and she began to wonder whether 
or not he was making an honest effort. 
Keeping one’s courage in the face of 
continued unemployment and the vari- 
ous hardships is a tremendous struggle 
and it is not surprising that cases of 
lowered morale and loss of self-respect 
were encountered, sometimes affecting 
only the breadwinner and sometimes 
the whole family. Perhaps at first 
there was a sense of bafflement but 
hopefulness, which later changed into 
a tendency to let the problems solve 
themselves. 

Another strain on the families re- 
sulted when the necessity arose for 
living with the parents’ parents or 
otherwise sharing a home. While 
probably taking care of the minimum 
physical needs, the resulting friction, 
quarreling, and resentment often made 
for great unhappiness and mental 
distress. As mentioned earlier, the 
pride of many of these families was re- 
markable. For example, of one family 
it was stated that “pride makes them 
give many excuses in accepting aid.” 

While it cannot be said that unem- 
ployment has its compensations, it 
might be mentioned that it did not en- 
tirely submerge the better side of all 
of its victims. A few instances were 
recorded where the sharing of the bur- 
dens and the responsibilities made for 
greater understanding and codperation 
in the home, but this usually occurred 
where the deprivations were not 
particularly severe. When adversity 
takes the form of unemployment for 
more or less extended periods, its toll 
in mental misery is extremely heavy. 
Where the strain and the worry have 


been so overwhelming as to bring out 
the undesirable traits of an individual’s 
character, the process of readjustment 
may be a long, difficult one when and if 
steady work is restored. It would not 
be surprising if in some cases the resto- 
ration may never be complete. This 
whole matter of mental maladjustment 
is one of those somewhat intangible but 
highly significant consequences of un- 
employment, which we know ensues, 
but we have no adequate means of 
measuring or determining its long-run 
outcomes. 


“Forurs VALUS” CONSEQUENCES 


The consequences of unemployment 
on future values is one of the most 
serious problems of the whole situation. 
Involving as it does one generation 
after another in its “‘vicious circle,” it 
holds individuals down to a low work 
level because of the lack of opportunity 
for education or special training. 

With a few exceptions, there was a 
keen desire on the part of the parents 
in the cases studied to give their chil- 
dren an education. The goal for their 
offspring seemed to be that of a hap- 
pier, more comfortable life than they 
themselves had enjoyed. They were 
willing to work hard and make the 
necessary sacrifices. For a time all 
had gone well and it looked as if their 
hopes would be realized. Reference 
was made again and again to what their 
own lack of opportunity had meant to 
them, and nothing, they declared, 
would prevent them from doing better 
by their children. ‘This ideal was a 
real passion with them. 

But when unemployment entered 
the household, struggle as they would, 
it left various devastating effects on 
their long-cherished ambitions. For 
instance, children who would ordi- 
narily have gone on with their educa- 
tion or with learning a trade were 
obliged to leave school and seek any 
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work which could be secured. In other 
cases, while the family struggled to 
keep going, the birthday was anxiously 
awaited which would permit the chil- 
dren legally to leave school and secure 
working certificates. Obviously, the 
type of work secured under these cir- 
cumstances did not favor a promising 
future. More than one parent felt 
keen disappointment and discourage- 
ment over the possibility of failure of 
their plans for the children’s educa- 
tional future and welfare. 

Some children gave up school volun- 
tarily though somewhat reluctantly, 


because they felt a heavy responsibility ` 


to help, while a few were indifferent; 
still others felt the embarrassment of 
their shabby clothes or inability to do 
as their friends did, and welcomed the 
opportunity to become wage earners, 
with no concern for the future conse- 
quences. Many parents realized the 
shortsightedness of this premature 
school-leaving policy, but at the same 
time knew that it was the only way 
out, since it often was the one means of 
continuing if outside relief was not 
accepted. At times, however, it was 
necessary even in order to supplement 
the relief. One finds instances where 
the older children who were obliged to 
earn their bread at an early age in order 
to help support an increasing family 
almost insisted that the younger ones 
remain in school, pointing out that 
“there is no future for you if you 
don’t.” 

Unemployment also curtailed the 
opportunity to develop some of the 
children’s spécial talents, such as 
music, art, and dramatic ability— 
another matter of keen disappoint- 
ment to the parents and the children. 


There was an added factor of inse- 
curity in the inability of the parents, 
after unemployment had struck them, 
to'look forward to or make provision 
for a comfortable and independent old 
age. A touching case was found of 
two sisters who had worked since they 
were fourteen and who were then just 
a little past fifty. They had carefully 
planned their meager savings to take 
care of their old age, expecting it to 
“come in their sixties.” A terrible fear 
of outliving their savings and becom- 
ing dependent on others was making 
life miserable for them. To some, the 
immediate problem of existence was so 
pressing that it precluded even a 
thought of the future, but from what 
could be surmised from the facts, the 
future was anything but hopeful. 

Instances were found where homes 
were partially or completely broxen 
up and children either divided among 
the parents or relatives or else placed in 
institutions. 

Opportunities for recreation and 
relaxation were definitely curtailed if 
not eliminated, for many. Recreation 
that involved the expenditure of money 
was practically out of the question and 
recourse was had mainly to that which 
was offered free or nearly so, such as 
settlement programs, and so forth. 
Even then, it was often impossible to 
take advantage of this, since suitable 
clothing or physical energy was lack- 
ing or the unsuccessful breadwinner 
was too discouraged to make the neces- 
sary effort. 

When one realizes that the next end 
even later generations are influenced by 
the socially harmful affects of unem- 
ployment, the significance of its conse- 
quences cannot be overemphasized. 


The Social Duty to the Unemployed 


_ By Jacos Buumorr, LL.D. 
Executive Director, Federation of Jewish Charities, Philadelphia, Pennsylvania 


“Sorry comforters are ye all. When will 
your windy words have an end?” 
—Joxs 16: 2. 


N 1928, Charles A. Beard, the great 
political scientist, arranged a sym- 
posium on the question, “‘ Whither 
Mankind?” In it was a chapter on 
labor written by the distinguished 
economist, Lord Passfield, better known 
as Sidney Webb. From it I quote the 
following as the background for my 
thesis: 

What American civilization seems most 
to lack—from the standpoint of the vast 
majority of the heads of families who are 
“hired men”—-is economic security. In 
spite of unparalleled private wealth, un- 
usually effectively open to all, though neces- 
sarily attained only by a small minority— 
m spite, too, of an average of earnings and 
individual savings, higher than the world 
has ever seen—there remains the definite 


statistical probability that any given wage ` 


earner will, in the United States, find him- 
self at one or other time, ruthlessly “fired”; 
that he will at one or other period in his life 
go through at least one prolonged spell of 
mvoluntary unemployment; that he will 
under one or other of these trials exhaust all 
of the family savings; that his wife may be 
left a widow, and his offspring at a helpless 
age orphaned, without any adequate main- 
tenance; that his children may grow up in- 
sufficiently protected against disease and 
very inadequately educated; and that, if 
they or their parents live the allotted span, 
the chances are that they will find tkeir old 
age one of extreme penury, and possibly of 
dependence on charity. 


In Support or SIDNEY 
Wesp’s FINDINGS 


As Executive Director of the Federa- 
tion of Jewish Charities in Philadelphia, 
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the second largest organization of its 
kind in this country, I have been aware 
that virtually every year from 1921 to 
1929 the expenditure for the care of 
destitute families in their own homes 
was steadily increasing. Ten years ago 
two relief-giving agencies in the Feder- 
ation spent approximately #75,000 for 
the care of needy families. In 1929 
the allotment to these two organiza- 
tions amounted to a little over $500,- 
000, despite the virtual cessation of 
immigration and the great prosperity 
which we were ostensibly enjoying 
during the major portion of the past 
decade. What is true of the Jewish 
Charities in Philadelphia is m large 
measure true of all other large welfare 
funds. In the light of this local experi- 
ence, Sidney Webb’s general analysis 
struck a sympathetic chord. 

As Impartial Chairman in the Men’s 
Clothing Industry in the City of New 
York during the past eight years, I 
have found that the men and women in 
the clothing industry, especially in the 
metropolis, have not averaged more 
than thirty-two weeks’ employment in 
any year in the past decade, with the 
exception of the cutters, who consti- 
tute the most skilled element in the in- 
dustry. ‘The situation has been even 
more acute in the ladies’ garment in- 
dustry, about eighty per cent of which 
is located in and around New York 
City. In 1927, a highly prosperous 
year, the International Ladies’ Gar- 
ment Workers of America conducted a 
strike which lasted several months. 
One of the essential demands of the 
workers was a guarantee of thirty or 
thirty-two weeks’ employment a year, 
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which was denied. My experience, not 
only in the clothing industry but in 
other branches of manufacture as well, 
confirms the statement of Sidney Webb 
that often the American employee will 
go through prolonged spells of involun- 
tary unemployment, and that, under 
one or other of those trials, he will ex- 
haust the family savings and provide 
the cause of other ills. 


Tuar ProspErRous PERIOD 


On the other hand we know that for a 
number of years prior to the Wall 
Street crash of October, 1929, many 
large industrial corporations were re- 
porting huge profits. Virtually every 
important corporation declared one or 
more stock dividends. Business was 
highly prosperous. Delegations con- 
sisting of industrialists, economists, 
and statesmen were coming from all 
over the world, attempting to analyze 
the cause of our prosperity and hoping 
that their respective countries might 
adopt our technique and our tempo. 
Wages in the United States were higher 
than those ever attained in any other 
country; the wage level reached by 
American labor was the envy of the 
entire world, while, what is more im- 
portant, the share of labor in corporate 
securities was ostensibly increasing by 
leaps and bounds. Towards the close 
of 1929 American prosperity struck a 
gait of magnificent acceleration, statis- 
tically if not humanly considered, so 
that nearly every one felt that the 
problem of poverty was solved. As 
Stuart Chase has put it, “one saw a 
radio in every room, a bathtub in every 
closet, an art museum in every town- 
ship and a. Little Theater on every 
village green.” 

There were economists in this coun- 
try, led by Professor Thomas N. 
Carver, who assured us that the mil- 
lennium had arrived. In his book, 
The Present Economic Revolution in the 


United States, Professor Carver, after 
reviewing the wide distribution of 
Austrian and Japanese loans and the 
great increase in employee stockholders 
in public utility and other corporations, 
stated : 


These and other figures presented show 
clearly enough that the sum total of inves-- 
ment by small investors, presumably in tke 
wage working class, is perhaps a small pez- 
centage of the total investment in the coun- 
try. They are obviously a long way from 
getting control of the industries of the coun- 
try through their investments. That, 
however, is not an important consideration. 
The significant thing is that the laborers 
have money to invest and are actually in- 
vesting in increasmg numbers, thus becom- 
ing small capitalists and getting a large 
share of whatever profits are made by large 
investors. 


Now, as we recede from this picture, 
what are its negative facts? Again I 
quote from Stuart Chase: 


With an average annual wage of weil 
below $1,500 in 1929, with the majority of 
all farmers operating at a net loss, with the 
slums of Megalopolis reeking as heretofore, 
with a million little children in the mines 
and mills, with technological unemployment 
gaining slowly but probably steadily 
throughout the period, with industrial acc:- 
dents on the increase, and 30,000 citizens 
slaughtered on the highways every year— 
we should hardly be justified in claiming 
that we have entered even the anteroom cf 


Utopia. Statistically, our progress was 
sublime. Humanly, it left much to be 
desired. 


In April, 1929, when the stock mar- 
ket was at its height and we were en- 
joying the greatest prosperity in th= 
history of our country, the Industrial 
Research Department of the Univer- 
sity of Pennsylvania, in collaboration 
with the Attendance Officers of th= 
Bureau of Compulsory Education, com- 
pleted a house-to-house canvass of 165 
Philadelphia blocks to determine th= 
then existing extent of unemployment. 
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This survey has been accepted by the 
United States Bureau of Labor Statis- 
tics and is summarized in its Monthly 
Labor Remew for February, 1980. 
Involving $1,551 families, comprising 
58,866 wage earners, the percentage of 
unemployment in this group was 10.4 
per cent. Conservatively speaking, 
85,280 wage earners, usually employed, 
were out of work in Philadelphia in the 
Spring of 1929. I am fairly certam 
that similar studies in New York, 
Chicago, Detroit, Cleveland, or any 
other large urban center would have 
revealed the same story. 

Now that the moratorium has been 
lifted and the truth about unemploy- 
ment can be told, we find that in Phila- 
delphia, priding itself as “the City of 
Homes,” there were issued 3,456 
sheriffs writs in 1926, a writ covering 
anywhere from one to twenty houses. 
Conservatively, over 4,000 homes went 
under the sheriff’s hammer in 1926 be- 
cause folks could not save whatever 
equity they had in their homes. In 
1927 the number of writs went up to 
4,869; in 1928 to 7,280; in 1929 to 
9,708; and in 1980 to 15,600. In the 
last five years, during four of which we 
were the beneficiaries of extraordinary 
prosperity, probably more than 45,000 
homes were sold in Philadelphia by the 
sheriff because of the owner’s inability 
to meet taxes or payments on mort- 
gages. What a sad commentary that 
is! 


Is THD Situation NEGLIGIBLE? 


“What of itr?” saysthecritic. “Sup- 
pose there were 85,280 people out of 
employment in Philadelphia in the 
spring of 1929? Suppose 45,000 homes 
were lost in four years in forced sales? 
Is it not a mere incident in the great 
material progress we have achieved, the 
like of which has not been attained in 
any other country? Did not Mr. 
Hoover, in his recent address before 


Congress, point to the fact that there is 
estimated to be a constant figure at all 
times of nearly 1,000,000 unemployed, 
who are not without annual income but 
are temporarily idle in the shift from 
one job to another?” 

True, Mr. Hoover did say that at 
any one time we have nearly 1,000,000 
unemployed, and this should certainly 
be a source of great comfort to us, Just 
as we should derive satisfaction from 
the knowledge that some folks m Chili 
or Peru or Bolivia are worse off than 
we. But do those who quote this say- 
ing of Mr. Hoover’s with approval 
realize that when men are compelled 
to shift from one job to another, with 
long intervals of unemployment be- 
tween, they come to their new jobs in 
an unfit, unsteady, demoralized condi- 
tion? Do they realize that the unem- 
ployed of today thus often become the 
unemployable of tomorrow, that the 
man who wants work today and cannot 
get it is probably incapable of doing 
any work if it is offered to him six 
months or a year hence? 

Are those who point to the fact that 
there is a constant figure at all times of 
nearly 1,000,000 unemployed (and the 
chances are the figure is more nearly 
1,500,000) familiar with two studies 
that have been made on this subject— 
fragmentary, to be sure, but both in- 
dicating what pathos and tragedy lie 
beyond that innocent figure of 1,000,- 
000 people out of employment? [refer 
to an article in the Journal of Political 
Economy, August, 1929, written by 
Professor Robert J. Myers of Grinnell 
College, entitled, “‘Occupational Read- 
justment of Displaced Skilled Work- 
men.” It concerns itself with one 
phase of the men’s clothing industry in 
the city of Chicago. From 1921 to 1925 
Chicago’s percentage of the total wage 
earners in the industry dropped from 
eighteen to twelve and her percentage 
of the total value of products fell from, 
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eighteen to eleven. By 1926 it is 
probable that there were five thousand 
men’s clothing workers in Chicago who 
could not get any work in their indus- 
try. Many others were working part 
time. 


Economic EFFECTS or 
UNEMPLOYMENT 


This particular study relates itself to 
some four hundred cutters who found 
themselves entirely without work and 
were given a dismissal wage by Hart, 
Schaffner & Marx and other large 
concerns. What happened to these 
cutters? After a lapse of several years, 
only one quarter of these skilled men 
were engaged in an occupation at all 
similar to that which they had left, and 
only one out of five was at any closely 
related trade. The others were widely 
scattered. Further, the study shows 
that the men had lost an average of 
more than five months before getting 
any regular employment at all. Al- 
most half of them earned less than they 
had earned as cutters. ‘They had be- 
come janitors, drivers, truckers, groc- 
. ers, confectioners, real estate and iu- 
surance agents, and so forth, and in the 
main their status was worse than when 
they were employed as cutters. 

Another study of ‘the displaced 
worker was made by Professor Isador 
Lubin of The Brookings Institution, 
entitled, The Absorption of the Unem- 
ployed by American Industry, Over 
750 persons were interviewed. ‘They 
had formerly been employed in more 
than twenty industries, and represented 
a great variety of crafts. A large ma- 
jority of those interviewed had con- 
siderable difficulty in finding new em- 
ployment. Of the 754 only 410 or 
54.5 per cent had found steady jobs at 
the time they were seen by the investi- 
gators, and 344 or 45.5 per cent were 
still unemployed. Of those employed, 
only a small percentage had secured 


permanent jobs within a month of dis- 
charge; the majority had been idle fcr 
more than six months. In a word, 
dispossessed workers do not easily find 
new employment. The rapidly grow- 
ing “newer” industries and service 
trades do not absorb the dispossessed 
worker as quickly as is generally be- 
lieved. The transition from one type 
of employment to another in most 
cases is made with a sacrifice of income. 
Almost one half of the workers said 
they received lower wages at their new 
jobs than they had at their old. Re- 
atively fewer of those over forty-five 
years of age were able to secure new 
employment. 

What I want to emphasize by these 
citations, particularly the studies made 
by Professors Myers and Lubin, is that 
even during our highly prosperous 
years we have had a large body of ur- 
employment, and that, although labcr 
is mobile as regards its movements 
from industry to industry, a large me- 
jority of dispossessed workers exhaust 
their savings during periods of unem- 
ployment and many of them are com- 
pelled to appeal to our charitable 
institutions for aid. 

Today we are the victims of an 
unusually severe economic disturbance. 
What is the character of the man out cf 
employment? I raise the question be- 
cause we hear even intelligent people 
say, ““Aren’t the men in our bread lines 
typical bums? Why should we have 
any responsibility for them?” As ome 
identified with philanthropies—secte- 
rian and non-sectarian, private and 
public—for a quarter of a century, I am 
prepared to say that not one of us 
could walk by a bread line and see even 
the most unkempt and ragged man in 
the line without saying to himself, 
“There, but for the grace of God, am 
I.” I concur in Heywood Broun’s 
findings when he started at the bottom 
of a line of 8,700 men in order to wors 


Tas Socta, Dury TO tan UNEMPLOYED 69 


up. More than three quarters of the 
men in the line were eager to work— 
at anything. One quarter of them had 
held steady jobs until the depression. 
More than half had never been in a 
bread line before in their lives. And in 
the richest city in the richest country 
in the world, there were many such 
bread lines on Thanksgiving Day. 

Russell Owen, the New York Times 
journalist, who accompanied Admiral 
Byrd on his Antarctic Expedition, 
paints the picture of those lines in these 
poignant words: 


One of the most vivid impressions ob- 
tained from visitmg the bread lines and the 
waiting rooms of the employment agencies 
is their silence. Men and women stand 
wrapped in the bitterness of their thoughts, 
eyes for the most part unseeing, bent on 
some inner misery of spirit. Men lean 
against the wall, waiting for their bowl of 
soup. And if one talks to the man next to 
him, it is almost in a whisper and in monosy]- 
lables. ‘Then hiseyes drop tothe floor again 
and he broods. There is impressed on the 
observer the feeling of a group catastrophe, 
a depression so great that it is inarticulate, 
so inexplicable that there is nothing to say. 
They stand and they wait, and they wait 
interminably for soup, for jobs, for beds, 
knowing that they will wait again next day. 


[INADEQUACY OF PRIVATE CHARITY 


How are we meeting the situation? 
As a social worker I have no hesitation 
in saying that although we are spend- 
mg in the United States hundreds of 
millions of dollars a year in the main- 
tenance of our private philanthropies, 
we are bankrupt when it comes to tack- 
ling the situation which confronts us. 

Consider this. In the city of Phila- 
delphia our Welfare Federation re- 
cently instituted a campaign for $8,- 
800,000 with which to care for its 
120 constituent organizations. ‘The 
Welfare Federation fell short $600,000. 
But even if the objective had been 
reached, only about $400,000 would 


have been placed at the disposal of the 
Family (Welfare) Society for the care 
of needy families in their own homes, 
an amount which is one half what the 
city has required in any one of its pros- 
perous years from 1928 to 1929. 

In Philadelphia we have created a 
Committee for Unemployment Relief 
and are making a desperate effort to 
raise additional funds with which to 
care for poor families and for thousands 
of children who come to school without 
breakfast. Out of this fund it is hoped 
some work may be created. 

Although it has been my privilege, as 
Chairman of the Committee of One 
Hundred on Unemployment, to help 
bring the Committee for Unemployment 
Relief into existence, I know from vast 
experience that no amount of private 
charity, on however grandiose a scale ut be 
conceived or executed, can succeed in 
preventing or even effectively mitigating 
the ever-spreading demoralization that 
results from unemp 

Assuming that Philadelphia’s relief 
workers will be fortunate enough to 
obtain an additional five million dol- 
lars, what a pathetically small amount 
this will be in a city where there are 
from 150,000 to 180,000 out of employ- 
ment! Conditions in Philadelphia do 
not differ one iota from those that pre- 
vail in other industrial centers. 

In order to avoid the flood, the dike 
that holds back the water must be com- 
plete and equal to its need. And the 
dike is altogether different from what 
Silas Strawn, ex-President of the Amer- 
ican Bar Association and Chairman of 
the Board of Directors of Montgomery, 
Ward & Company, had in mind when 
he said to the Chamber of Commerce in 
Boston: “Give more freely than you 
have ever given before. You are not 
called upon to give charity, you are 
called upon to invest in an insurance 
against socialism or something worse.” 

Even the far-visioned Owen D, 
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Young was mistaken when, in recently 
addressing a corps of workers in New 
York who raised $8,000,000 for emer- 
gency relief, he stated: “We are not 
dealing with charity, but with the 
equalization of the impact of a disas- 
ter.” How could so insignificant an 
effort equalize the impact of such a 
disaster? On another occasion Mr. 
Young spoke of unemployment as “a 
blot on our intelligence, a drain on our 
sympathy and a promoter of charity 
which affects disadvantageously those 
who give and those who receive.” 

What about unemployment as it 
affects our social agencies? I wish 
every one could read Miss Emma 
Lundberg’s Study of Unemployment and 
Child Welfare, a study of two typical 
American communities, prepared in 
1923 under the egis of the Children’s 
Bureau of the United States Depart- 
ment of Labor, headed by Grace Ab- 
bott. Emma Lundberg shows con- 
clusively that the frightful results of a 
period of unemployment last for many 
years. Undernourished babies grow 
into rickety children. Boys who are 
taken out of school become limited in 
later life to unskilled labor. Broken 
homes mean a considerable addition to 
the number of juvenile delinquents. 
Various relief agencies will be dealing 
with the effects of our present unem- 
ployment for-the next five, possiblv the 
next ten, years. 


Inpustry Cannot CONTROL 
UNEMPLOYMENT 

Before I speak of the “dike” to with- 
stand these waters of disaster, which is 
to be complete and coextensive with 
the danger, may I direct your atten- 
tion to a thesis advanced by Professor 
Leo Wolman? No one speaks with 
greater authority on the subject of 
labor economics. He says if the 
present situation could be regarded as 
an jsolated phenomenon, unknown in 


the past and unlikely to appear sgain 
in the future, we might look upon it 
with equanimity, as an unpleasant but 
passing phase in the healthy readjust- 
ment of business and industry. Un- 
fortunately, there are no sound reasons 
for the support of this attitude. The 
same factors in competitive indtstry 
that have made for the cycles of boom, 
depression, and recovery in the history 
of business are operating at this time, 
perhaps in aggravated degree, in both 
the national and international business 
situation. 

Granting the accuracy of this state- 
ment, it is unreasonable to expect the 
individual business or industry to 
stabilize itself in the face of deep eco- 
nomic forces before which we stand 
helpless and unprepared. The in- 
stances of regularization on which we 
have until recently pinned high hopes 
have at no time affected as much as one 
per cent of the total working forces of 
the entire country. ` 

Such methods of stabilization as have 
been used by Procter & Gamble, the 
Standard Oil Company of New Jersey, 
the Columbia Conserve, the Fels-Naph- 
tha Soap, the Dennison Manufacturing, 
the International Harvester Company, 
and other concerns, have been proved 
by experience to be effective only un- 
der peculiar and particular conditions. 
Even the best business management, 
which in this country has reached an 
unprecedented state of competence and 
resourcefulness, can do little to control 
the universal forces of liquidation that 
are relentlessly pressing costs, prices, 
output, profits, and unemployment to 
disproportionate levels. 

We are, in our country, once more in 
the midst of a deep and prolonged busi- 
ness depression. Dr. Bryce Stewart, 
employment authority associated with 
President Hoover’s Emergency Em- 
ployment Committee, reports that 
according to one index of employment, 
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unemployment at this time “is worse 
than at any time in recent years, with a 
drop of 35.7 per cent for the eighteen 
months up to June, 1929, as compared 
with a decline of 28.6 per cent in six- 
teen months of the 1893—1894 depres- 
sion; 29.7 per cent in fourteen months 
of the 1907-1908 depression; and 33.6 
per cent in seventeen months of the 
1920-1921 depression.” And since 
June, 1929 employment indices have 
been falling, so that the drop today is 
considerably larger than 35.7 per cent. 


UNEMPLOYMENT INSURANCE 
RECOMMENDED 


The particular “dike” which I 
would like to see as a protection to the 
worker and the community and on 
which I wish to dwell now is unemploy- 
ment insurance; although there are 
other dikes not to be overlooked, such 
as the shorter working day, the amend- 
ment of the Sherman Anti-Trust Law, 
and a determined resistance against 
wage reductions. 

In approaching the subject of unem- 
ployment insurance, I bring to you my 
experience as Chairman of the Board of 
Trustees of the New York Clothing 
Unemployment Fund. By collective 
agreement between the Amalgamated 
Clothing Workers of America and the 
Manufacturers of Men’s Clothing in 
Chicago, Rochester, and New York, 
nearly 75,000 workers in this industry 
are affected by this fund. 

The first fund was set up in Chicago 
in May, 1923 and its benefits were first 
distributed in May, 1924. Until the 
Spring of 1928, the fund was accumu- 
lated out of equal contributions by em- 
ployers and employees, aggregating 
three per cent of the pay roll of the 
industry. In May, 1928 this contribu- 
tion was raised to four and a half per 
cent by increasing the employer’s con- 
tribution to three per cent. Since its 
inception, unemployed workers in the 


Chicago men’s clothing industry have 
received $5,341,000 in unemployment 
benefits. During the last slack season, 
beginning May 1, 1930, benefit dis- 
bursements amounted to $470,000. 

In the Summer of 1928 similar funds, 
amounting to one and a half per cent of 
the pay roll, were set up in the markets 
of New York City and Rochester by 
agreement between manufacturers and 
the union. Because of the great sea- 
sonal irregularity of the industry in the 
metropolis, payment of benefits began 
in New York in April, 1929, when the 
board, of which the writer is chairman, 
appropriated $75,000 for this purpose. 
From the outset, the trustees of the 
fund in New York City have distrib- 
uted in unemployment benefits a total 
of $455,000. 

In common with all other American 
industries, the clothing industry has 
felt the effects of the severe depression 
of the last year. The Board of Trustees 
of the Rochester Fund, therefore, began 
the issue of benefit checks on May 1, 
1930, and since then has distributed to 
the unemployed of the Rochester in- 
dustry the sum of $113,800. 

During 1930, the unemployment 
funds of the markets of Chicago, 
Rochester, and New York City have 
contributed to the relief of the unem- 
ployed in the industry the sum of 
$1,750,000. The fact that these three 
funds remain solvent, even after the 
excessive expenditures imposed upon 
them by the prevailing “hard times,” 
is eloquent testimony to the practical 
nature of this device which the or- 
ganized clothing manufacturers and 
the workers’ union have created for 
dealing with this serious and difficult 
industrial problem. 


QUOTATIONS FROM THREÐ 
AUTHORITIES 


To buttress my conclusions that 
sooner or later we must all adopt some 
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form of insurance egainst unemploy- 
ment, I wish to quote three men, all of 
whom have made vast contributions to 
our political, scientific, and judicial 
thinking. 

In discussing technological unem- 
ployment, Newton D. Baker says: 


The advantages and gains which come 
from machinery have no right ‘to be all 
velvet to industry unless they are velvet to 
society. Industry has no right to take all 
the gains that come from this rapid substi- 
tution of machine process for human hands 
without bearing a substantial part of the 
consequent dislocation of the human ele- 
ment which it causes. 


In addressing the American En- 
gineering Society, the world-renowned 
physicist, Dr. Robert A. Millikan, made 
the following plea: 


The catastrophe of the death of a family’s 
` breadwinner has been mitigated by in- 
surance, which has also been extended to 
fire and accident. If you do not carry over 
this method to a greater extent than is now 
done to the misfortunes of sickness. old age, 
and unemployment, the Government will. 


Before he became a member of the 
Supreme Court of the United States, 
Louis D. Brandeis gave the following 
expression to an economic doctrine 
that is a direct challenge to our indus- 
trialists and our statesmen, many of 
whom content themselves with a lot of 
pious verbiage about protecting Amer- 
ican institutions from “subversive” 
endeavor, forgetting that it is unem- 
ployment that is subversive: 


For every employee who is steady at his 
work there shall be steady work. The 
right to regularity in employment is coequal 
with the right to regularity in the payment 
of rent, in the payment of interest on bonds, 
in the delivery to customers of the high 
quality of products contracted for. No 
business is successfully conducted which 
does not perform fully the obligations inci- : 
dent to each of these rights. Each of these 
obligations is equally a fixed charge. No 
dividend should be paid unless eaca of 
these fixed charges has been met. The 
reserve to insure regularity of employment 
is as imperative as the reserve for deprecia- 
tion; and it is equally a part of the fixed 
charges to make the annual contribution to 
that reserve. No business is socially sol- 
vent which cannot do so. 


Principles of Economic Security 


By Jonn E. EDGERTON 
President, National Association of Manufacturers, New York City 


N the discussion of any subject 
related to public welfare, reference 
to the extraordinary subnormal condi- 
tions which have prevailed during the 
past fourteen months is inescapable. 
Certainly the subject under treatment 
on this occasion calls for a consideration 
of the present economic situation. 


ADVANCEMENT THROUGH ADVERSITY 


Except for life’s adversities and the 
accompanying tests of human charac- 
ter symbolized by the economic de- 
pression through which we have been 
passing under the momentum of cumu- 
lative material progress, mankind 
would have been deprived of its chief 
sources of inspiration and its most 
effective stimuli to effort. It is against 
the dark background of unhappy ex- 
periences that both the individual and 
society can see more clearly their own 
errors and shortcomings; and until 
they see them, no attempt is delib- 
erately made to correct them. 

I daresay that during the past year, 
while the sun of our accustomed pros- 
perity has been hidden behind the 
shifting clouds, more serious thought 
has been given to such subjects as the 
one under examination than during all 
the preceding years of our national his- 
tory. If, therefore, out of these super- 
induced considerations and discussions, 
plans shall be evolved and set in mo- 
tion with a view of more nearly equal- 
izing and perpetuating the opportuni- 
ties of all people to earn and conserve 
their own protections against the visi- 
tations of economic and other misfor- 
tunes, the depression will have been 
justified as a distinct benefactor. 
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I very much doubt that the brother- 
hood of man as a governing force in 
human relations could ever be fully 
realized without the aid of these occa- 
sions in life which involve common 
sacrifice, suffering, and mutual sym- 
pathy. Proof is abundant that we are 
nearer to that realization today in 
America than we have ever been be- 
fore. In industry in particular the 
evidences are constantly multiplying 
that all of its human parts are becom- 
ing more closely drawn together not 
only by the ties of mutual interest, but 
by the advancing spirit of reciprocal 
understanding. Even during the past 
few months we have witnessed many 
impressive manifestations of this de- 
veloping spirit of human interest in our 
Nation. I believe, more and more, 
those who have are thinking of those 
who have not, and I construe this as 
part of the fruit of the depression. If 
these things be true, there ought not 
to be any problems which an aroused 
American intelligence and interest can- 
not solve. 

But nothing is gomg to be more 
necessary in the successful accomplish- 
ment of the tasks ahead than the gen- 
eral application of the virtue of pa- 
tience and Christian tolerance. Even 
as some of the finest values in life come 
from the dark pits of seeming adversity, 
so it is that egregious errors sometimes 
spring from the same sources. It is 
under the pressures of extreme situa- 
tions that human beings are most 
likely to do foolish things. On such 
occasions men are too prone to think 
in terms of expediency and forget those 
sound, solid principles which constitute 
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the foundations of real advancement. 
If there was ever a time in our national 
history when good Americans ought to 
be studying and absorbing the spirit of 
the Holy Bible and the Constitution 
of our fathers, the instruments of our 
spiritual and political liberties, it is at 
this very hour of test. In my own 
opinion, any plan or program which 
does not square perfectly with the 
plain teachings of these instruments is 
bound to fail. 

Now I think that we must realize 
that there is no possible method by 
which man individually or collectively 
can be immunized against the conse- 
quences either of his errors or of the 
operations of natural laws. Droughts 
and floods and fires and cyclones and 
sickness and other disturbing and 
destructive forces of nature, including 
occasional losses of balance between 
production and consumption, will prob- 
ably continue to keep human society 
busy with the resulting problems of 
readjustments to inevitable changing 
conditions. 

I do not mean to be pessimistic when 
I say that we shall most likely have 
other depressions, probably worse than 
the one from which we are now emerg- 
ing. It will be, in my opinion, a salu- 
tary thing if we can get all of our peo- 
ple to visualize this probability. Those 
who do visualize it are more likely to 
avail themselves of the intervening 
opportunities for preparedness. Then 
if there are enough people who are 
adequately prepared for a depression, 
it will soon spend itself. I firmly be- 
lieve, therefore, that the problem of 
security in industry and out of industry 
is -primarily and essentially a problem 
of education. 


INDIVIDUAL RESPONSIBILITY 
As I view it, economic security can- 


not be conferred any more than spirit- 
ual security can. It must be earned 


by the individual and must be con- 
served by him if it is to be anything 
more than an unreliable temporary 
shelter, subject to collapse upon him 
who stands beneath it. He who in- 
herits opulence from those who have 
earned it is insecure in his bestow- 
ments unless he inherit also the sturdy 
qualities of energy and thrift from the 
sources of his material benefits. 

Frankly, therefore, [ am not in 3ym- 
pathy with the visibly popular drift of 
thought in our country away from the 
exacting requirements of individual 
responsibility and toward the imagined 
powers of human government to pro- 
tect society against the consequences of 
its inefficiencies. The machinery of 
our own government is beginning to 
show the serious effects of the accumu- 
lating strain and wear upon it as it 
seemingly becomes more responsive to 
the will-of active and well-organized 
minorities. And it has always been 
true that as government grows weaker 
and more inefficient, its own appetite 
for power increases, and as that appe- 
tite increases and is fed, it becomes less 
capable of functioning in constitutional 
ways. 

In my opinion it is at this very point 
that the greatest danger to our future 
now lies. Too much is being expected 
of government. Louder and louder 
the voice of the demagogue is sounding 
through our land, and bolder are be- 
coming the forces of resistance to or- 
derly procedure. The number of those 
who openly confess their communistic 
dreams is still relatively small, even 
though it has been growing in this 
season of discontent. That army of 
blind people is not large enough yet to 
constitute a real threat, but there is a 
very real and a very great threat from 
the larger numbers of those who are 
either infected and do not know it, or 
are not yet ready to make open con- 
fession of their wun-Americarism. 


PrincreLes oF Economic SECURITY 15 


From such conditions and sources there 
naturally come, and will probably con- 
tinue to come until the conditions have 
passed, proposals for public unemploy- 
ment insurance and other schemes in 
the name of charity to subtract from 
private responsibility and add to that 
of the government. 


Sounp Principtes Must Br 
RECOGNIZED 


But I realize fully, that if those in 
society who have the larger means and 
opportunities do not recognize their 
correspondingly larger obligations to 
help preserve justice and equal oppor- 
tunity among all classes of people, the 
pressure from beneath is going to be- 
come ultimately strong enough to com- 
pel the employment of unnatural 
methods of trying to secure the ends of 
human aspiration. It is well, there- 
fore, that we confer together as citizens 
for the purpose of trying to discover 
what can and should be done not only 
to meet the emergencies of the present 
situation but also to prepare against 
their anticipated successors. 

In my own thought I cannot divorce 
industry from society. While it is 
true that ours is preéminently an in- 
dustrial nation, it cannot yet be said 
that when security is established within 
industry, the very much larger number 
of people beyond its circumference will 
be secure. As a matter of fact I am 
wondering if there are not more serious 
problems outside than within the realm 
of industry today. I believe there are 
reliable statistics to show that there are 
a great many more people outside of 
industry than inside of it who are out of 
jobs today. I am very sure that is 
true so far as the manufacturing in- 
dustry is concerned. There are not 
more than ten millions of our forty-five 
millions of working population that are 
normally engeged in the processes of 
industrial production. Of these ten 


millions, more than eighty per cent are 
working on either a full-time or a part- 
time basis. Many factories are now 
operating primarily to provide em- 
ployment for their people, and very 
recent reports show that a considerable 
number of those are employing more 
than they normally did, in order to 
help relieve the situation. 

It should be considered in this con- 
nection that there are literally thou- 
sands of independent operators and 
small employers of labor who aze them- 
selves out of employment because of 
consolidations, mergers, combinations, 
and chain stores. As a matter of fact, 
about the unhappiest and most in- 
secure citizen in our country is the 
independent operator in both the in- 
dustrial and the commercial fields, as 
the number of employers constantly 
diminishes and that of the employed 
increases. So we are dealing with an 
economic revolution, and it cannot be 
treated intelligently and very relpfully 
without considering all of the factors in 
the situation. 

The father of the theory of relativity 
recently said that an empty stomach is 
a poor political adviser. That is un- 
doubtedly true. But an empty stom- 
ach is a condition and not a theory, and 
it must be dealt with. There is un- 
doubtedly enough work of all sorts in 
this country today which can be and 
ought to be done to provide sufficient 
opportunity for every person to earn a 
living for himself and his family. To 
prevent empty stomachs and other 
sorts of suffering, every encouragement 
should be given and every effort made 
to so divide this work as to provide 
these opportunities. But this is no 
time to try to establish continuing 
standards of wages and hours of work. 
We should differentiate in our studies 
between temporary problems and those 
of a more permanent character. It is 
in our dealing with the latter sort that 
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we can and should be more insistent 
upon recognizing sound economic and 
political principles. Security in in- 
dustry is one of those problems that 
will not yield readily to temporary 
expediency. 


PREPAREDNESS 


Now, referring to my original propo- 


sition as to this problem of security in 
industry, I cannot get away from the 
idea that we must think, if we would 


think soundly, in terms of adequate . 


and continuing opportunity to earn 
security rather than of security to be 
conferred or vouchsafed by some 
agency other than the individual him- 
self. When good business men think 
of security for their businesses against 
the day of misfortune, they think in 
terms of surpluses. Those businesses, 
therefore, which survive the economic 
vicissitudes of modern industrial life 
are those which build up surpluses out 
of their earnings during the days of 
profitable operation. On the contrary, 
those businesses which are the quickest 
to succumb to bad economic weather 
are those whose leadership has not ex- 
ercised that foresight. 

The building up of corporate sur- 
pluses, therefore, is generally recog- 
nized as not only a sound principle of 
business, but a saving principle, and I 
see no reason why it is not as applicable 
and essential to the economic program 
of an individual as to that of a corpora- 
tion. I cannot conceive of security of 
enduring character apart from the 
practice of thrift and energetic exercise 
of individual responsibility. I know, 
therefore, of no other form of public 
education that has demonstrated itself 
to be so needful as that which touches 
economic conduct. It seems to me 
that every educational agency in the 
Nation should be persuaded to devote 
a measurable proportion of its efforts 
to this common task of impressing ele- 


mentary economics upon the masszs of 
our people. We might call it prepered- 
ness against the inevitable depressions 
in a constantly changing life. 

We have seen, during the depression 
of the last fourteen months, just what 
savings bank accounts have meart to 
our Nation. They have been its salva- 
tion. Except for them the conditions 
of distress would have been infinitely 
worse than they are. The hundreds of 
thousands of those who have >een 
definitely reported as being out of jobs 
are for the most part those who were 
caught without sufficient savings ac- 
counts or surpluses in any form to 
carry them through the storm. Un- 
doubtedly there are other hundrecs of 
thousands who also have been out of 
jobs but who have not been observed in 
any of the bread or soup lines or in 
front of employment agencies or zon- 
gregated around the doors of charitable 
institutions or otherwise exposed ta the 
census taker. These have had scme- 
thing laid aside with which to carry 
themselves and their families on a re- 
duced basis until opportunities for 
reémployment appear. 

So it seems to me that it should be 
continuously emphasized on all public 
occasions, and in every practicable 
way, that there can be no security of 
any sort in this life apart from those in- 
dividual virtues and habits and prac- 
tices which create it. There is un- 
doubtedly too much talk, in my 
opinion, about what employers shculd 
do or what the Government should do 
or what somebody else should do taan 
those who so loudly voice the need that 
something oughttobedone. Certainly 
employers have their part to do, and it 
is a large part. The Government too, 
of course, bears an important relation 
to the problem, and I think it can be 
depended upon’ to do all that it zan 
wisely undertake or can effectively 
accomplish without harmful results. 
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But it is certain that if all employers of 
labor and the Government should do 
everything within their power to do 
properly, there will be enough left for 
the masses of the people to do if we are 
to avoid the severities of future eco- 
nomic changes. 


PRODUCTION AND DISTRIBUTION 


So it is the security of opportunity 
with which we are really concerned, 
and not security against the inevitable 
effects of unused or misused oppor- 
tunity. There will probably always 
be enough of these effects to engage 
the energies of our charitable agencies, 
but we should continuously endeavor 
to reduce their causes. It seems to 
me that the security of opportunity 
hinges upon the stabilization of the 
processes of production and the in- 
strumentalities of distribution. Those 
are problems not easily or quickly 
solved, but I believe that under the 
stimulus of economic necessity we shall 
make continuing progress toward ulti- 
mate solution. 

Just how industrial production can 
be best controlled is a tremendously 
big question. The very thought of 
such control suggests concentrated 
power, and concentrated power is 
ordinarily a dangerous thing, whether 
it be in the hands of government or of a 
group or of an individual. 

I am inclined to think that it is 
chiefly a question of proper distribu- 
tion. I believe that the world can 
consume all that it can produce. But 
the world must not only be able to 
consume; it must have the economic 
power to purchase what it consumes. 
There are enough hungry Chinamen at 


this moment to eat up America’s sur- 
plus food supply in twenty-four hours. 
But China is economically helpless, 
though hungry. Other parts of the 
world are starving while we have been 
complaining about the embarrassment 
of surpluses. 

So, whatever problems we have in 
these connections are world problems, 
and if they are to be permanently 
solved they must be considered and 
treated as such. But the world is look- 
ing largely to America for leadership, 
because America occupies the highest 
economic position among all nations. 
We ourselves cannot lead any faster 
than we are able to overcome ignorance 
and prejudice and selfishness, and to 
develop the will to solve the problems 
in the interest of all people. 


Pusric EDUCATION NEEDED 


I believe that we can and will make 
much faster progress when something is 
done to turn the current of popular 
expectation away from political centers 
as the chief sources of relief, and to get 
fixed in the minds of the people in 
general the idea of security of and in 
opportunity, rather than the thought 
of security as something which can be 
conferred. Then if there were some 
way to get the masses of the people to 
think in terms of their obligations 
rather than their rights, they would 
have very much less occasion, I believe, 
to complain about not getting what 
they are entitled to. 

Again I say that the very biggest of 
our problems is that of public education 
in the fundamental principles which 
govern individual lives and determine 
their rewards. 


A Plea for Social Control and Ownership 


By Pav BuansHarp, Px.D. 
League for Industrial Democracy, New York City 


E are in an emergency—one of 

the worst emergencies in the 
history of America. But we ap- 
proach the problem primarily not as 
hungry people but as people who want 
to think concerning the fundamental 
aspects of the whole problem of in- 
security, so that such a crisis shall not 
occur again. 

I want to discuss three propositions: 
first, that the extent of the seriousness 
of the insecurity of workers is not duly 
appreciated in America; second, that 
private capital and government have 
almost completely failed to meet the 
problem; and third, that the way out 
lies along the pathway of more social 
control and ownership. 


DISPROPORTIONATE DISTRIBUTION OF 
WEALTH 


It is a truism that’ we are the richest 
nation in the world. It is a truism that 
in this nation, with an abundance of 
money and, according to our own esti- 
mate, an abundance of brains, we 
ought not to have a condition in which 
men who are willing to work cannot 
find work, and in which men who do 
work lack security. Yet the truth is 
that the common workingman is not 
secure even while he is working; he is 
certainly not secure when he is unem- 
ployed; he is not secure when he is 
sick; and he has no security against an 
old age of poverty. 

If we did not have enough wealth to 
guarantee security, if our nation were 
poor and disorganized in its economic 
life, there would be an excuse for this 
condition. But the statisticians tell us 
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that every unit of five people in Amer- 
ica has-a yearly income of about 
$3,700. This income is enough to give 
every famuy of five people in America 
security, while the members of the 
family are working, and a decent 
savings account for old age. But our 
distribution of wealth is so idiotic that 
the great majority of our manual work- 
ers and some of our white-collar 
workers are always living on the edge 
of the precipice. 

In this, the richest nation in the 
world, the average wage, reckoning un- 
employment, was in 1927 about twenty- 
three dollars a week. Mr. Edgerton! 
speaks of thrift and the necessity of 
saving. What can a man who sup- 
ports a family do on twenty-three 
dollars a week? Is he able to practice 
thrift? Can he easily put away in a 
savings bank enough to protect his old 


age? 


A MILL WORKER'S Story 
When I discuss the sufferings of the 


man who must live on the average 
working-class income, I think of some 
of the brave fighters in southern cotton 
mill strikes, some of whom I inter- 
viewed for The Nation last winter. 
Here is the story of a mill mother of 
Greenville, South Carolina, as she de- 
scribed to me just how she lived on her 
wage. 
“Yes, I have a husband and five 
children. I am a weaver. At least I 
work in the weave room fillin’ batt’ries. 
I get paid by the day. No, I don’t 
1See “Principles of Economic Secunty,’’ in 
this volume. 
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mind tellin’ you how I live. It is bac 
enough, and we mill folks have stood 
enough without kickin’. 

“I get up at four and start breakfast 
for the children. When you got five 
young’uns it takes a while to dress 
them. The oldest is nine, and she 
helps alot. The others are seven, five, 
four, and three. What do we have for 
breakfast? Well, we-' usually have 
bread and butter and syrup. No, we 
don’t get sweet milk. We get a gallon 
of buttermilk every day for twenty-five 
cents. The children like it. They 
don’t take much to sweet milk. They 
ain’t used to it. 

“After I have got the children 
dressed and fed I take them to the mill 
nursery—that is, three of them. Two 
of them go to school; but after school, 
they go to the nursery until I get home 
from the mill. The mill don’t charge 
nothing to keep the children there. I 
couldn’t afford it anyway. We have 
breakfast about five. 

“I work in the weaving room and I 
get $1.80 a day. That is $9.95 a week 
for five and a half days. [The employer 
was one of the Christian leaders of 
South Caroline.| I work from seven to 
six with an hour for dinner. At noon 
I run home and get dinner for the seven 
of us. The children come home from 
school and the nursery. When the 
whistle blows at six o’clock I come home 
and get supper; then I put the children 
to bed. There is a double bed here, 
and a double bed in that room, and a 
double bed out in the back room. 
(There were four chairs in the house.| 
That’s for the seven of us. 

“I suppose all of the children will go 
into the mill some day when they get a 
bit older. Well need the money all 
right. Yes, my father and mother 
were mill workers too, and they are 
still living and working. He gets $18 
a week, and my mother gets about 88 
a week for working mornings. There 


was four of us children in the family. 
My husband’s father and mother 
worked in the mill, too. I was nine 
years old when I started to work at 
No. 4 at Pelzer. My husband didn’t 
go to school, neither, but he managed 
to pick up reading and he reads books. 

“When supper is over I have a 
chance to make the children’s clothes. 
Yes, I make them all; all my own 
clothes, too. I never buy a dress at a 
store. On Saturday night I wash the 
children at a big wash tub and heat 
the water on the oil stove. I always 
make a coat last seven or eight years. 
My husband gets a suit every two years, 
but he ain’t had one for the last six 
years. He got an overcoat about 
four years ago. 

“Things have been pretty hard with 
us. I like the movies, but I haven’t 
been to one in about six years now, not 
since the children was young. I press 
my husband’s clothes. He half soles 
the children’s shoes and all our shoes. 
See those? Those soles on my shoes 
came from the dime store and cost 
twenty-five cents for the pair. He put 
them on with tacks. I make a dress 
for myself about every six or seven 
months out of cloth I buy in town. It 
costs about twenty-five cents a yard.” 

If we were to go to the farmers of this 
country, I think we might find that 
even while they are working, they face 
the same problem. Our best statistics 
indicate that if the average American 
farmer got a decent interest rate on his 
investment, he would not get for his 
labor more than thirteen dollars a 
week; and some economists estimate 
his income below ten dollars a week. 


INTENSITY OF SUFFERING Not 
REALIZED 
We have a kind of spasmodic concern 
about the whole problem of the in- 
security of workers. We get very 
much excited about it during a great 
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strike of cotton mill workers and during 
a period of unemployment. But at 
other times we call people radical and 
dangerous who insist upon persistently 
underscoring commonplace, ugly facts. 

Ten years ago I went down the 
Bowery, pretending to look for work, 
living on eighteen cents a day, sleep- 
ing on benches, and trying to find out 
how the unemployed workers lived. 
Recently I went down the Bowery, 
and there were three bread lines in five 
blocks. The men were: standing in 
double lines, shivering in the cold, 
stooped, dirty, with a beaten look on 
their faces, waiting from five until seven 
o'clock for a hunk of bread, a cup of 
coffee, a bowl of soup, and a prayer. 
They were the same kind of men that I 
had seen ten years ago, and there are 
the same stories in the newspapers, 
the same headlines about public con- 
cern, and the same lack of an adequate 
program. And on the window of the 
Salvation Army I saw this sign: “Busi- 
ness depressions are cured by moral 
awakening, spiritual revival, and the 
rehabilitation of righteousness.—Roger 
Babson.” 

The physical ruin in those bread 
lines is obvious. The thing that we 
forget is the psychic ruin. I have seen 
men go literally crazy from the horror 
of unemployment. They grew a little 
more stooped and bent and nervous and 
tense each day, until finally they took 
the verdict of society concerning 
themselvés and became unemployable. 
I think we ought to appreciate the in- 
tensity of the suffering of the unem- 
ployed, so that we will not talk too 
much about plans for the future. I be- 
lieve in those plans, as I am going to 
indicate in a moment; but I think if we 
appreciated the intensity of the suffer- 
ing, we would get much more pro- 
_foundly excited about this problem 
than we do. 

The workers are insecure when they 


are on the job; not only because of 
poverty, but also because of fear. I 
was a labor union organizer once, and 
I used to stand before the doors o? 
factories and pass out handbills to men. 
asking them to join the union. Fore- 
men would stand at the door and say. 
“You take that piece of paper and Pl 
fire you tomorrow morning.” And I 
have seen men turn white and refuse 
to take the paper. And I have seen 
other men, who had worked in the shop 
for years, take the paper and be fired 
the next morning. 

We ought to remember that there 
is not only the insecurity of a man who 
gets low pay or a man who is out of 
work, but also the insecurity of tenure 
of a man who works in an industrial 
system controlled entirely by an in- 
vesting class. Such a man is in a sense 
a serf. Except in those few sections 
of industry where labor has organized 
power, the great black weight of fear 
is upon every man’s mind. He says, 
“I may work here, my employer may 
be a good, upright, Christian gentle- 
man; but when I have been here 
ten, fifteen, or twenty years, and I 
start to organize a labor union, and 
I go to him and tell him exactly what I 
think of the wages in his shop, he can 
say, ‘Get out of here. We don’t want 
any agitators around.’”’ . 

Insecurity spreads, too, to the small 
business man. It is indicated in the 
statistics of bankruptcy, which is 
steadily increasing. Two thirds of the 
cases of bankruptcy in recent years in 
the United States have showed no 
assets recovered by creditors. ‘Three 
quarters of a billion a year is a moder- 
ate estimate of the losses that people 
suffer. The thing we call capitalism 
is not a very happy condition of se- 
curity, either for the capitalist or the 
little business man or the worker. We 
in America are constantly driven on by 
a whiplash of speed, of competition, of 
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super-salesmanship. In all classes of 
society except the very top, there is 
a fundamental lack of security. 


Innustry Fars TO MEET PROBLEM 


Now it seems to me rather obvious 
that private industry, in facing this 
problem, has failed. The deficiency 
of most of our leading business men in 
facing this problem is that they suggest 
incidental remedies that always go back 
to the good will of the individual em- 
ployer. Now, I like to see good em- 
ployers. I like to see kind Christian 
gentlemen running factories in Tennes- 
see or anywhere else, but I do not think 
incidental kindness will solve this 
problem, nor that the individual solu- 
tion of the good employer will make 
much difference in a competitive sys- 
tem where the good employer must 
fight the cutthroat employer, and 
where, because of the force of competi- 
tion and absentee ownership, there is 
the constant pressure for higher divi- 
dends. That pressure, in spite of 
decent employers, is almost always 
sure to dry up the milk of human kind- 
ness that exists in tke employing class. 

Let us see just how much the employ- 
ing class has done in this country to 
give security to workers. The Na- 
tional Association of Manufacturers 
likes to see old-age pensions developed 
in private manufacturing establish- 
ments. It has printed a pamphlet on 
the subject. How many of the workers 
of this country have their old age pro- 
tected by private employers’ pensions? 
According to the estimate of Mr. Sar- 
gent, who is the director of the Indus- 
trial Relations Department of the As- 
sociation, not more than 8.6 per cent, 
as an absolute maximum, are thus pro- 
tected. And they have to work fifteen 
or twenty years in one plant, for one 
firm, in order to receive the pension. 
They have no protection if they quit 
at the end of five or ten years and go to 


some other town or some other indus- 
try. They must virtually make them- 
selves a dependent part of the plant in 
order to receive that pension. 

How many schemes are there in this 
country for unemployment insurance? 
According to the National Manufactur- 
ers’ Association’s own estimate, there 
are, aS a Maximum, eight concerns that 
have unemployment insurance for their 
workers, and five labor-employer joint 
schemes, in an industrial system em- 
ploying many millions of workers. 
They tell us to beware of government 
action; they ought to be willing to ad- 
mit the measure of their own failure in 
trying to solve this problem. 

These private schemes designed to 
give security to the worker in a single 
plant have an element of menace in 
them. ‘They are a genuine danger to 
the workers. A man works for a good 
many years in a certain cotton mill, 
we will say, and a union organizer 
comes along and says, “Let’s fight for 
the eight-hour day.” And the boss 
says to the man who has worked ten 
years in that plant, “Remember, Jim, 
if you go out you lose your pension.” 
That takes away from the worker the 
last decent residuum of freedom, that 
is, his right to protest. And the right 
to protest against industrial conditions 
is for the average worker more im- 
portant than even the right to vote at 
the polls. 

We should note, too, the failure of 
private life insurance to meet this 
problem. In 1929 there was much 
boastfulness in the press when it was 
announced that we had one hundred 
billion dollars of life insurance in this 
country. Now, I believe in life in- 
surance, and I think we ought to be 
proud that our country has reached 
that pinnacle of life insurance history. 
And yet, very few of the workers in 
this country who need protection most 
are protected by life insurance. The 
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statistics of industrial insurance of our 
great companies show this. The 
chances are eight to one that a man 
who takes out a weekly-payment life 
insurance policy will allow that policy 
to lapse. Also, the expense for the 
individual poor worker is so over- 
whelming that it makes the cost of 
insurance prohibitive. 


GOVERNMENTAL Action NEEDED 


We ought to appreciate the efforts 
of decent and intelligent employers to 
regularize employment and solve this 
problem by personal kindness; but 
what the employing class has done for 
security, good as it may be, is only a 
drop in the bucket. Private employers 
have failed, and there has been an 
obvious failure of a conservative gov- 
ernment. Mr. Hoover has talked a 
great deal about social engineering and 
planning to meet the dangers of un- 
employment. 

On his recent message he suggested 
$150,000,000 expenditure for public 
works. Well, that was suggested two 
years ago, in the Jones Prosperity Re- 
serve Bill of 1928. For many years, 
Senator Wagner has been fighting in 
the Senate for statistics, for employ- 
ment exchanges, and for a reserve fund. 
Now, when the time of depression 
comes, Mr. Hoover comes forth with a 
remedy that should not only have been 
suggested two years ago, but should 
have been put in force twò years ago. 
And I do not see why the men on the 
American bread lines should feel any 
enormous gratitude for that sort of 
delayed action. 

The question is, will Mr. Hoover 
advocate anything more thorough- 
going? We want to know. We want 
not only phrases about one particular 
form of relief through public works. 
Where does he stand on unemployment 
insurance? Is he going to continue to 
misrepresent it by calling it a dole? 


Is he going to continue to say that we 
will not have the dole in this country, 
when everybody knows that we have 
the American dole, whereas in Euro- 
pean nations they have self-respecting 
compulsory unemployment insurance? 
It seems to me that we ought not to be 
very happy when we look at Washing- 
ton and ask ourselves whether the 
Government is really facing this prob- 
lem. 


A PROGRAM SUGGESTED 


The way out, if there is any way out, 
is along the pathway -.of more social 
control of our industrial processes and 
more governmental action. I verture 
to suggest a minimum program of four 
planks, to which we, as supposedly 
intelligent human beings, may direct 
our attention. 

First, we should have in this crisis a 
maximum of immediate public charity, 
with a minimum of religious propa- 
ganda and a minimum of gratitude. 
I do not see why hungry men who go 
to get bread and coffee and soup in a 
bread line should have a theory of the 
religious nature of the world crammed 
down their throats along with the soup. 
Also, I do not see why the men on our 
bread lines should be expected to be 
especially grateful to those men who 
have surplus wealth who pass some of 
it down to them in time of emergency. 
I know that there are individual cases 
of splendid sacrifice on the part of our 
wealthy people, but the thing chat 
labor wants is not charity. It-wants a 
certain amount of relief that it can 
demand: as a right. The workers do 
not care to act as dogs at their master’s 
table. And they do not want to feel 
grateful for money that should have 
come to them in the first place in the 
form of higher wages. 

The second suggestion in my mini- 
mum program is contributory unem- 
ployment insurance. This is not a 
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dole. Great Britain has contributory 
unemployment insurance plus a small 
measure of dole to make up for the 
deficiencies of the insurance in an 
emergency. But all through America 
unemployment insurance has been 
misrepresented by men who have gone 
to England and have seen people 
hungry and have seen that they still 
had unemployment and that England 
was still poor. Well, unemployment 
insurance was never intended com- 
pletely to solve the problem of unem- 
ployment. It is simply a system of 
scientific relief in which the worker, 
the employer, and the government 
exch contribute a small sum each 
week, and out of the resultant fund 
the unemployed workers draw certain 
benefits. 

There is one fundamental criticism 
of that plan, which is brought out by 
Dr. Leo Wolman. He says that un- 
employment insurance in Great Britain 
sometimes seems to limit the mobility 
of the workers. This should be seri- 
ously considered. We should remem- 
ber, however, that American labor is 
naturally more mobile than British 
labor. We do not have the traditions 
that bind down the British working 
class. Our people do not tend to 
follow the same occupation or live in 
the same village as did their fathers. 

As third and fourth planks in the 
program, I suggest an old-age pension 
for everyone past sixty years of age, 
paid for by the community, and health 
insurance through socialized medicine. 

These things are not fundamentally 
theory. Health insurance, old-age 
pensions, unemployment insurance, 
and public rather than private charity, 
are advocated by every labor move- 
ment in the world except the American 
Federation of Labor, and they are in 
force in most of the so-called civilized 
nations of the world, including practi- 
cally every leading nation of Europe. 


LyreLLIGENT PLANNING OF INDUSTRY 


It is most important that we should 
think about an ultimate program to 
meet this problem of insecurity. If we 
are to have security, industry must be 
p.anned. It is now planned for private 
profit. The planners conflict with 
one another, and the consumers or the 
workers suffer as a result. When a 
s2ce factory can make profits, we build 
nore shoe factories; when a coal mine 
can make profits, we open more coal 
mines; when an oil well can make 
profits, we open more oil wells—re- 
gardless of whether or not we need 
more shoe factories or coal mines or 
zil wells. 

The Encyclopedia Britannica gives 
this description of feudalism: *“ Feudal- 
ism was a confusion, poorly organized.” 
I think the industrial system in which 
we live today is a feudalism poorly 
organized. If we are to remedy the 
matter, we must abandon the con- 
ception that on one side is government 
and on the other side is industry, in 
two separate compartments, and that 
government occasionally interferes with 
industry. We are living in a new 
economic world, a new interdependent 
world, in which government and in- 
dustry are parts of a great organic 
society. The thing we call capitalism 
has resulted in a maldistribution of 
wealth, with recurrent depressions. 
Practically all economists know the 
fundamental reason for that maldistri- 
bution. The man on the bottom gets 
too little; the man on the top gets too 
much, relatively. 

As Mr. Woll? pointed out, the 
common consumers and workers do not 
have enough purchasing power. The 
only point at which I differ from Mr. 
Woll is that I do not see how we can 
trust to private industry to meet the 

4See “The Economic Policy Proposed by 
American Labor,” in this volume. 
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problem. He paints a gloomy picture 
of our troubles being thrown into 
Congress. Well, if private industry 


has failed, there is no other recourse . 


except to the government that is sup- 
posed to represent us. If that govern- 
ment is the wrong kind, let us remake 
it to our own ideal. 


SoclAListic REORGANIZATION DUE 


This may be called socialism. I do 
not deny the description. I agree with 
John Dewey that we are going to have 
some kind of socialistic reorganization 
of society, whether we want it or not, 
because the whole tendency of modern 
economic life is toward more social 
control and ownership. 
railroad rates and banks, and we try to 
regulate electric power, through gov- 
ernment action. Each step as it is 
proposed is called socialistic, and then 
when it has become actual, we recognize 


We regulate’ 


it as a human necessity. In this new 
interdependent world, it is a piece of 
archaic thinking to ask one class—the 
employing class—or one group in 
society to solve this problem. The 
responsibility is collective; the solution 
ought to be collective. 

On closing, it seems to me that most 
economists do not spend enough time 
and energy in constructive planning. 
They are always talking about the 
details of the system in which we live. 
Who is to build the architectural plan 
for future industrial society? Are we 
going to leave it entirely to the scap- 
boxers? J hope not, for their dreaming 
is immature and often irresponsible. 
We need to visualize a practical plan, 
and then we need men whose intelli- 
gence will count in the long, hard fight 
for a world in which security will 
be guaranteed to every productive 
worker. 


The Economic Policy Proposed by American Labor 


i 


By Marraesw WoLL 
Vice-President, American Federation of Labor, Washington, District of Columbia 


HE problem of security in industry 

is one that must be solved unless 
our mechanical progress is to turn upon 
us and render the fruit of our genius 
to bitter disappointment. There is no 
such thing as security as long as fewer 
workers produce increasing quantities 
of commodities for which there are no 
purchasers. There is no such thing as 
security so long as the productive power 
of machinery enables corporate em- 
ployers to reduce the numbers of human 
workers, adding yearly and increas- 
ingly to that tragedy of modern effi- 
ciency, the human scrap heap. 

No one will seriously challenge the 
following facts: Volume of production 
has, since the coming of mass produc- 
tion, gone steadily upward. Num- 
bers of those employed have gone 
steadily downward. ‘Total volume of 
wages has gone down, though the wages 
of those retained in employment have 
gone up. 

The result of these trends has been a 
diminishing mass purchasing power, 
more and more unable to satisfy its 
needs or to move by purchase the 
growing stream of output. Whatever 
other causes may have contributed, 
we have unemployment as the natural 
consequence of a national industrial 
plant that uses its mechanization to 
destroy men and women. This can- 
not continue indefinitely without se- 
vere reckoning. 


DISPROPORTIONATE PRODUCTION AND 
CONSUMPTION 

Almost every industry in the United 

States can with its present equipment 

produce more than can be used, and 

vastly more than can be bought even 
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with the resources available in so- 
called prosperous ' times. Our shoe 
factories can produce fully a third 
more shoes than our people can buy. 
Our coal mines can produce a third 
more coal than our people need to burn. 
Our clothing factories, our food in- 
dustries, our building industry—all can 
produce abundances that our people 
cannot buy, and more than they can 
even use. 

From 1912 to the present there has 
been a steady decrease of the total 
number of workers who could secure 
employment. But from 1912 to 1929 
there was an increase in dividend 
payments amounting to 251 per cent. 
In the same period there was an in- 
crease in interest paid amounting to 337 
per cent. This represented wealth 
extracted from the machinery of pro- 
duction which was not endowed with 
purchasing power and did not sustain 
the human life that created it. 

We have been driving onward, creat- 
ing a system of production. Now we 
must turn toward the creation of a 
system of distribution to balance our 
productive capacities. We have made 
a machine for turning out commodi- 
ties. We must now develop a process 
for getting those commodities to the 
masses of the people. 

There are those that would advance 
that hideous thought called “liquida- 
tion of labor.” ‘That means reduction 
of wages. It means liquidation in its 
most revolting sense. It means turn- 
ing red blood to white. There are too 
many employers, commercialists, and 
financiers, who still believe that Adam 
Smith is alive and that his philosophy 
has virtues. They know machinery 
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has changed, but they believe ideas 
have frozen. Unless ideas change 
with changing machinery there will be 
& disastrous conflict. 

A market filled with surplus labor is 
the old idea, but the new idea dis- 
avows first the market and then the 
surplus. As a matter of fact the an- 
cient manner of viewing the employ- 
ment relation must be discarded. The 
worker’s relation to industry is not the 
relation of a commodity to a market. 
It is the relation of one codperating 
with another to secure a mutually 
beneficial result. The idea that there 
can be, legitimately and acceptably, 
such a thing as a surplus of labor, 
which means a surplus of humanity, 
is repugnant to thinking people. We 
may have and must have surpluses 
which will be reserves, but they will be 
of money and of commodities, not of 
labor. Indeed, why should not in- 
dustry create a reserve to protect 
labor in those periods when produc- 
tion can be slowed down? ‘There are 
reserves for capital; the time has come 
to prepare reserves for labor. 

There can be no more momentous 
error than to discuss the resultant 
question of unemployment wholly or 
mainly from the point of view of sta- 
bility, security, or regularization. All 
of these phases have to do in the main 
with seasonal or with cyclical unem- 
ployment, to the neglect or at least to 
the subordination of those even more 
numerous varieties of unemployment 
somewhat unsatisfactorily classified 
under the heading “technological.” 
Unemployment created by economies 
in labor or due to changing technical 
processes or to the reorganization of 
industry by mergers and other means 
must be met by quite different and 
more radical economic policies than 
those required to moderate or cure 
seasonal or cyclical unemployment. 
As its remedy for this more permanent 


form of unemployment, which has 
been growing by leaps and bounds no= 
merely in recent years but for many 
years, labor offers an economic policy 
which is at the same time the most 
thoroughgoing remedy against cyclical 
unemployment. 


LABOR Proposes A Ponicy 


The policy Jabor proposes would 
affect all industries and all employ- 
ment. It would greatly increase the 
amount of employment during so- 
called periods of prosperity and would 
automatically reduce unemployment to 
a minimum during less favorable peri- 
ods. Labor’s policy can be stated in a 
few words; mass consumption must be 
enabled to keep pace with mass pro- 
duction; the purchasing power of the 
masses must be advanced in direct and 
equal proportion to the economies of 
labor made possible by improvements 
in industrial processes and the organiza- 
tion of industry. 

Purchasing power may be advanced 
either by an increase in the income of 
the masses or by a lowering of prices or 
by a combination of the two move- 
ments. In our industrial society a 
growing part of the entire purchasing 
power of the Nation is in the shape of 
wages. For this reason a steady and 
ceaseless increase of real wages, that is, 
in the purchasing power of wages, is the 
chief factor in any program that aims 
at a steady advance of mass consump- 
tion in proportion to the advancing 
economies of mass production. 

In advocating the steady and con- 
tinuous increase of real wages as the 
chief remedy for unemployment, labor 
is, at the same time, favoring an eco- 
nomic and social policy which is just as 
valuable in other directions as it is in a 
solution of the unemployment prob- 
lem. A higher standard of living for 
the masses of the people must, of course, 
be regarded as the chief goal of every 
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program of social progress. A higher 
standard of living cannot be regarded 
as merely a means to national pros- 
perity—it is the very essence of pros- 
perity in a democracy. This country 
has progressed to a certain extent in 
the direction of a higher general wage. 
But we have merely taken the first 
step towards what is possible in that 
direction. 

It is safe to say that even in the midst 
of our alleged prosperity, only a very 
small percentage of American workers 
attained anything like a satisfactory 
standard. ‘Therefore, the first need of 
the Nation is a higher and higher 
standard of living for the masses of 
people, not solely to provide sufficient 
and increasing employment, but also 
to advance social progress as a national 
policy. 

Of equal importance in labors 
program, and as necessary for the pros- 
perity of the Nation as a whole, is the 
shortening of working time, through 
a shorter working day and a shorter 
working week. This means that part 
of the increasing efficiency of industry, 
which might otherwise merely add to 
the growing ranks of the unemployed, 
would be used to increase the leisure 
time of the American people. The 
effect of this decrease of working hours 
and working days would be not merely 
to improve the intelligence and the civie 
efficiency of the people but also further 
to improve the economic efficiency of 
the Nation. There is no question that 
greater leisure would lead to a greater 
expenditure and to a larger proportion 
of intelligent expenditure; thus there 
would be even a further increase of 
purchasing power beyond that increase 
already referred to. 


OTHER UNEMPLOYMENT REMEDIES 
CONSIDERED 
It is the opinion of labor that the 
adoption of these two policies, higher 


wages and shorter hours and fewer 
work days would increase opportuni- 
ties for employment, leaving a wholly 
minor or secondary rôle for all other 
unemployment remedies, necessary and 
important as some of these may be. 
Supplementary measures are needed, 
of course, to deal with seasonal unem- 
ployment. Also, considerable impor- 
tance must be attached to various plans 
to lessen the hardships of cyclical un- 
employment. But even if seasonal 
unemployment were wholly provided 
for, even if jobs were made secure 
against minor contingencies, and even 
if a minimum amount of employment 
were stabilized, there would still þe 
vast margins of cyclical and technolog- 
ical unemployment to be provided 
against. 

It does not need a great deal of 
thought to understand that there is no 
justifiable reason why in this wealthy 
Nation we should not be able to provide 
an increasing purchasing power of the 
masses which is not only steady but 
which is at least roughly proportionate 
to the increasing productivity of the 
Nation. There is no question of the 
capacity of the great majority of our 
leading industries to carry out this 
program in view of their huge surpluses 
and dividends—especially huge if they 
are compared with the original invest- 
ment, which is the only rational stand- 
ard of comparison. 

Of course, we have a certain number 
of sick industries which require special 
treatment. There is no division of 
opinion among Americans that such 
industries must undergo radical and 
thorough treatment, or that the Nation 
as a whole is able to take care of its 
sick industries, once the remedy has 
been decided upon. Only a minor 
proportion of our industries are in 
this condition, and experience has 
shown that the remedy must differ 
widely in each case. 
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Couuecrive Basis Must BE 
RECOGNIZED 


Finally, America must come to an 
understanding that industry is a col- 
lective enterprise, successful only be- 
cause armies of men and women work 
together in harmony. ‘There is not an 
employer in America that can operate 
his own plant of and by himself alone. 
The new kind of industry has brought 
a new kind of responsibility. Today 
there is a social responsibility on the 
part of industry and employer. We 
are in a collective age and we will sur- 
vive on that basis or not at all. Be- 
yond the demand for democratic prac- 
tice in industry there is a great vision 
of a free people, working out a magnifi- 
cent destiny, surpassing the world’s 
grandest dreams of collective opulence, 
enlightenment, and spiritual develop- 


ment. For this there must be mutual 
recognition of rights, based on earned 
mutual good will, functioning through 
organized machinery schooled in demo- 
cratic methods. 

Industry cannot go to Congress and 
get this salvation. Industry must 
work it out within itself. But, if 
industry does not work it out for itself 
and within itself, if industry stands 
with a frozen back to the wall and 
with a brain paralyzed in the face of a 
new condition, then the masses in their 
desperation may be expected to turn 
to a Congress made responsive by the 
ballots of enraged people, demanding 
abdication of private interests in favor 
of the state. That will be a resort 
fraught with the direst consequences, 
probably unable to survive, prey to 
abuse and chicanery, but accepted 
because there is no other way open. 


Solution of Unemployment Problem Rests 
- with Industry 


1 : Leonagp P. Fox, Pa.D. 


Manager, Research and Information Bureau, Pennsylvania State 
Chamber of Commerce, Harrisburg, Pennsylvania 


HERE is a mounting realization on 

the part of the employer that it is 
poor business to have unemployment, 
that thereby mass purchasing power is 
reduced, that it dislocates the working 
force of the plant, and it does not pay. 
The sooner employers generally get the 
idea that it does not pay to have un- 
employment, the more progress shall 
we make in the direction of eliminating 
it. 

Dr. Blanshard! makes a plea for 
government action. Well, you re- 
member what government action did to 
the railroads; you know what it meant 
to the Shipping Board. Why extend 
it if there is an alternative method of 
relief? We hear much about old-age 
pensions and unemployment insurance 
and health insurance, yet panaceas are 
disavowed. I should say this was a 
very nice collection of panaceas. And 
the intent of it apparently is to have 
this a ready-made world where the 
individual worker shall have no re- 
sponsibility for the future—but to be a 
Russianized American! Personally, I 
do not think a great deal of the pros- 
pect. 


Co6OPERATIVE MEASURES AMONG 
SMALL EMPLOYERS 


I am impressed with what large in- 
dustries are doing to relieve unemploy- 
ment and what they are planning to do 
in the future. But let us remember 
that small industry still predominates 
in the United States: that there are 


1 See “A Plea for Social Control and Owner- 
ship,” in this volume. 


probably less than one thousand plants 
in this country that employ more than 
one thousand workers each; that in 
1928 the average number of wage 
earners per factory was 44.8; and in 
that same year there were only 6,582 
establishments employing more than 
250 men each. In other words, less 
than four per cent of the total number 
of industrial establishments in the 
United States employed more than 250 
men each, although it is true that these 
sixty-five hundred odd establishments 
did employ in the aggregate 4,500,000 
workers, slightly more than half of the 
total number engaged in manufacture. 
This leads me to say that one of the 
big problems facing us in connection 
with the reduction of unemployment is 
to interest the small employer in re- 
ducing unemployment, and to help 
him find ways and means; because ob- 
viously, he does not have the man 
power and the resources which the 
large plant kas, to deal with the prob- 
lem. 

There are agencies at hand for this 
purpose. The county manufacturers’ 
associations in Pennsylvania can sup- 
plement some of their codperative 
work in the field of insurance, codpera- 
tive buying, freight traffic, and so on, 
by deliberately concentrating upon this 
matter of unemployment, exchanging 
experience, and studying it. The 
chambers of commerce can do the‘ 
same thing, and the National Chamber 
has already taken the leadership in the 
matter and published a very good sum- 
mary of literature in the field, under the 
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title, “Balancing Production and Em- 
ployment Through Management Con- 
trol.” 

It is not enough to provide a common 
meeting ground for these small em- 
ployers where they can exchange their 
experiences, but there is a very crying 
need, particularly manifest in Pennsyl- 
vania, for codperative research associa- 
tions. The small employer has no re- 
search staff—he cannot afford it. He 
operates pretty much in the dark, by 
rule of thumb. So I think we can 
afford to take a leaf out of the book of 
New England and establish and oper- 
ate in this state codperative manufac- 
turers’ research associations, where 
the employers can not only talk about 
what they are doing now, but can also 
delve into the future, plan, be prepared 
for meeting situations like this when 
they shall arise again, and devise pre- 
ventive measures. We have preven- 
tive medicine; why not preventive 
clinical research in the field of industrial 
management? I think the time is here 
for it if we but recognize it and go 
ahead. 

I sat in a conference the other day 
where schoolmen were discussing a 
vocational guidance program. And lo 
and behold! no one had the figures to 
indicate whether or not in this particu- 
lar region it was desirable to turn out 
more trained mechanics, more printers, 
more plumbers, or more carpenters. 
Nobody knew. Obviously, if we train 
people for a particular field of endeavor 
and then they find that there is no 
room for them, we certainly have not 
done them a service. The manufac- 
turers’ codperative research associa- 
tions, besides studying unemployment, 
besides helping the manufacturer in his 
market analysis, his sales estimate, his 
budgeting of production, and his di- 
versification of his line, could go irto 
this problem of vocational training, 
which is a vital one. The training 


should not only help the average in- 
dividual to get started in industry, but 
should be so flexible that he can be 
transferred and adjusted in time of 
storm and stress. 

There is a place for colleges through 
their extension work to give not only 
instruction in foreman training, but in 
the fundamental problems involved in 
this matter of unemployment. It is a 
challenge to the colleges. They should 
assume leadership in this matter. 


STABILITY oF ÎNDUSTRIAL ESTABLISH- 
MENTS 


Mr. Edgerton! has discussed se- 
curity in industry. That is a vital 
problem. If industry is not secure, the 
man who works for industry certainly 
is not secure. A study of the Bureau 
of Business Standards indicates that 
if one hundred factories started in 1980 
there would be thirty-eight left by 
1960. In other words, the factories 
would die at the rate of sixty-two per 
cent in a period of thirty years, which 
would make the average life span of a 
factory seven years—remarkably short. 
It is perfectly obvious that if the aver- 
age factory can expect to live but seven 
years according to the mortality table, 
it cannot go very far in planning an 
old-age pension system and devising 
its own private unemployment insur- 
ance scheme, and what not. Some 
codperative method needs to be de- 
vised by which this fatality in industry 
can be lessened and by which unwise 
industrial projects will be nipped in the 
bud before they start. 

A survey by the Metropolitan Life 
Insurance Company shows that in 
Pennsylvania in the years 1926 and 
1927, 182 towns secured through 
branches, relocation of industries, and 
new plants, a total of 868 establish- 
ments, employing 30,011 persons. In 

? See “Principles of Economic Security,” in 
this volume. 
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those same years, the same 182 cities 
reported that 286 manufacturing 
plants, employing 15,281 persons, went 
out of business. That meant disloca- 
tion of employees, and loss of capital 
to the town. There is certainly need 
for community organizations to make a 
closer scrutiny of the new plants and 
to give assistance to those already es- 
tablished, if we ere to maintain indus- 
trial security so far as the plant itself is 
concerned, which is inextricably linked 
with security for the employee. 


RESPONSIBILITY OF EMPLOYERS 


Now, as never before, employers are 
conscious of their responsibility to keep 
workers on the job—as a matter of 
humanity and of good business. And 
what is helping to drive home this re- 
sponsibility is the fact that employers 
everywhere, as members of commu- 


nity unemployment committees, are 
squarely faced with the problem of 
caring for the unemployed. The worker 
wants a job—not charity—and the 
employer is trying to provide the work 
even if it means temporary operation 
at a loss, and an accumulation of in- 
ventory in a declining market. 
Certainly it is our duty to see that 
this growing attitude of responsibility 
on the part of employers does not lag— 
that it does not relax as soon as this 
depression is lifted; for if industry 
cannot solve this problem of unem- 
ployment, as has been intimated here, 
government is sure to come in and en- 
force remedial measures. While such 
further interference in industry may be 
necessary to a degree, I am confident 
that in the main, industry has both the 
will and the capacity to handle the 
problem through private initiative. 


‘| How Workers May Obtain Security of Employment 


By Tuomas KENNEDY 
Secretary-Treasurer, United Mine Workers of America, Hazleton, Pennsylvania 


ANUFACTURERS everywhere 
depend to a great extent, for 
security, on legislation. The manu- 
facturers of Pennsylvania enjoy special 
benefits as a result of their going into 
government. In other words, they 
enjoy the benefits of less taxation 
than any other industry in the Com- 
monwealth. I have noticed that when 
it comes.to questions of security of 
capital, special sessions, not: only of 
Congress, but also of the State Legisla- 
ture, are frequently demanded by asso- 
ciations of manufacturers not for the 
purpose of helping business—but to 
make secure capital invested in indus- 
try. When labor has occasionally 
gone to Congress or to the legislatures 
of our states for the purpose of enacting 
legislation for the protection of old age, 
these very associations have gone into 
the courts and have had legislation 
enacted for security in old age declared 
unconstitutional, That has happened 
in the Commonwealth of Pennsylvania. 


COMPLETE UNIONIZATION 


Many programs have been advanced 
for security in industry. There is the 
theory of the public ownership and the 
popular management of the means of 
production and distribution. There 
are those who believe in private pen- 
sions within an industry, as affecting 
both life insurance and old age. There 
are others who proclaim the virtues of 
unemployment insurance and various 
other means and methods of making 
secure the employment and the rights 
of workers. 

These various suggestions may be all 
right in their place, but I have been in 


industry since I was eleven years of age, 
I have been in a union since I was 
thirteen years of age, and I find that 
the only real security in industry, so 
far as the workers are concerned, de- 
pends on whether or not they have a 
union in that particular industry. 
If the workers have a union, they have 
security; no union, no security. 

Back in the old greenback days, in 
1874, the miners of Pennsylvania, as a 
result of political effort on their part, 
obtained the enactment of an eight- 
hour law. That law never operated 
until 1916, when the United Mine 
Workers of America put into effect 
the eight-hour day through the in- 
strumentality of a complete organiza- 
tion and collective bargaining. 

I would say that in order to accom- 
plish and to stabilize security m indus- 
try in America, we first must have 
complete unionization in American 
industry. I do not mean company 
unionism. Complete unionization of 
industry naturally brings about collec- 
tive bargaining, which in turn brings 
about the fixing of wage scales and 
conditions of employment that will 
permit the workers, under normal con- 
ditions, to save for the proverbial rainy 
day. Jn my opinion, that surplus 
among the workers that has been re- 
ferred to by Mr. Edgerton! can be 
built up only through the complete 
unionization of industry, collective 
bargaining and so forth. 

Let us take a typical industry such 
as the bituminous industry of the 
United States. As a result of ruinous 

1See ‘Principles of Economic Security,” ix 
this volume. 
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competition and lack of organization, 
not only are the miners of that indus- 
try submerged in poverty, but the 
operators as well; so much so that I 
doubt if there are twenty-five soft 
coal operators in the Commonwealth 
of Pennsylvania that are any more than 
ten days ahead of the sheriff. They 
sought to destroy the mine workers’ 
union; they succeeded in destroying 
themselves. 

An example of real forward planning 
in industry is found in the anthracite 
coal fields. The anthracite coal opera- 
tors and the United Mine Workers of 
America signed an agreement last 
August for a period of five and a half 
years. In that contract, means are 
provided to take care of certain condi- 
tions in the industry on the basis of 
present wages and conditions of em- 
ployment. We are working out our 
problems, and I think that as a result 
of complete unionization and collective 
bargaining, probably more stable condi- 
tions obtain in the anthracite mming 
industry than in any other industry in 
America today. 


SUPPLEMENTAL GOVERNMENT ACTIVITY 


In addition to complete unionization 
and collective bargaining, I believe that 
as a supplemental activity we can and 
should step into the realms of govern- 
ment and secure legislation regarding 
old-age pension and any and every 
other subject that concerns the em- 
ployee when he is forced out of em- 
ployment or becomes sixty years of 
age or over. I agree with Dr. Blan- 
shard in his formula covering this 
subject,? in so far as it will be supple- 
mental to complete unionization and 
contractual relationship. I therefore 
look with a friendly eye on the pro- 
gram of unemployment insurance. 

I submit that while government at 
the present time must of necessity re- 
spond to the call of the people in giving 
relief, the greater problem requires a 
solution that will be of lasting benefit. 
The first step is complete unionization 
and contractual relationship, followed 
by supplemental government activity. 


See “A Plea for Social Contrel and Owner- 
ship,” in this volume. 


The Partial Stabilization of Workers’ Incomes 
Through Unemployment Insurance 


By Pavuu H. Doveras, Ps.D. 
University of Chicago, Chicago, linois 


URING the past decade one 
feature of progressive American 
thinking upon the problems of manage- 
ment has been the belief that indus- 
try could conquer unemployment and 
stabilize itself. While the European 
nations, with much of the oriental atti- 
tude of enduring rather than removing 
difficulties, might regard unemploy- 
ment as inevitable, it was said, we would 
demonstrate to the world that American 
ingenuity could conquer this economic 
evil as it had conquered natural obsta- 
cles. ‘The older nations of the world 
might show their effeteness by insuring 
against unemployment, but we would 
do better—we would remove unem- 
ployment. There are still some busi- 
ness men and writers who repeat these 
phrases, but they are fewer in number 
than they were. However, when this 
depression gives way to prosperity we 
are likely to hear this philosophy ad- 
vanced again as a sufficient cure for 
unemployment, and it is therefore per- 
haps worth while to examine it with 
some care. 
The two major causes of unemploy- 


three remedies: (1) stimulation of con- 
sumer demand in the off seasons by 


.INeans of advertising, sales pressure, 


ment at present are seasonal and cycli- : 


cal fluctuations, with two minor causes 
in the form of duplicate labor reserves 
and technical and market changes. 
Let us see what individual enterprise 
can do to remove these causes. 


METHODS or STABILIZATION 


Good management can appreciably 
reduce the amount of seasonal un- 
employment in many industries by the 
adoption of one ar more of the following 
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and price reductions; (2) budgeted 
production, accomplished by drawing 
up a sales budget for the coming year, 
producing at an even rate through the 
months, and storing the surpluses in 
those seasons when current sales are 
light; (8) development of side lines and 
fillers for the off seasons. 

These methods of stabilization zan 
effect some material savings and in 
many cases will abundantly juszify 
themselves in the following ways: (1) 
The retention of a more or less steady 
group of workers through the year will 
greatly lessen the cost of breaking in 
untrained workers, with thei lower 
output and greater spoilage and dam- 
age rate, to meet the peak load. (2) 
By giving regular employment through 
the year, it will not be necessary to pay 
as high an hourly rate, and yet it will 
be possible to obtain a better grade of 
workers who will prefer security and 
higher annual earnings to temporacily 
higher wage rates. (8) The guarantee 
of more or less steady work will re- 
move the temptation for the workers 
to hold back upon production in order 
to make more employment for them- 
selves. (4) Steady production through 
the year will avoid the necessity for so 
many machines and so much floor 
gpace as would be needed were there to 
be pronounced seasonal peaks. Cepi- 
tal changes per unit of output will 
therefore be reduced. 

But while these economies are real, 
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the obstacles in the way of adopting 
such methods are great. The natural 
desire to increase rates of sales turn- 
over, the dearly-bought experience of 
swollen inventories in 1920-1921, and 
the improvement of railroad traffic 
have combined to bring about an in- 
creasing practice of hand-to-mouth 
buying during the past decade, so that 
it is increasingly difficult for manufac- 
turing firms to get retailers either to 
accept deliveries or to order in advance 
of the seasons when sales are highest. 
Furthermore, a program of changing 
the buying habits of consumers through 
advertising is impossible for all but 
giant enterprises or strongly federated 
trade associations, and is hardly cer- 
tain even if inaugurated. 

The method of scheduling produc- 
tion in even monthly or weekly quotas, 
which has incidental costs in the form 
of higher interest and storage charges, 
is chiefly applicable in the case of 
standardized commodities. It is per- 
fectly possible for two such distin- 
guished soap concerns as Procter and 
Gamble and Fels and Company to 
store up soap in the winter to meet the 
summer onrush of cleanliness, since 
Ivory and Fels Naphtha Soap both re- 
main the same, year after year. Virtu- 
ally all cases of successful budgeting of 
this sort, whether by the Packard Motor 
Company, the Gorham Silver Com- 
pany, Hills Brothers, the Griffin Com- 
pany (manufacturers of shoe polish), 
or by any one of a number of other con- 
cerns, are where products can be made 
and stored without fear that they will 
be outmoded by the time they are sold. 


EFFECT OF STYLE CHANGES 


It is far otherwise in the case of 
commodities which are subject to style 
changes. Women’s clothing, for ex- 
ample, is almost literally as perishable 
as green groceries and can no more be 
stored in advance of sale than car 


radishes and celery without ice. 
Women’s shoes are only slightly less 
subject to fluctuations in style, while 
house furnishings and men’s clothing 
also change from season to season. So 
long as the automobile industry is 
fiercely competitive we may expect a 
considerable degree of change in the 
yearly or semiannual models, and, with 
this, great difficulty in the way of 
stabilizing employment. 

If one goes over the typical seasonal 
fluctuations for the major manufactur- 
ing industries as worked out by Miss 
Joy of the Federal Reserve Board and 
published in the Federal Reserve Bulle- 
tin for November, 1930, one is struck 
with the fact that nearly all of the in- 
dustries whose normal employment in 
the busiest month is more than eight 
per cent above that of the minimum 
month are those producing goods where 
the style element is very important. 
Nor do I expect great progress to be 
made in the way of standardizing these 
consumers’ goods in a society like ours, 
which is characterized by free enter- 
prise and the liberty of the consumer; 
for in such a democracy, strongly 
swayed as it is by monetary standards, 
it is almost inevitable that families and 
particularly their feminine members 
should compete in the field of con- 
sumption. In the eternal struggle to 
keep up with and to surpass the neigh- 
bors, and in that other battle which 
goes on all the time among most women 
to obtain a competitive superiority in 
man’s favor, there is a keen desire for 
the novel and the exotic as weapons of 
combat. 

That this desire for difference and 
supposed distinction is spreading into 
unexpected regions is evidenced, I be- 
lieve, by recent developments in the 
sheeting and white-goods industries. 
Whereas sheets were formerly of a 
uniform and white respectability, now 
robin’s-egg blues and royal purples are 
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beginning to creep in and capture the 
fancy of the rising middle class by 
permitting them to indulge in the 
fancy that they are of the industrial 
nobility. At ‘the same time, men’s 
underclothing, as evidenced by the de- 
partment stores, has suffered from an 
outburst of color which at times last 
summer threatened to rival the rain- 
bow. : 

I believe that these are not isolated 
occurrences, and that while standardi- 
zation has gone on and will continue in 
the production of capital goods, it will 
diminish in the field of consumers’ 
goods, and consequently an even 
‘ scheduling of production will be ex- 
traordinarily difficult in those indus- 
tries where seasonal fluctuations are 
greatest. 


Smp Loves AND Fours 

But, it will be said, it will still be 
possible for these firms to adopt side 
lines and fillers for these slack periods. 
That there are real possibilities in this 
direction is unquestionable. But it is 
generally very difficult to find the 
proper side lines to develop. It is not 
enough that the peaks of the respective 
sales periods shall dovetail; it is also 
necessary that the secondary line shall 
be such that it can be produced with 
substantially the same machinery and 
working force as that required for the 
main product, and sold by the same 
sales agencies. 

If one may give a homely illustra- 
` tion, the manufacturer of sleds cannot 
solve his summer problem by the pro- 
duction of ice cream. The H. A. Dix 
Company may find it possible to build 
up the seasonal valleys in the women’s 
clothing industry by manufacturing 
nurses’ uniforms, and the Duchess 
Manufacturing Company to fill up the 
corresponding dips in the production of 
men’s clothing by turning to boys’ 
trousers; but these avenues of escape 


are not open to the vast majority of 
clothing firms. 

Furthermore, it should be rem2m- 
bered that sometimes firms, in their 
praiseworthy zeal to stabilize their own 
business, introduce fillers which ulti- 
mately disorganize the industry. Such 
seems to have been the case with 
women’s shoes. There, if my informa- 
tion is correct, earnest manufacturers, 
filled with the new gospel of stabiliza- 
tion, introduced new lasts to Lelp 
bridge the slack business of early sum- 
mer and late fall. The ‘new lasts 
caught the feminine fancy, other con- 
cerns were forced to adopt similar 
tactics in self-defense, and the result 
has been that instead of having two 
rather sharply defined seasons the in- 
dustry now has a half dozen, with 
styles ebbing and flowing with great 
irregularity. With this rise of fashion, 
the older policies of such concerns as 
the International Shoe Company, of 
producing to stock and of obtaining ad- 
vance orders from dealers, became 
more and more impossible to maintein; 
so that the ultimate result was not 
order but chaos. 

Finally, behind all these fluctuations 
lies the weather, which is subject to 
far more severe changes in this country 
than in Western Europe. Despite zhe 
improvements in building methods, it 
is doubtful whether an appreciable 
diminution in the volume of build-ng 
during the winter months can be pre- 
vented in the northeastern and nozth 
central states. In view of storage 
charges, this fluctuation in climate will 
also continue to cause some seasonal 
unemployment in the bituminous coal 
areas. 

In short, while great progress can be 
made, it seems to me that even if all the 
manufacturers were to become kke 
Henry Dennison, Ernest Draper, Sam- 
uel Fels, and Colonel Procter—which 
is a most unlikely eventuality—they 
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would be doing extremely well if they 
reduced the amount of seasonal un- 
employment by as much as one third. 
This, according to my estimates, would 
decrease the percentage of unemploy- 
ment caused by these fluctuations from 
somewhere between five and six per 
cent to somewhere around four per 
cent. The residue would therefore 
still be considerable. 


PRODUCTION OF CAPITAL Goops 


What, then, about the business cycle 
which falls with especial severity upon 
the metal industries, which produce 
capital goods, and where the seasonal 
movements are relatively low? It is 
sometimes said by distinguished au- 
thorities in other fields that these in- 
dustries could continue to produce their 
commodities during periods of depres- 
sion and store them up for the periods 
of revival which inevitably follow. 
Certainly these commodities are suffi- 
ciently durable not to spoil, and in 
general are sufficiently standardized 
not to be outmoded. 

If the difficulty were only a seasonal 
one, this remedy could be adopted; but 
itis not. The variation is primarily a 
cyclical one, and involves price levels 
as well. In the first place, the goods 
would have to be stored not for a few 
weeks or months but sometimes for a 
year or more. Interest charges would 
be high and so would storage costs, 
when the value per cubic foot is low. 

Even more important, however, is 
the factor of fluctuating price levels. 
Prices fall during periods of depression, 
and their future level, subject as it is 
to the interaction of production, the 
gold supply, the creation of credit, and 
so forth, is uncertain. Businesses are 
therefore reluctant to borrow from 
banks to buy raw materials and labor 
at earlier and higher prices in order to 
turn out goods which in all probability 
must be sold at later and lower price 
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levels. This shrinkage of the margin 
of profit is indeed one of the most fun- 
damental causes of business depres- 
sions; and as long as it occurs, it is idle 
to expect that industry will voluntarily 
subject itself to it in order that the 
wheels may be kept turning. 

The other remedy which is proposed 
is that businesses should advertise 
more in periods of depression and thus 
entice customers to buy. In the 
nature of the case, this method can be 
used only by manufacturers of special 
consumers’ goods and is not applicable 
to producers of either capital goods or 
anonymous consumers’ goods. More- 
over, while it is naturally favored by 
such articulate groups as advertising 
agencies and popular periodicals, it is 
no general remedy. While part of the 
decline might be averted for those 
firms which employed it, there is no 
surety that the costs of advertising 
would not be greater than the gains 
from the added sales effected. Fur- 
thermore, the increased sales of the 
concerns which advertised would prob- 
ably be gained by making the situation 
still worse for those which did not, and 
thus would not effect any general in- 
crease in employment. 

Indeed, the chief accelerating cause 
of business depressions seems to be the 
fact that the quantity of goods pro- 
duced is such, in comparison with the 
existing money incomes, that the 
goods cannot be disposed of at the ex- 
isting price level. The fall in prices 
sets up cumulative forces of the type 
already referred to, which sweep busi- 
ness still farther downward. The diff- 
culty is a general disparity between 
producing power and monetary con- 
suming power, so that prices have to 
break, 

Some individual firms may find 
temporary relief by advertising, Just 
as some nations may find temporary 
security by arming. But the success 
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of such a policy, like that of many 
` others in our competitive world, is de- 
pendent upon a monopoly of it; and to 
the degree to which it is generalized, it, 
like competitive armaments, is self- 


defeating. 


KesPING Low Inventorins 


That businesses can lessen the strain 
of the depression period by not accu- 
mulating large inventories during the 
latter part of the periods of prosperity 
is undeniable. It was one of the proud 
boasts of the decade which has just 
passed that the development of busi- 
ness forecasting and of hand-to-mouth 
buying would largely prevent such sit- 
uations from arising and hence would 
lessen the severity and shorten the de- 
cline of the depression period. A new 
word was coimed by the economists 
to describe those attenuated declines 
which might possibly though perhaps 
not probably occur in that “new eco- 
nomic era” in which we were so con- 
fidently told we were living. Instead 
of the old term “depression” we were 
invited to substitute the softened word 
“recession.” And yet despite the 
valiant efforts of the business fore- 
casters and the assiduous study of their 
services by business leaders, we are 
now in a depression which cannot be 
assuaged by mental healing nor by thé 
repetition of the term “recession,” and 
which bids fair to be as prolonged and 
as severe as the drop of 1920-1921. 

The truth of the matter is that in- 
dividual producers seem to be as help- 
less in the face of a depression as 
Kansas farmers in the midst of a 
cyclone. There is little evidence as 
yet that the business cycle can be con- 
trolled in the predictable future. Cer- 
tainly, so long as we retain the gold 
standard in its present form, it will be 
impossible for one nation alone to 
stabilize its own price level. If the 
gold standard is to be retained and if 


prices are to be stabilized, it will have 
to be by some form of international 
action with pooled gold reserves and 
with a unified credit and discount pol- 
icy. So great, however, are the fears 
and the differences of interest amonz 
nations that it is highly unlikely that 
any such policy can be adopted until 
the world becomes much more of a 
community than it is today. 

In the meantime we shall be com- 
pelled to live and to suffer from ths 
more or less periodic decreases in trade 
and employment. What the world 
needs at present is financial and social 
statesmanship of a high order, shored 
up by an intelligent and concerned pub- 
lic opinion. For this, competent and 
even sensitive business management 
within an individual enterprise is no 
adequate substitute. 


INDUSTRIES UNABLÐ TO STEM 
THE Tipe 


If we turn from a major to a minor 
key, it will surely not be urged that the 
textile industry could have averted 
that drift in popular taste from cottons 
and woolens to silk and rayon which 
has spelled unemployment and disaster 
for its New England sector. Nor can 
it be contended that the coal industry 
either should or could have prevented 
the economies in fuel burning, and in 
the generation of power or the increas- 
ing use of the gas engine which have 
diminished the demand for its product. 

How could the carriage industry 
have resisted the coming of the auto- 
mobile, or the shoe industry the greater 
wearing power of shoes now that driv- 
ing rather than walking has become the 
chief means of locomotion of all above 
the subsistence level? Could the farm- 
ers have compelled the urban-dwelling 
Americans to return to their former 
practice of eating large quantities of 
cereals? Could the piano industry pro- 
tect itself from the blows of the phono- 
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graph, the radio, the tendency toward 
apartment-house life, and the adoption 
by the middle class of other symbols 
of respectability and status? 

Business, as Ernest Elmo Calkins 
once reminded us, has wings; and in a 
fast-changing world, where objective 
situations and internal desires lead to 
the adoption of new goods, the pros- 
perous industry of today may be the 
derelict of tomorrow. And with this 
decline comes unemployment, since it 
takes time for labor to be transferred 
to new industries and new localities. 

Good management may, moreover, 
create temporary unemployment by in- 
troducing technical and managerial 
improvements in industries where the 
demand is inelastic and where the in- 
crease in the quantity demanded is not 
sufficient to offset the advance in out- 
put per worker. ‘The result in these 
cases 1s that some workers will be 
squeezed out of their former employ- 
ment. [tis of course true that in such 
cases the consumers as a whole will 
spend less upon these products than 
formerly, and that the transfer of this 
purchasing power to other industries 
will ultimately give employment to an 
additional number of men equal to the 
number displaced. But here again, 
economic changes do not move in a 
completely synchronous fashion, and 
the intervening period of unemploy- 
ment is likely to be severe. 

Individual business can do some- 
thing to lessen these displacements by 
introducing changes gradually and by 
ceasing to hire while the decline in the 
working force takes place; but a con- 
siderable amount of unemployment 
would still result even if these methods 
were adopted far more generally than 
they are likely to be. Even with im- 
proved vocational guidance and with 
an adequate system of public employ- 
ment offices, the loss would still be 


great. 


Such being the case, while business 
should be encouraged to reduce un- 
employment to the lowest possible 
figure, we should be guilty of false 
optimism if we were to act as though 
American management could by itself, 
in the predictable future, prevent un- 
employment. There is almost as much 
danger in being carried away by the 
buoyant language of many of our in- 
dustrialists as in succumbing to the 
fatalism of Europe. 


STABILIZATION OF INCOME 


But if we cannot expect to stabilize 
employment to any startling extent in 
the years which are to come, we can 
nevertheless stabilize workers’ incomes 
to a far greater degree than is now the 
case, and we can do this in a way which 
will strengthen the movement for 
industrial stabilization rather than 
weaken it. This is by the essentially 
simple method of accumulating reserve . 
funds during periods of prosperity, 
which will be paid out as benefits to the 
unemployed when they lose their jobs 
through no fault of their own. ‘This is 
the practice now employed by nearly 
all well-managed enterprises in so far as 
their investors are concerned. Whereas - 
formerly, virtually all of the net earn- 
ings in periods of prosperity were dis- 
tributed to the stockholders, with the 
result that dividends on common stock 
were almost nonexistent during periods 
of depression, it has now become the 
accepted custom to lay aside a portion 
of the net earnings in good times. 
These are then used to pay dividends 
during periods when current net earn- 
ings would not of themselves be suffi- 
cient to meet the payments. In this 
way the cash incomes of the American 
middle and upper economic classes 
have been greatly stabilized and their 
lives rendered far more secure. 

Thus, according to the Standard 
Statistics Service, the total amount 
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paid out in 1930 in dividends on stock 
and interest on bonds by the corpora- 
tions which reported to them was 8 
billions of dollars as compared with 7.6 
billions in 1929, while in dividend pay- 
ments alone the total paid out was 8.75 
billions as compared with 3.4 billions 
the preceding year.! There was there- 
fore an actual increase in the cash in- 
come enjoyed by the investors in these 
major companies of the country during 
this depression year. 

If this is a good policy for capital, it 
would seem to be also a good policy for 
labor. At present, laborers thrown 
out of work have no reserve except that 
which they have been able to accumu- 
late from their own savings. These 
are likely to be extremely meager if 
the laborers are unskilled or if they 
have two or more dependents. If they 
are both unskilled and have depend- 
ents, the savings are likely to be almost 
nonexistent. If the period of unem- 
ployment is protracted, as it is likely to 
be when cyclical and technological 
causes are at work, the families are 
commonly forced to undergo the most 
painful type of privation and to suffer 
permanent and severe economic, physi- 
cal, and mental losses. 

The only protection which we are 
now able to afford these sufferers is 
through charity. If the spirit of Irony 
were hovering over this land he would 
find a source of sardonic amusement in 
the spectacle of a country which for a 
decade has protested that it did not 
want unemployment insurance because 
it was a dole, and which still so protests 
slowly realizing that under its boasted 
American method all that it can offer 
to those who are in great need from un- 
. employment is the real dole of public 
or private charity. Such charity is 
grossly defective in that it is humiliat- 
ing, inadequate, and uncertain, and it 

1 Statistical Bulletin, Standard Statistics Serv- 
ice, Nov., 1980, p. 15; Jan., 1981, p. 15. 
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seems impossible that any country 
which properly values individual self- 
respect and which wishes to protect the 
worthy from undeserved need can for 
long be content with it. 


REFLEX Errecr or UNEMPLOYMENT 
INSURANCE 


The logical method of attack would 
seem. therefore to be the accumulation 
of reserve funds, to which both workers 
and employers would contribute. This 
is the essence of unemployment insur- 
ance and it is at the farthest remove 
from the practice of doles which we 
now have. If we are not to be deluded 
by shadows, we should press forward 
to extend this type of self-respecting 
insurance as rapidly as possible. In s 
doing we shall be contributing to a 
greater stabilization of employment 
and of industry itself; for we shall b= 
transferring dollars of purchasing power 
from periods of prosperity when men 
are employed and trade is brisk to 
periods of depression when men are 
unemployed and trade is dull. The 
workers will therefore have more 
money in their pockets at such periods 
than they now have, and will be able tc 
buy more goods. How great the re- 
duction in wage earners’ incomes now 
is can be seen from an estimate of the 
Standard Statistics Service that the in- 
come of wage and salaried workers de- 
clined from 44.6 billions of dollars in 
1929 to 85.75 billions in 1930, or a fall 
of 8.85 billions? This, it will be re- 
membered, was at a time when the cash 
income of the investors in the reporting 
corporations apparently increased by 
between five and six per cent. 

The increase in the workers’ purchas- 
ing power would in itself tend to pre- 
vent business from falling as low as it 
otherwise would, and would tend to 


4 General Section, Standard Trade and Seourt- 
izes, Standard Statistics Service, Oct. 15, 1980, 
pp. 2-3. 
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lessen the progressive decline of sales and 
hence of employment which unemploy- 
ment now tends to bring in its train. 
There are two industries in particular 
that would be greatly aided by this 
greater stability of income, namely, 
real estate and installment selling. 
There has been a concerted effort in 
most cities of the country to induce 
workmen to buy their homes on the 
installment plan. As long as the work- 
men are steadily employed they are in 
the main able to meet their payments. 
Once they are unemployed, however, 
and their income discontinued, this be- 
comes extremely difficult and in a large 
percentage of cases actually impossible. 
The result has been that in many thou- 
sands of cases the payments have been 
discontinued and large numbers of 
workers have lost the amounts which 
they have paid in during the past. 
This has been a great loss to the work- 
ers and it has thrown back upon the 


hands of the dealers large quantities of 


property which they thought had been 
finally transferred. 

Under the present uncertainty of 
employment and with no assurance of a 
continuous income it is probably un- 
wise for the average unskilled or semi- 
skilled worker to purchase his home by 
the partial payment method, since he 
subjects himself to the great risk of 
losing part of his original equity. We 
shall:not therefore become a nation of 
home owners unless we, can stabilize 
the income of the workers during peri- 
ods of unemployment. Real estate 
dealers and all who sell commodities to 
the working class by the installment 
method should therefore favor the 
building up of reserves for wages, since 
it would in turn bring greater stability 
to their businesses. 


GRADUATED SCALE or PAYMENTS 


Unlike the European practice, we 
can and should vary the rates which 
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the employers will pay, as among in- 
dustries and among individual firms 
within an industry, according to the 
relative amount of unemployment 
which characterizes them. Industries 
with a high relative volume of un- 
employment, such as women’s clothing 
and iron and steel, should pay several 
times the average, while industries with 
relatively little unemployment should 
pay appreciably less than the average. 
Firms with a high degree of irregularity 
in a given industry should be placed in 
a category with a high rate and firms 
with relative stability in one with a 
lower rate. ‘These rates should be re- 
vised periodically to take account of 
changes in the unemployment record. 
In this way there would be a constant 
incentive for individual firms and for 
whole industries to reduce the volume 
of unemployment. This is totally 
lacking in the European systems with 
their uniform flat-rate and percentage 
systems of assessment. 

So great are the apparent advantages 
of some such method of stabilizing the 
income of the workers that it would 
seem inevitable that it will ultimately 
be adopted in this country. There are 
many who will admit all this but who 
will nevertheless assert that it is a mat- 
ter for industry voluntarily to assume 
for itself. If industry would assume 
it, there would of course be no necessity 
for state action. But the survey 
made by the Industrial Relations 
Councilors shows that prior to the 
adoption of the General Electric plan 
there were, after a decade of experi- 
mentation, not more than nine thou- 
sand workers covered by the voluntary 
plans introduced by the employers 
alone. This was one-tenth of one per 
cent of the total number of wage earn- 
ers in manufacturing, and less than one- 
twentieth of one per cent of the total 
number of industrial workers. The 
adoption of the General Electric plan 
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by nearly all of their workers cannot 
bring the total number covered to more 
than approximately fifty thousand. 
There are about thirty-five thousand 
in trade union plans and about sixty 
thousand in plans managed jointly by 
unions and employers. Thus, after a 
decade of experimentation, there are 
only about 150,000 workers who have 
such protection. Since this is less than 
one-half of one per cent of the total 
number of industrial wage earners, it 
follows that at this rate of progress it 
would take over one thousand years 
for the workers as a whole to be 
protected. 

While I freely admit the mathemati- 


cal danger of extrapolating a curve so 


far from so short a base period, still I 
submit that American industry must 
move infinitely faster than it has if it 
is to begin to cope with the problem. 
Since the plan imposes an added cost, 
it is idle to expect that any large num- 
ber of firms will ever take it up. If the 
accumulation of such reserves is to 
take place on any considerable scale, it 
must be done by state action. But 
we should be clear from the outset that 
state action to compel industry to set 
aside these reserves does not and, in 
my opinion, should not mean state ad- 
ministration of the system itself. 


SUGGESTED FEATURES OF SYSTHM 

While’ opinions will naturally differ 
concerning the form which any such 
system should take, I should like to 
suggest the following features which in 
my opinion it should contain. 

(1) Joint contributions by employers 
and workers are better than contribu- 
tions solely by the employers, as pro- 
posed by some, because the joint system 
would insure more adequate benefits. 
Under our conditions of interstate 
competition, the benefits would be 
likely to be unduly low were the em- 
ployers to be the only contributors. 
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Furthermore, this system would permit 
the workers to share in the control of 
the system instead of having the ins1r- 
ance features controlled by the em- 
ployers as would tend to be the case if 
the employers paid all of the costs; and 
in addition the workers would take 
more interest and pride in the plan. I 
think it well that the state should not 
make any specific contributions at the 
beginning (aside from meeting admin- 
istrative costs) and should only be 
called in to help, for a short period, 
those who have exhausted their clam 
to standard benefits. 

(2) The administration of the insur- 
ance fund should be put in the hands 
of a joint board representing the ac- 
credited organizations of workers ard 
employers, with a chairman for the 
state. In other words, industry itself, 
and not the state, should administer 
the fund. 

(3) The public employment offices 
should be increased in number and 
strength and should be administered by 
the same board, with industrial sub- 
divisions for specific trade groupings 
and with an attached vocational guid- 
ance service. The local offices should 
also be under the joint control of work- 
ers and employers wherever it 18 possi- 
ble to get the two groups to codperate, 
and separate offices for individual in- 
dustries might also be set up under 
similar joint control. 

(4) The rates between industries and 
firms should, as I have urged, be varied 
according to the amount of unemploy- 
ment existing. 

(5) Benefits should be paid primarily 
only to those laid off because of lack of 
work and not to those discharged for 
just cause or who quit voluntarily. 
They should be paid only to those who 
have been employed for wages for at 
least thirty weeks during the two pre- 
ceding years, and should not be paid 


for more than fifteen weeks in any 
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year. The workers would be expected 
to register at the nearest public em- 
ployment office immediately upon be- 
coming unemployed, but no benefits 
would be paid for the first two weeks 
after registration. ‘There should be at 
least four contributions for each worker 
for every week of benefit paid. 

(6) The applicant could not decline 
work at his trade in his locality at the 
going rate of wages if there were no 
strike, and still continue to draw bene- 
fits. After a reasonable period of 
time he might be required, as jobs 
open, to go to other localities or take 
up other trades on penalty of being 
dropped from the benefit roll. Every 
effort should be made to prevent the 
benefits from “freezing” labor - in 
decaying industries or localities. A 
worker should not of course be paid 
for unemployment due immediately to 
strikes and lockouts, but he should not 
on the other hand be compelled to ac- 
cept work under penalty of losing his 
benefit, where such a strike or lockout 
is in process. 

(7) The benefits should always be 
appreciably less than what the worker 
could earn at his work. I should per- 
sonally favor graduating the payments 
roughly in some proportion to the full- 
time weekly earnings, with the per- 
centage decreasing as the income 
increases. Thus, there might be some 
eight groups, with the workers in the 
lowest group receiving fifty per cent of 
the mid-point of their group limits as a 
benefit, and with the best-paid groups 
receiving approximately thirty per 
cent of a given wage in their group. 
I am well aware that this would 
entail more bockkeeping than would 
a flat-rate benefit, but it is so much 
superior that unless the attendant 
administrative difficulties were in- 
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superable, it would seem preferable, 

(8) While it is probably adminis- 
tratively impossible to pay for all 
under-employment within employ- 
ment, nevertheless when these lay-offs 
amount to whole days, these may be 
counted to the credit of the workers if 
reported by them. 

(9) So far as possible, uniformity 
should be preserved among the various 
states passing such measures and it is 
therefore highly desirable to have some 
form of interstate coöperation in such 
matters. 

(10) The state should be given the 
power to require, at its pleasure, that 
those receiving benefits should attend 
adult schools and receive either general 
or vocational training. In this way 
the period of unemployment could be 
made, for a large group, one of develop- 
ment instead of, as now, a time of de- 
generation. The transfer of workers 
from dying industries could also be 
facilitated by preparing the workers for 
alternative occupations. 


OPEN-MINDED CONSIDERATION 
NEEDED 


I should like to hope that these sug- 
gestions may be considered on their 
merits in terms of the actual realities 
of the situation. Under the circum- 
stances, it is cruel irony for members of 
the comfortable classes whose own in- 
comes have been appreciably stabilized 
by the reserve policies of corporations 
to object to the setting aside of similar 
reserves for labor. There is but one 
feature more ironical, and that is the 
spectacle of these same people con- 
tributing small sums of money and 
cast-off clothing as charity to the un- 
employed and at the same time insist- 
ing that the latter should be protected 
from self-respecting insurance, 


A Successful Experiment in Unemployment Insurance 


By Sipney HOLMAN 
General President, Amalgamated Clothing Workers of America, New York City 


O matter what we wish to see done, 

we cannot make any progress un- 

less we have respect for facts. I do 

hope that the country at large will learn 
from the facts now confronting us. 

A little over a year ago it was diff- 
cult not only to discuss but even to get 
a, hearing on the question of unemploy- 
ment. We were quite sure that we, in 
this country, had solved it through 
mass production and the discovery of 
new industries. We were assured that 
it was only necessary to shift a million 
people from one industry into another. 
Today we know differently. I do not 
know, nor do I believe there is anybody 
who does know, the exact number of 
people now out of work. It is esti- 
mated that there are five million work- 
ers totally unemployed—five million 
men and women in search of work, 
with no opportunity whatsoever to find 
any. Probably more than that num- 
ber are partially employed. 


MODERN EFFICIENCY 


There are many reasons given for 
unemployment, supported by charts 
and a great many elaborate explana- 
tions. ‘There is, first, technological un- 
employment, that comes with the 
introduction of machinery and the 
march of mvention. I doubt if many 
of us realize how efficient American in- 
dustry has actually become under the 
influence of these forces. This eff- 
ciency is unquestionably contributing 
greatly to the numbers out of work. 
In this process millions have been 
thrown out of one industry with no 
other to receive them. In our great 
strides in mass production we have not 


provided mass consumption to absorb 
the production. 

In some industries we have seasonal 
unemployment. ‘Today it is very 
proper to discuss the problem of ur- 
employment, though only a year ago 
we were told it was only temporary. 
“In two or three months,” it was said, 
“we will reduce the stocks on hand and 
we will again be on a wave of pros- 
perity.”” I need not dwell upon the 
problems created by unemployment— 
its effects. They are fully apparent in 
any of the large cities in the bread lines 
—the most deplorable, demoralizing, 
depressing sight that any one could 
possibly imagine. 

Now the question is, can we remedy 
the situation, or must we accept it as 
an inevitable part of our industrial lifer 
If we are willing to accept it, are the 
millions of people who are unemployed 
and therefore without the bare neces- 
saries of life going to accept it, and 
have we any right to ask them to ac- 
cept it? 


ACCOMPLISHMENTS IN THE 
CLOTHING INDUSTRY 


I should like to lay before you the 
experience of the clothing industry, 
with which I have been associated for 
many years. Only a few years ago 
this industry was similar in conditions 
to the textile industries; wages were 
low; it was a picture of complete dis- 
organization and demoralization. 

During the last twenty years over 
a hundred thousand men and women, 
having joined our organization, have 
helped to work out a program that is 
accepted today by practically the 
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whole industry. We have reduced the 
working hours from more than sixty to 
forty-four hours a week, and we find 
that even with the forty-four-hour 
week we cannot give employment to 
the workers throughout the year, de- 
spite the elimination of large numbers 
of people from the industry as a result 
of the introduction of machinery and 
greater efficiency. 

As far back as 1928, in the city of 
Chicago, we introduced into the indus- 
try an unemployment insurance fund, 
into which four and a half per cent of 
the total wage bill is laid aside to take 
care of the workers in time of unem- 
ployment. We have paid out to the 
twenty-two thousand workers in the 
city of Chicago close to six million 
dollars in unemployment benefit during 
the last six years. This year, we are 
distributing close to a million dollars 
in unemployment insurance in Chicago, 
and at least m that city, the clothing in- 
dustry is not going to ask the charitable 
institutions to take care of its workers. 

In all our agreements with the em- 
ployers we have made provision for 
equal division of work. ‘This was pro- 
vided for first m a contract entered 
into with the firm of Hart, Schaffner 
& Marx in Chicago in 1911. Under 
this arrangement the work is divided 
as far as practicable among all the 
workers in the factories and we do not 
make as large a contribution to the 
number of totally unemployed workers 
today as do some other industries. 
While the industry is now running 
not more than sixty or sixty-five per 
cent of its normal capacity, less than 
five per cent are totally unemployed. 
Through the unemployment insurance 
fund and the codperation of those who 
are at work, we are taking care of the 
people who will have no opportunity to 
find employment at least for the next 
six months. 

We have written into our contracts 
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the principle of security for the worker 
on the job. Unless the workers violate 
the rules laid down in industry they 
are assured of their jobs if there is a 
job. Consequently we have no prob- 
lem of old age. As long as people are 
willing and able to work, the industry 
permits them to work, no matter what 
their ages are. 

In our contracts in the various cloth- 
ing markets of the country, which are 
now more than eighty per cent or- 
ganized, we try through the research 
department of the union to give the 
industry an analysis of the probable 
course of events in the future. In this 
way we attempt a little regulation of 
the industry so that we do not find our- 
selves completely out of jobs because of 
working without a plan. 

Our organization has succeeded in 
creating a proper feeling and under- 
standing between the employers and 
the workers. With some firms we 
have had contractual relations for over 
twenty years and through the codpera- 
tion of the workers and the employers 
we have managed to Increase wages 
and to raise the standard of living, and 
at the same time we have given efficient 
production, thereby holding labor costs. 
at reasonable levels. 


A CONSTRUCTIVE PROGRAM 


This is the experience of one industry 
during the last twenty years. In the 
light of this experience it is my judg- 
ment that we ought to meet the prob- 
lems now facing the country by formu- 
lating a constructive program, not 
merely for one industry, or for one 
plant, but for industry as a whole. 
The country has a right to expect a 
constructive program from those in 
charge of industry, just as during the 
war, when we were in the midst of a 
critical emergency, there were created 
and brought into our life agencies to 
meet the problems of those times. 
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The first essential step, in my judg- 
ment, is the creation of an industrial 
board representing all the factors in 
industry, employers as well as workers. 
It ought to be the duty, indeed the re- 
sponsibility of this board, to lay out a 
plan for industry. We cannot afford 
to keep on drifting. We must plan 
for our production and we must plan 
for our consumption. As a suggestion 
to the board, I would recommend in 
the first instance that in view of the 
prevailing unemployment of millions 
of workers we ought to place all indus- 
try on a shorter work day and on a five- 
day week. In my judgment, a shorter 
work day and a five-day week, accepted 
by all industries, would almost imme- 
diately absorb, if not all, at least the 
majority of the unemployed today. 

We have heard many suggestions as 
to how to provide for unemployment. 
The suggestion has been made that the 
individual worker should save from his 
salary. I recall the “buy now” cam- 
paigns we have been having for the 
last few months. We are advised by 
the President of the United States and 
by different Jeaders in the community 
that our great trouble ts that people do 
not spend enough. I wonder how we 
‘are going to reconcile the two ideas of 
people saving too much and not saving 
enough. 

- In this age of mass production the 
only practicable way to avoid over- 
production is to find some basis of 
wage levels that will make it possible 
for us to buy the things we produce. 
If too much goes into investments, in 
providing manufacturing facilities, and 
too little into wages, which is consum- 
ing power, we are always bound to 
meet with larger manufacturing facili- 
ties than the consuming market re- 
quires. In my judgment we shall have 
to provide continuously a higher 
standard of living so that we may pur- 
chase and consume the goods we pro- 
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duce. There is no alternative unless 
we are to scrap our wonderful industrial 
machine or are prepared to employ just 
a very few people and keep the rest of 
them unemployed. To meet the situa- 
tion effectively, we must have not 
merely a high standard of living buz 
a progressively higher standard o? 
living. 

Now, on the question of unemploy- 
ment insurance, some people tell us we 
do not want it in this country because 
we do not want the “dole system.’’ 
We do not want the “dole,” but we are 
perfectly willing to accept bread lines 
As a matter of fact, there is nothing tc. 
this objection. 

We sometimes read the financial 
pages of the newspapers and find that 
this or that company has declared a 
dividend on its preferred stock. The 
Postal Telegraph Company declared 
a dividend recently, but they took it 
from surplus and not from earnings. 
Now, it is perfectly proper to set aside 
a surplus to provide for dividends in 
the time when current earnings are in- 
sufficient. I agree that it is a sound 
policy. But if it is perfectly sound 
and American to provide in times of 
plenty for dividends, if it is right and 
sound to provide for the depreciation of 
machinery, then why not put aside 
also a moderate amount of the wage 
bill that can be utilized in time of 
need? 

If all industries were on the same 
basis as our Chicago unemployment 
insurance fund, paying from four and 
a half to five per cent of the total wage 
bill, one year’s reserve for all industries 
in the country would amount to nearly 
one and a half billion dollars. If this 
provision had been made, there would 
have been one and a half billion dollars 
to spend at the time of this depression. 
How much sounder this would be for 
industry, and how much better for the 
people who are in need! 
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Invustry SaouLrb TAKE ACTION 


It is my judgment that industry 
ought to lay aside five per cent of the 
total wage bill for unemployment in- 
surance. I should like to see this done 
by the industries themselves, by means 
of a trusteeship such as we have in ''our 
industry, where the employers and the 
workers through their representatives, 
and an impartial person, like Dr. Bili- 
kopf in New York and Dr. Squires in 
Chicago, acting as chairman of a board 
of trustees, administer such a fund. I 
believe that the best constructive work 
comes from industry itself; but if in- 
dustry has not the enlightened leader- 
ship or the willmgness to provide un- 
employment insurance, then the public 
at large ought to insist that it shall 
be done by the agencies of govern- 
ment through coercion. We cannot 
simply say to the totally unemployed, 
“We are sorry for you, but we have 
nothing to offer you but a bread lme.” 

I consider unemployment insurance 
a legitimate charge on industry. I be- 
lieve that there is enough leadership in 
industry to provide it. 

I think that less than two dozen of 
our leading industrialists and financiers 
if they were to insist that industry 
abandon the policy of drifting and 
commit itself to a constructive pro- 
gram, could prevent the conditions of 
today. It is probably too much to 
ask that this should be done by a dozen 
or two men, but if it is not done, I think 
it is the business of government to say 
to industry, “Present a program; if 
you cannot, then we will make a pro- 
gram for you.” 

I do not know when prosperity will 
return. I do not want to prophesy, 
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but I am afraid we are going to face 
very, very diiicult times in the near 
future. It is all right to be hopeful, 
but I think that a great deal of the un- 
founded optimism of a year ago has 
made conditions worse instead of bet- 
ter. We have been trying to draw ona 
fund of hope and the fund seems to be 
exhausted. It is time for us to con- 
sider the conditions as they are—to try 
engineering in our human industrial 
relations. It cannot possibly be true 
that many people must go hungry just 
because we have too much; it cannot 
possibly be sound economics; there 
must be a way out, and it is the way out 
that [am now suggesting. If we would 
only apply to all industry some of the 
measures that have been tried in the 
clothing industry, which is in a poorer 
position to carry through a construc- 
tive program than most others, I be- 
lieve we woud see daylight in the very 
near future. 


Restore CONFIDENCE AND 
Purcuasmina POWER 


Today, after all, the big problem is 
to find people to buy the goods we have 
produced and are anxious to go on pro- 
ducing. Surely the people who are 
totally unemployed are not in a posi- 
tion to buy. Even those who are em- 
ployed, because of their uncertainty as 
to the future, because they fear the 
loss of their jobs, are afraid to spend 
and are at this moment trying to save 
as much as possible. Let us work out 
a program that will give a sense of se- 
curity to labor and confidence to the 
country. It is only through such a pro- 
gram that we will not only bring about 
a revival of trade but will also place in- 
dustry on a sounder basis for the future. 


Conflict of Public and Private Interests in the 
Field of Social Insurance’ 


By I. M. Rosmow, M.D., Pa.D. 
- Cincinnati, Ohio 


HE social insurance movement in 

America is a product of the twenti- 
eth century. Its practical beginning 
dates back to 1908, during the heyday 
of the progressive movement following 
a period of some ten years of rather 
mild academic discussion. Beginning 
in 1911, workmen’s compensation legis- 
lation almost swept the country in a 
few years, even though the sweepings 
still remain in a few obscure corners. 
Encouraged by this success, the advo- 
cates of social insurance rapidly ad- 
vanced from one program to another. 
Health insurance was definitely pro- 
claimed to be “the next step in social 
progress.” But the War occupied our 
attention in 1917 and the social insur- 
ance movement was almost swept out 
of existence. However, what had been 
achieved remained quite safe. 

In Europe, postwar economies and 
psychology were responsible for more 
social insurance legislation in ten years 
than had been enacted in all of the 
fifty years preceding the War; but in 
the United States, this same postwar 
psychology seemingly killed all efforts 
in that direction. But it seems asif the 
logic of history can be delayed but 
cannot be abolished altogether. It is 
mot so much the wisdom of social 
science but the brutal pressure of 
economic development which has 
brought the movement to life agam in 
1930. 


1This paper was presented at the Twenty- 
Fourth Annual Meeting of the American Associa- 
tion for Labor Legislation in Cleveland, Ohio, 
December 31, 1980. 


Untry or SOCIAL INSURANCE 
FEATURES 


Fifteen years ago it would have been 
quite unnecessary to explain the con- 
tents of the term “social insurance” 
before an academic gathering, but 
during these fifteen years so much has 
been forgotten that definitions have 
again become necessary, particularly 
so because, confronted with some very 
naive mass thinking, the movement 
cautiously adopted a new and varied 
phraseology. While Europe has faith- 
fully adhered to the comprehensive 
title, “social insurance,” the American 
movement speaks of workmen’s com- 
pensation, mothers’ pensions, sick bene- 
fits, medical organizations, old age 
security, wage fund reserves, and what- 
not. It is necessary, therefore, to 
remember that all these measures rep- 
resent various applications of one prin- 
ciple — a collective responsibility on 
the part of organized society for those 
individual mishaps and hazards which 
constantly threaten to deprive the 
family of a wage worker of the continu- 
ous flow of wages which is the basis of 
his participation in economic life. It 
must be remembered that the move- 
ment is based upon the application of 
the insurance principle, but has been 
forced to introduce many modifications 
in the traditional relationship between 
a privately insured person and a private 
insurance organization. These modi- 
fications are largely m the direction of 
shifting the burden of msurance costs, 
either partly or wholly, and sometimes 
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abolishing the insurance premium alto- 
gether, thus substituting the principle of 
assurance for the principle of insurance. 

It is interesting to note that the most 
bitter opponents of the social insurance 
movement are more conscious of this 
unity than are many of its advocates. 
In a virulent attack upon public un- 
employment insurance by a joint com- 
mittee of the National Association of 
Manufacturers and the National In- 
dustrial Council, the question is bluntly 
asked, “Do we wish to establish in the 
United States a complete system of 
public social insurance? ‘That is the 
real issue.” 


RESISTANCE TO WorRKMEN’S 
COMPENSATION 


When workmen’s compensation leg- 
islation began, the initial stimulus came 
from a nondescript and numerically 
small group of experts on social legis- 
lation, supported by the social workers 
—in other words, a part of that in- 
telligentsia whose function in the la- 
bor movement Professor Perlmann 
recently subjected to a destructive 
analysis. Labor, on whose behalf the 
measure was advocated, for scme time 
remained largely inarticulate and even 
indifferent. Jt required a tremendous 
amount of educational effort. The 
employing class was frankly antago- 
nistic. Its resistance to a new burden 
upon industry or at least “a new charge 
upon profits” could be easily under- 
stood and explained. The issues be- 
tween the two opposing interests could 
be easily drawn. The movement 
represented a clear-cut effort to shift 
the burden of economic loss due to 
industrial accidents from one social 
group to another. 

If the legislative influence of these 
two groups were at all proportionate 
to the respective numbers, the re- 
sistance of the employer class could 
have been easily overcome. But the 
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political situation being what it is in a 
democratic country, the road to suc- 
cess was not so simple. Moreover, the 
pure logic of the economic conflict was 
obscured by the interests of 

minor but powerful groups. The legal 
profession had a vested interest in the 
enormous profits from lability litiga- 
tion, and it is no secret that the politi- 
cal and legislative influence of that 
profession is utterly out of proportion 
to its numbers. In justice to the pro- 
fession it must be stated, however, 
that on the whole it accepted the work- 
men’s compensation idea with com- 
paratively little resistance and a good 
deal of grace. 

Another adventitious interest, much 
more sinister and energetic, was that of 
the casualty insurance companies, which 
resisted the very principle as long as 
they could. This interest has proved 
itself to be a detrimental influence upon 
standards of legislation until today. 


ANALYSIS oF Group CONFLICTS 


The two decades of struggle for work- 
men’s compensation legislation (and 
struggle for standards still continues) 
offer rich material for analysis of these 
various group conflicts and of the eco- 
nomic and social reasoning advanced 
by the various interested groups. 

To begin with, seldom do interested 
groups appreciate the more remote 
consequences of proposed legislation. 
Perhaps this is because they are blinded 
by its immediate and obvious effects. 
Evidently deductive economic thinking 
is not so faultless and convincing as 
college professors are likely to assume. 
The layman is neither able nor willing 
to follow the reasoning as to the 
processes of shifting of costs. 

The employer knew that he would 
have to pay the premium. He knew 
exactly on which side of his ledger this 
premium would have to be posted.’ 
The casualty underwriter had so long 
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identified himself with the premium- 
paying employer rather than with the 
injured workman that he considered 
advocacy of compensation principle 
by any insurance man as both folly and 
treason. He was so used to basing his 
profits on his ability to resist the suit 
of the injured workman that he would 
only view with horror a situation under 
which claim adjustment would be claim 
payment rather than claim resistance. 
And even the wage worker was so en- 
tranced by the speculative hope of a 
sensational verdict that he was loath 
to abandon the hope of sudden enrich- 
ment through a serious Injury. 

Time and experience have demon- 
strated what economic arguments 
could not. Perhaps there is no other 
branch of labor legislation that has 
been so completely accepted and has 
become so much a part of an economic 
system as has workmen’s compensa- 
tion. It would be rather difficult to 
find any substantial group expression in 
opposition to it. 

Second, it was only on rare occa- 
sions, only within the narrow limits of 
each group itself, that frank admission 
of the motives was made; among em- 
ployers, that the cost would cut into 
profits; among insurance companies, 
that workmen’s compensation business 
would be ruinous or that it might lead 
to state insurance; among lawyers, 
that it might spell an end to profitable 
damage suits on a fifty-fifty basis. 

Resistance to workmen’s compensa- 
tion was based upon all kinds of seem- 
ingly public, almost philanthropic, 
considerations. The employers were 
deeply concerned on behalf of the con- 
sumer. The cost of goods would rise, 
and states would lose their industries. 
The insurance experts developed an 
inordinate concern for the worker. 
“Better one accident prevented than 
ten compensated,” was a slogan created 
by a literary insurance president. 
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Even the medical profession, frightened 
by the effect of organization of surgical 
aid upon private medical fees, clamored 
for the right of the patient to be treated 
by the physician of his choice. Al 
along, private group interests camou- 
flaged themselves by arguments based 
upon public considerations. 


EXTRAVAGANT STATHMENTS OF 
ADVOCATES , 


This confusion of economic and social 
thinking, partly deliberate, partly the 
result of the perfectly honest process of 
rationalization, was not without its 
influence upon the reasoning of the 
champions of workmen’s compensation. 
If the opponents would rather shame- 
facedly deny both their opposition and 
their arguments today, the advocates 
as well would have a difficult time to 
defend all their statements and prom- 
ises. For instance, it was argued that 
compensation would be cheaper than 
liability, because extravagent verdicts 
would be eliminated; that the entire 
cost would be shifted upon the con- 
sumer; that the effect of compensation 
would be an immediate and rapid re- 
duction of the number of industrial 
accidents. It was even argued that 
introduction of workmen’s compensa- 
tion would result in a material and 
rapid reduction of the amount of chari- 
table relief. 

It is quite certain that some of these 
effects did not materialize. It might 
have been unnecessary to make those 
promises if it had been possible for 
each economic group clearly to formu- 
late its own interest in legislation and 
if the legislative process were a simple 
equation of definite, measurable, rec- 
ognized group influences. In other 
words, these things would have been 
possible if the process of legislation 
were only a process of social accounting 
and not colored by numerous psycho- 
logic attitudes and rationalizations. 
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Heata INSURANCE MOVEMENT 


The history of the shortlived health 
insurance movement was equally com- 
plicated though less productive of 
positive results. The advantages of a 
public responsibility for the losses of 
earning capacity due to illness, and for 
the cost of necessary medical aid to 
millions of wage workers, should have 
been even more obvious than those of 
accident compensation. The case for 
health insurance was so logical that the 
enthusiastic group, somewhat intoxi- 
cated by the success of the compensa- 
tion movement, was confident of im- 
mediate success. If the opposition of 
Jabor was great, obviously labor had to 
be educated to appreciation of its own 
interests. The employers could be 
trusted to have learned through ex- 
perience in compensation, all the 
advantages of a healthier labor force. 
As health insurance by private in- 
surance companies was then almost 
unknown, no attack from that direction 
was expected. 

Nothing can be more damaging in a 
military campaign than the failure to 
appreciate the strength of the enemy, 
except, possibly, failure to recognize 
the allies the enemy may acquire. 
In 1916, health insurance was desig- 
nated as the next step in social prog- 
ress; but by 1980 that particular step 
had not been taken. It is customary 
to blame this failure upon the War, 
which undoubtedly was responsible for 
the sudden collapse of the movement 
by detracting public attention from it. 
And yet a more careful analysis forces 
one to the conclusion that even without 
the War its chances were very slim, 
because of the powerful group interests 
which it affected. 

In many industries compensation 
proved to be a heavier burden than was 
expected, and health insurance for 
industry as a whole would cost many 
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times as much. The powerful in- 
surance interests not only instinctively 
allied themselves again with the em- 
ployers, but suddenly realized the 
tremendous possibilities of the field for 
themselves. The inclusion of the fu- 
neral benefit, though fully justified on 
social considerations, was a grave tacti- 
cal error because of its implied threat to 
the gigantic structure of industrial life 
insurance. The medical profession, 
150,000 strong, was panicky lest the 
principle of private medical practice be 
undermined. An unexpected attack 
came from the Christian Scientists and 
all other medical cults, who saw in 
health insurance a sinister effort of 
conventional medicine to suppress reli- 
gious and medical freedom. 

All these fears, some justified, some 
exaggerated, and some altogether fanci- 
ful, produced such a confusion of group 
conflicts that only a clear recognition 
of the need by the millions of American 
workingmen might have overcome it, 
and that clear recognition was lacking. 
Even within the labor group, one could 
notice a differentiation into group in- 
terests, the young and healthy and un- 
married rebelling against the imposition 
of a burden to be carried by them for the 
protection of the older and the sickly. 

As the movement did not materialize 
in legislation it is impossible to prove 
on the basis of American experience 
how foolish much of the opposition was; 
but when the psychology of opposition 
to health insurance is analyzed, the 
samé conditions are found which we 
have pointed out in connection with 
workmen’s compensation. Clear-cut 
group interests were seldom admitted. 
All kinds of rationalizations were 
brought into force. Ostensibly, each 
group was moved solely by social con- 
siderations. The solicitude for the in- 
terests of the workman who was to be 
saddled by this oppressive measure was 
touching indeed. Health insurance 
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was condemned because it interfered 
with constitutional principles of per- 
sonal freedom. It was condemned 
because it would result in degeneration 
of high standards of medical aid in 
America. It was condemnéd because 
it would interfere with the natural 
right of the poor workman and his 
family to select their own medical ad- 
viser, the right which they now exercise 
to a large extent by waiting in line 
for many hours for admission to a free 
clinic. 

Again, it was the insurance com- 
panies that coined the slogan, “Health 
preservation rather than health in- 
surance.” And again, under pressure 
of these extravagant attacks, the pros- 
elytes of health insurance were tempted 
to make equally extravagant promises 
that the cost would be entirely shifted 
upon the consumer; that the increased 
efficiency of a healthy labor force would 
inerease the profits of the employer; 
that health insurance would almost 
magically improve health conditions 
and reduce the rate of illness; or even 
that health imsurance coming after 
compensation would entirely or almost 
entirely eliminate the necessity for pri- 
vate charity. 

Extravagant as these promises may 
have been when taken literally, a good 
deal of force in many of them has to be 
admitted. Itis a fair assumption that, 
had health insurance been adopted 
fifteen years ago, various adjustments 
would have taken place and American 
industry, American labor, and Ameri- 
can society at large would have ad- 
justed themselves to it as completely 
as have European capital, labor, and 
society at large. 


Morsnrs’ Pension MOVEMENT 


The mothers’ pension movement in 
its objectives, if not in its method, falls 
within the sphere of social insurance 
legislation. Its extent is not so great 
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as that of workmen’s compensation or 
that of the proposed health insurance. 
Also, it is interesting to note that its 
progress was very much more peaceful 
and did not raise the same degree of 
group opposition. Perhaps this curi- 
ous situation may be explained by the 
fact that it was almost smuggled in 
through the back door of charitable 
relief, or that the sentimental appeal of 
widow, mother, and orphans was great 
enough to suppress frank expression of 
group interests. But even here, at 
least one private group interest ap- 
peared in open opposition. It was not 
a numerous or strong one. In justice 
to it, it should be said that the group 
interest was largely subconscious, and 
the group was not altogether united in 
this opposition. The fact remains, 
however, that a substantial proportion 
of the social workers’ profession, par- 
ticularly that branch of it dealing with 
child welfare and family welfare, for a 
short time bitterly resisted the princi- 
ple of mothers’ pensions, the effect of 
which was to be a limitation of the 
sphere of private philanthropy by en- 
croachment of the state. 

No ethical criticism of the group is 
implied. It is not suggested that there 
was a conspiracy of social workers 
based upon a deliberate desire for pro- 
tection of group interests, such as 
could be charged against employers, 
casualty companies, the medical pro- 
fession, ambulance chasers, or Chris- 
tian Science healers, in the case of 
compensation or health insurance. 
The psychology of the subconscious is 
largely due to the higher ethics of the 
conscious. It would be as difficult 
now to obtain admission from the social 
service profession of its opposition to 
mothers’ pensions sixteen or seventeen 
years ago as it would be to obtain from 
casualty companies the admission 
that they fought workmen’s compen- 
sation, 
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REVIVAL OF SOCIAL INSURANCE 
MOVEMENT 


Within the last year or two, the so- 
cial insurance movement has revived 
with somewhat unexpected vigor. 
The reasons for this revival are so 
obvious that it is unnecessary to go into 
them at great length. Perhaps in this 
- respect the present revival is different 
from the original movement of twenty 
years ago. ‘The direct pressure of the 
rising wave of unemployment, with the 
inevitable accompaniment of economic 
discrimination against upper age 
groups, has contributed much more to 
the movement than has the loyalty of 
the remaining handful of the old guard 
of social insurance enthusiasts. Events 
came thick and fast in the movement 
for old age security during 1930, and 
they promise to come even faster in the 
creation of “wage reserves.” If out of 
the crisis of 1930 there should finally 
come a comprehensive and generous 
old-age pension and unemployment 
Insurance system, which the depression 
of 1921 failed to bring about, then all 
the suffering and economic losses of the 
last two years will not have been alto- 
gether in vain. 

It may, however, be dangerous to 
grow too optimistic. In the various 
group conflicts which have already 
arisen in connection with both move- 
ments, considerable parallelism may 
be found with the situation of twenty 
years ago. ‘The old-age pension or 
security laws already enacted in a doz- 
en states, and the many more intro- 
duced in other states, seemingly leave 
industry out of consideration. ‘The 
entire cost is placed upon public au- 
thority, whether county or state or 
both. It is recognized, however, that 
the additional financial burden in- 
volved can be met only by new taxa- 
tion, either upon property or upon in- 
come, and preferably the latter. ‘The 
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large-income class and the employing 
class are largely identical. Already, 
therefore, influential employers’ or- 
ganizations have registered their stren- 
uous opposition. Large insurance in- 
terests, though seemingly not directly 
concerned, are sensitive both to the 
immediate danger of reduction of vol- 
untary insurance and to the more re- 
mote danger involving the very nature 
of the principle of social responsibility, 
and have added the weight of their 
actuarial science to the opposition. 
But of course none of the opposing 
groups is willing to admit that a group 
interest is involved. If the cost to the 
state is ever mentioned, it is always in 
connection with the unfair burden of 
taxation upon the widows and orphans 
or owners of small incomes. Eco- 
nomic, statistical, social, psychological, 
and ethical arguments in opposition to 
the old-age pension are many. They 
have been accumulating for twenty- 
five years, and can be utilized over and 
over again, albeit every time supported 
by new statistics. Old-age pensions 
are not fought because indirectly they 
might cut into profits or large incomes. 
They are not fought because they 
threaten to reduce the volume of ex- 
pensive and ineffective voluntary in- 
surance. They are fought because 
they are un-American, unconstitu- 
tional, and unnecessary. They are 
fought because they would be destruc- 
tive of filial affection, because they 
would break down the spirit of family 
solidarity or the entire spirit of in- 
dependence so characteristic of Ameri- 
can manhood. From the early Massa- 
chusetts report of 1910 up to the latest 
report of the National Civic Federation 
of 1928, there has been very little 
variation in the kind of camouflage 
used, except in so far as it has been re- 
cently painted in much stronger colors. 
When supported by a wealth of 
statistics which, like expert psychiatric 
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testimony, can always be had in suff- 
cient quantities on either side, these 
arguments are not without some 
weight, and our intelligentsia must still 
carry the burden of the work of educa- 
tion, must still prove both the ad- 
vantages to the masses and the ex- 
aggeration of danger to the private 
groups concerned. The alignment of 
social forces has remained largely un- 
changed. Even within the social work- 
ers’ profession, before the whole- 
hearted support of the workers could 
be obtained, careful work was required 
to reassure them that old-age pensions 
did not presuppose the immediate dis- 
continuance of all institutions for 
the care of the aged, nor even the 
denial of propriety of the case-work 
approach. 

The appalling extent of present un- 
employment is acting as a tremendous 
educational force in bringing the neces- 
sity of unemployment insurance to the 
attention of the entire American peo- 
ple. Never before in the history of the 
American social insurance movement 
was there such a clamor for informa- 
tion. It would seem as if the National 
administration in Washington is the 
only important group that has in no 
way demonstrated its awareness of the 
movement. 


ARGUMENTS AGAINST UNEMPLOYMENT 
INSURANCE 


In face of bread lines, soup kitchens, 
flop houses, and food baskets, it takes 
a good deal of courage to come out in 
flatfooted opposition to a system of 
wage reserves. While the National 
Manufacturers’ Association does not 
lack that courage, most of the opposi- 
tion is of a quieter, more diplomatic, 
more insidious kind. Since no statis- 
tics seem to be available, one way or 
the other, little reliance is placed upon 
the statistical data. It might not do 
to point to the great cost involved, 
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because that of itself would be an 
indirect admission of the dimensions o- 
the problem. So the difficulties ot 
proper legislation are used in defense. 
Unemployment insurance is impracti- 
cal. We cannot profit by European 
experience, because our country is sc 
much larger. How can Czechoslovakia 
or Germany or even England serve as 
an object lesson to the greatest and 
richest country in the world? It is 
true that we were willing to adopt 
salvarsan from Germany or T.N.T. 
from England or even go to Carlsbad 
for a cure; but that, of course, is quite 
a different matter. Our mobility of 
labor is so very much greater; and thus 
one of the great tragedies of American 
economic life, itself a consequence of 
the thorough disorganization of our 
labor market and of the absence of se- 
curity on the part of the workman, is 
used as an argument against efforts to 
achieve that organization and that 
security. 

And even if we were able to follow 
English experience, see what the results 
have been in England—a thorough 
demoralization and pauperization of 
the English masses! Of course, evi- 
dence of such demoralization is easy to 
find. It is found in the fact that Eng- 
lish prisons are being torn down, while 
we are busily engaged in floating loans 
to build new ones. It is found in the 
fact that the curve in English crime is 
downward and ours is upward. It is 
found in the fact that infant mortality 
in poor England is thirty or forty per 
cent below that of our own richest 
country in the world. It is also found 
in the fact that that very same mfant 
mortality in the last six months, after 
ten years of unemployment, has been 
the lowest even in England. 

And if all these arguments should 
fail, still the slogan remains, so force- 
fully announced by President Green 
of the American Federation of Labor 
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and immediately accepted by the sage 
of Northampton: “The American work- 
ingman wants a job and not a dole.” 
It is the same good old friénd, “Pre- 
vention versus Insurance.” Prevent 
accidents rather than compensate 
them, substitute health measures for 
health insurance, savings instead of old 
age security, and of course jobs instead 
of the dole. For some reason or other 
it is never argued that fire prevention 
is better than fire insurance, perhaps 
because no movement for compulsory, 
universal state fire insurance has ever 
developed in this country. 

The above analysis, I believe, may 
be useful in the understanding of this 
continuous debate raging around 
various social insurance measures. 
Perhaps its contribution to practical 
politics may be even more important 
than that to scientific sociology, yet 
it is subject to some definite limi- 
tations. 

On one hand, much misunderstand- 
ing has always been found in the work- 
ing masses when measures of such im- 
portance to them have been advanced, 
as for instance the general tendency 
to reject at first any proposal for in- 
surance, because it might require 
contributions. On the other hand, the 
number of understanding and sym- 
pathetic individuals within the em- 
ploying class is sufficiently substantial 
to require recognition. The economic 
man is not always one hundred per cent 
economic. It does seem that each 
organized group is much more intran- 
sigent in protection of its interest than 
individuals need be. As in compensa- 
tion and health insurance, so in old age 
pensions and unemployment benefits, 
some corporations have either under- 
taken experiments on their own re- 
sponsibility or have not been afraid to 
come out in defense of these measures in 
seeming opposition to their grou 
interests. : 
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Somm PRACTICAL CONCLUBIONS 


This brings out one important prac- 
tical lesson, that the educational effort 
of intellectual leadership may well 
direct itself even into the enemy’s 
camp. For this practice of fraterniz- 
ing over the battle lines and carrying 
propaganda into the enemy’s midst 
there is, of course, ample precedent. 
Also, it has often proved very effective. 

A second important conclusion may 
be drawn, that concerted opposition is 
very much more stubborn than con- 
certed advocacy of the measure, and 
not only stubborn but also blind. If 
time permitted, it should have been 
easy to extend the argument to show 
that in the long run each one of the 
measures may and does benefit the 
employing group, the medical group, 
and perhaps even the private insurance 
group. Occasionally, farsighted indi- 
viduals see it. The organized group 
seldom does. 

Third, it is well to beware of the pre- 
vention argument so much used in 
every field of insurance. The argu- 
ment is subtle and seemingly convinc- - 
ing. It is difficult to contradict, be- 
cause of the sympathy for its own 
ideals, and it has frequently been suc- 
cessful in capturing even the ardent 
reformer. That it is used as a red 
herring across the path of social 
progress, that it is fundamentally dis- 
honest in creating the appearance of an 
alternative when no alternative is 
present, is a conclusion which only 
years of experience in the struggle for 
progressive legislation will teach. 

Finally, the application of a whole- 
some dose of modern psychology is 
helpful. The process of rationaliza- 
tion is so powerful that it easily pro- 
duces not only the appearance but 
even the conviction of sincerity and 
honesty. But after all, of what good is 
your opponent’s sincerity and honesty 
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if he is primarily bent upon destruc- 
tion of what you try to accomplish? 
Before examining with painstak- 
ing care all the economic arguments 
and the statistical evidence, it is de- 
eidedly worth while to find out what 
particular group and economic interest 
the proponent represents. Only then 
can the tender solicitude of the small 
but influential employing and owning 
group for the morale, the strength, the 
happiness, and the intelligence of the 
millions of American wage workers be 
appraised at its true value. 


Iy DEFENSE or THE REFORMERS 


I appreciate that the analysis thus 
presented may appear to be decidedly 
one-sided, perhaps even biased. Only 
the advocates of social insurance legis- 
lation appear to possess both wisdom 
and disinterested honesty, while the 
opponents have been credited with 
either one or the other, but never with 
both. Is that, too, a rationalization? 
Very likely, but it is obviously a neces- 
sary one to create the zeal and energy 
and persistence to continue the advo- 
cacy of measures which did not always 
command the respectful attention that 
is noticeable now. 

In other words, the driving power 
comes from the peculiar psychology of 
the reformer, for whom no one in this 
very practical and cynical world of ours 
has any use, from the fundamentalists 
im religion and the economic funda- 
mentalists of the National Civie Fed- 
eration and the National Association 
of Manufacturers, up to the ultra- 
modernists like Mencken, or even Sin- 
clair Lewis, the latest convert to the 
camp of antireformers. 

- Of course in the light of modern psy- 


chology of the unconscious, one may. 


skeptically discount even the pure 
altruism of the reformer. One may 
take it apart and find in it an exag- 
gerated ego, a desire for power, a 
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messianic complex, or even a compen- 
sation for a frustrated love life. 

If thus both sides are rationalizing 
at best, on which side is absolute truth 
and justice? But after all, is that so 
important a problem? We have 
learned this much from the visit of the 
distinguished savant to our shores, if 
we could not, learn anything else—that 
everything is relative in the moral and 
the social, as well as the electromag- 
netic field. The proof of the pudding 
of legislative reform must be in the 
eating, and in what follows after; 
particularly in what follows after. 

That the struggle for social insurance 
is a struggle for public interest, that 
the obstinate opposition to it is largely 
a defense of private vested interests— 
these propositions are demonstrated 
not so much by an analysis of a priort 
arguments as by the very history of 
the movement; by the fact that it 
continues to grow in spite of obstinate 
criticism and opposition; that in fifty 
years practically not a single step has 
been taken backwards, not a single 
structure of social insurance demol- 
ished; that the very opponents have 
almost invariably adjusted themselves 
to that legislation; that they have ac- 
cepted it and learned to appreciate its 
value, and sometimes—sometimes are 
honest enough to admit it. 

And while the altruistic reformers 
battle with stubborn defenders of pri- 
vate, vested group interests, on behalf 
of working masses which often remain 
strangely indifferent, the aloof sociolo- 
gist may be fascinated by the philo- 
sophic contemplation of the struggle in 
its process, the grandiloquent slogans, 
and the peculiar uses to which not only 
sociology but also economics, statis- 
tics, psychology, and ethics are put in 
resisting what appears to be an ele- 
mentary step towards better utiliza- 
tion of the available economic resources 
of modern society for the common good. 


Unemployment Reserve Funds: An American Plan 
To Stabilize Jobs and Purchasing Power 


By Jonn B. AnpREws, Px.D. 
Secretary, American Association for Labor Legislation, New York City 


HREE times within fifteen years 

we have had bread lines stretching 
out in this wealthiest country in the 
world. Thoughtful  citizens—deeply 
concerned about the future welfare of 
our country—-are saying earnestly to 
one another: “Something effective 
must be done about unemployment. 
We simply cannot continue to have 
millions of industrious people periodi- 
cally thrown upon the streets to bear 
unaided the crushing burden of invol- 
untary. unemployment.” And grad- 
ually the conviction is growing that we 
as a modern industrial nation must 
adopt some new, constructive method 
to stimulate and assist industrial man- 
agers in their stupendous task of em- 
ployment stabilization. 

My own active experience in observ- 
ing the result of unemployment ex- 
tends over three major industrial de- 
pressions. J have been impressed with 
the public response to emergency ap- 
peals in times of unemployment crisis. 
I have also noted the public apathy 
toward the subject, following each busi- 
ness revival. 

In 1914, as a member of the mayor’s 
committee on unemployment in New 
York City, I witnessed the temporary 
interest of representative citizens, in- 
cluding such generals of industry as 
Judge Gary of the United States Steel 
Corporation, who served as our chair- 
man. In 1921, as a member of the 
President’s Conference on Unemploy- 
ment, I was impressed with the tem- 
porary earnestness of the substantial 
business men of which that body was 
largely composed under the chairman- 


ship of the then Secretary of Commerce, 
Herbert Hoover. Now, as a member of 
the Citizens’ Committee in New York 
City, under the chairmanship of former 
Governor Alfred E. Smith, I am again 
impressed with the keen interest of rep- 
resentatives of outstanding financial 
and social welfare organizations in grap- 
pling with the emergency problem of 
unemployment relief. 

We need not underestimate the un- 
selfish public spirit—the almost child- 
like enthusiasm—with which we rush 
forward and organize in each emergency 
to dole out charity relief. This Amer- 
ican dole system is necessary now to 
keep industrious men and women from 
starving or freezing to death. But 
we know that it is inadequate, waste- 
ful, demoralizing. 


CONSTRUCTIVE Programs Lae 


In each depression, while the emer- 
gency is pressing, some forward-looking 
citizens in each community codper- 
ate in formulating constructive pro- 
grams for future organization to help 
stabilize employment and to mitigate 
the evil effects of unemployment. 
And the unanimity of opinion as to 
what ought to be done is always strik- 
ing. Sometimes these advance-plan- 
ning people have been impatiently 
thrust aside with the declaration that 
the present is no time to think of con- 
structive programs; that we must con- 
centrate on the raising of money to 
keep men from starving and freezing 
now. Later, after many thousands of 
families have for the first time eaten 
the bread of charity, and when at last 
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business resumes its push ahead and 
eagerly seeks renewed profits in the 
stiff race of commercial competition, 
there is no more unpopular word inside 
or outside the dictionary than “unem- 
ployment.” When the supposed time 
comes for the calm consideration 
of constructive measures, that keen 
public interest in the problem has 
vanished. 

It has been so after every industrial 
depression. After the emergency of 
1921, for example, a carefully thought- 
out constructive program which during 
the depression had been unanimously 
agreed upon by the political and busi- 
ness leaders—embracing such sound 
legislative proposals as more intelligent 
advance planning of public works, 
more nearly adequate public employ- 
ment offices, and better employment 
statistics—received during the years 
of prosperity no effective encourage- 
ment from those leaders. 

It is not only in legislation that this 
strange loss of memory is noticeable 
after an emergency. It is found espe- 
cially among those who are in the posi- 
tions of immediate responsibility as 
managers of private industry. In the 
midst of public interest occasioned by 
the depression of 1921, several employ- 
ers instituted out-of-work benefits at 
their own expense, whereupon the di- 
rector of a great federation of employ- 
ers’ associations announced that leg- 
islation for unemployment insurance 
was not necessary in this country, 
because American employers volun- 
tarily were setting up unemployment 
reserve funds. Convinced that with- 
out the stimulus of legislation this 
development would be meager, we 
promptly offered to publish through the 
pages of the American Labor Legisla- 
tion Remew a current record of all such 
voluntary experiments. Half a dozen 
years later the Industrial Relations 
Counselors, Inc., made a country-wide 
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survey and found fewer than a dozen 
such funds in actual operation. This 
conservative and effective research 
body now concludes: 


It would seem that a wide coverage of 
unemployment insurance, even in so far as 
it is an advantage to the individual busi- 
ness, will come only through legislation. 
Representatives of the company-plan man- 
agements consulted in this investigation 
have expressed an almost unanimous view 
that while properly planned and admin- 
istered schemes of unemployment insurance 
would be an aid to industry, their adoption 
would proceed slowly unless stimulated by 
legislation. 

Confronted by this situation, after 
these additional years of reliance upon 
the voluntary coöperation of industries 
in tacklmg the problem of unemploy- 
ment, are we not now Jjustified*in ex- 
pecting on the part of employers a 
more sympathetic attitude toward pub- 
lic stimulation and coöperation? This 
is a time for humility on the part of 
those who have continued to preach 
that business leaders, if they are let 
alone, will solve our social problems. 

While each emergency lasts, hun- 
dreds of sincere people really expect 
that with the return of prosperity this 
time it will be different. But if science 
is correctly defined as an attempt to set 
forth in orderly fashion the results of 
experience, I hereby make a scientific 
forecast. It is this: 

After the nervous period of this pres- 
ent industrial depression is over, re- 
sponsible citizens—including most pub- 
lic officials and industrial managers— 
will as promptly as possible forget about 
unemployment, unless this time we in 
our collective capacity as citizens do 
something wholly different from what we 
have ever done before. 


PRACTICAL METHOD NEEDED 


What practical method will induce 
continuous efforts to stabilize employ- 
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UNEMPLOYMENT RESERVE FUNDS 


ment and make unnecessary the Amer- 
ican dole system? 

First, may we not agree that when 
business revives, all unemployment will 
not be at an end? From the standpoint 
of stabilization and more scientific 
care of those thrust into involuntary 
unemployment, we shall have a con- 
tinuing problem of large proportions. 
The industrialization of American so- 
ciety and the rapid mechanization of 
industry have exposed an increasing 
proportion of the people to the contin- 
gencies of a wage earner’s life. The 
rise of new industries and the decline 
of old, the speeding up of production 
and the changing habits of consump- 
tion, have each added to these risks. 
It cannot be emphasized too much 
that preventable unemployment, due 
both to seasonal and technological 
causes, threatens to increase rather 
than decrease, unless some new device 
is adopted to stimulate managers of 
industry continually to think about 
employment stabilization. 

A few classic examples among for- 
ward-looking employers have taught us 
that industry can secure a great meas- 
ure of stability of employment if re- 
sponsible business managers can be in- 
duced to use the same kind of brains 
on this important job that they have 
used so successfully in expanding the 
methods of mass production. In or- 
der to turn the attention of all employ- 
ers in this new direction and to hold ü 
there, we must provide them with an 
additional new incentive to stabiliza- 
tion—not sporadic here and there but 
continuous and all along the line. 

Again with scientific approach, let 
us inquire what there is in our practi- 
cal American experience that points 
to an effective method. 


A LESSON FROM EXPERIENCE 


Turn for a moment to American ex- 
perience with another problem of in- 
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ability to work—that caused by indus- 
trial accidents. Until twenty years 
ago it was only the great catastrophes 
that called general attention to the ac- 
cident problem, just as unemployment 
still gives no general concern except 
in times of business crisis. We were 
unable to get accident statistics worthy 
of the name, just as we are now thwarted 
at every turn in our efforts to get 
statistics of unemployment. Compar- 
atively few employers had considered 
accident prevention worth their serious 
consideration, just as now fewer than 
one-half of one per cent of the manu- 
facturing concerns have made any seri- 
ous effort to stabilize employment. 
Only a few scattered employers twenty 
years ago had instituted their own 
accident relief funds, just as now 
scarcely a baker’s dozen of companies 
have voluntarily set up unemploy- 
ment reserve funds. 

Then came compulsory state legisla- 
tion, requiring employers to provide in 
advance for the payment of a propor- 
tion of wages to their employees when 
unable to work owing to occupational 
accidents. Immediately, accident sta- 
tistics were available, because someone 
had a financial interest in the recording 
of this information. Moreover, through 
a percentage of each employer’s pay 
roll paid regularly into a fund, there 
was built up a huge reserve for accident 
compensation. Under this compul- 
sory legislation there is now being paid 
out, quietly and in orderly fashion, 
on account of inability to work because 
of occupational injuries, more than 
$150,000,000 a year. This is more 
than is expended for all charity relief 
by all the public and private welfare 
agencies of this country combined. 

But one of the most beneficial ef- 
fects of our accident compensation 
laws is the incentive given to employ- 
ers to prevent accidents—a continuous 
economic pressure which arouses and 
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sustains a new interest in making the 
work places safe. Those in a position 
to know testify that accident compen- 
sation has been the greatest influence 
during the recent period of mechaniza- 
tion and speeding up of industry in 
keeping the accident rate from becom- 
ing much higher than it is today. It 
was not accidental that the National 
Safety Council was organized shortly 
after the first compulsory workmen’s 
compensation laws went into effect. 

Although accident compensation 
laws were bitterly fought twenty years 
ago, some seventeen million American 
workers and their families now have 
this protection. A new profession of 
safety engineers has grown up. No 
one familiar with the facts will doubt 
the beneficial effect of this legislation. 
Today many employers will tell you, 
“We fought against the adoption of 
accident compensation, but in practice 
the system has been found beneficial 
to employers as well as to the workers 
and to the community as a whole. 
We wouldn’t think of being without an 
accident compensation law in our 
state.” All but four states now have 
that legislation. 


AMERICAN EXPERIENCE APPLIED 
TO UNEMPLOYMENT 


In recent years much thought has 
been given to the possibilities of apply- 
ing this practical American experience 
with accident compensation to the 
problem of unemployment. To Pro- 
fessor John R. Commons, of Wiscon- 
sin, we owe a special debt of gratitude 
for the consistent attention he has given 
this subject. No one claims any ab- 
solute parallel between the problems 
of accident and unemployment, but 
successful experience with workmen’s 
accident compensation in America is 
certainly suggestive of the method by 
which systematic relief may be com- 
bined with an effective incentive to 
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prevention in attacking a persistent 
social evil such as unemployment. 

Out of our successful experience 
with accident compensation in this 
country, and based upon the work of 
representative Americans with special 
knowledge and practical experience in 
unemployment insurance administra- 
tion, and upon the actual operation of 
successful voluntary experiments in 
the United States, there has now been 
developed “An American Plan for 
Unemployment Reserve Funds.” This 


, plan is presented only after months of 


intensive study by an unusually com- 
petent, representative committee called 
together by the American Association 
for Labor Legislation. In its later 
stages of development, moreover, the 
plan was subjected in preliminary 
draft to the criticisms and the sugges- 

tions of outstanding employers, labor 
representatives, labor law adminis- 
trators, economists, Insurance experts, 
and lawyers throughout the United 
States. 

There is abundant information avail- 
able in this country and there has been 
sufficient careful consideration of the 
problem to provide the basis for sound 
legislative action. As editorially stated 
by Colliers magazine, we do not need to 
copy any foreign system of unemploy- 
ment insurance in this country but 
we ought to be able to “roll our 
own.” 

The plan now submitted in the form 
of a tentative draft of an act proposes, 
in brief, that each employer be required. 
to pay a fixed percentage of his pay 
roll into a mutual unemployment re- 
serve fund, out of which involuntarily 
unemployed workers shall receive a 
limited proportion of their wages for a 
limited period of time. This reserve 
fund for purposes of administration is. 
to be divided into industry funds, each 
of which will be managed separately by 
its own representative employment. 
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stabilization board under the super- 
vision of the state department of labor. 
Each industry fund will have its own 
free employment offices, which are to 
be coordinated with the public employ- 
ment service. Stabilization of employ- 
ment is encouraged by provision for the 
payment of dividends from the mutual 
funds to employers on the basis of their 
employment experience. Employers, 
moreover, who furnish satisfactory 
proof of their ability to pay benefits 
equal to those which the reserve fund 
for their industry pays are permitted 
to make payments directly to their em- 
ployees and are relieved from the duty 
of contributing to the fund. Industry 
is thus encouraged to administer the 
plan with a minimum of governmental 
action. Although workers are not re- 
quired to contribute to the reserve 
funds, they may voluntarily elect to 
do so, in which case additional benefits 
are to be paid. Benefits will be paid 
only to workers for whom the public or 
industry free employment offices have, 
upon application, been unable to pro- 
vide suitable employment. 


Goop Busmnass PRACTICE > 

The principle upon which this Amer- 
ican plan is based has recently received 
additional support form hard-headed 
business men who point out that well- 
managed concerns set aside funds out 
of which dividends are paid to share- 
holders when plants are idle. It is 
logical and reasonable, they affirm, 
to set up also an unemployment re- 
serve fund out of which a portion of 
wages may be paid when employees 
are involuntarily idle. 

The Dennison Manufacturing Com- 
pany reports that the setting up of an 
unemployment reserve fund was one 
of the best things that ever happened 
to its business, because it led the com- 
pany’s executives, throughout the busi- 
ness of production and distribution, to 
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think continually about employment 
stabilization. 

The United States Chamber of Com- 
merce recently published a pamphlet 
which declares: 


Possibly the chief advantage of an unem- 
ployment benefit system is the incentive 
which it affords to the employer to reduce 
unemployment. Payments made as un- 
employment compensation can be charged 
directly against operating expenses while 
wastes and inefficiency in operation which 
tend to cause unemployment are the result 
of intangible factors, the cost of which can- 
not be definitely measured. When a fore- 
man is aware that faulty planning on his 
part may result in a period of enforced idle- 
ness for some of his employees which must 
be compensated for from the company 
funds, a great inducement to avoid such a 
contingency is provided. 


John G. Lonsdale, speaking in 1980 
as president of the American Bankers’ 
Association, said: 


Well-managed industry long ago learned 
the wisdom of insuring regular payments of 
dividends by holding back a part of its 
earnings as surplus.... The establish- 
ment and maintenance of an unemployment 
fund would not be a radical change in pol- 
icy, but rather an enlargement of the old 


policy. 


Such a plan enacted into law will 
provide a means whereby those in- 
voluntarily unemployed may be as- 
sured at least a modest measure of 
self-respecting support. A universal 
system of unemployment reserve funds 
will also serve as a substantial reserve 
of purchasing power to be placed in the 
hands of consumers when most needed 
to hasten business recovery. Without 
this legislation, we cannot make the 
adoption of unemployment reserve 
funds universal; the great majority of 
employers will not follow the example 
of those progressive industrial man- 
agers who voluntarily make such pro- 


4 


122 


vision. With such legislation we shall 
be able to protect the conscientious 
employer from the undercutting of his 
less scrupulous competitors. 

This legislation is also necessary in 
order to secure the adoption of the plan 
with reasonable promptness; it should 
not be necessary to wait another dozen 
years for another dozen employers to 
adopt intelligent methods of stabiliza- 
tion which are now so universally 
commended. The proposed legislation 
will, moreover, place the state in a 
position to collect and distribute 
throughout all industry the necessary 
information to help in combating unem- 
ployment. And finally, a universal 
state-wide system of unemployment 
reserve funds will furnish a new in- 
centive to a continuous interest in un- 
employment prevention. 

Ernest G. Draper, Vice-President of 
The Hills Brothers Company, writes: 


Speaking as an executive of a medium- 
sized concern which employs some 6500 
workers in the State of New York and some 
8,000 workers in this and other countries 
of the world, I am unqualifiedly in favor of 
the principles underlying “An American 
Plan for Unemployment Reserve Funds.” 
It is my carefully considered opinion that 
this measure provides the most reasonable 
and the most intelligent attack upon the 
problem of unemployment. If New York 
and other states have the courage and the 
vision to enact this American plan into law 
it will at one stroke do more to aid im solv- 
ing the vicious problem of industrial idle- 
ness than any other measure could probably 
accomplish in the next quarter of a century. 


Pustec RESPONSIBILITY AND 
UNEMPLOYMENT 


In America we have an exceptional 
opportunity to attain a superior eco- 
nomic life. We have a wealth of nat- 
ural resources almost beyond the 
dreams of avarice. Statesmen in 
speaking of our annual production must 
deal in superlatives, for in numerous 
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important products of modern industry 
our country is easily first. In applica- 
tion of scientific principles to the de- 
velopment of improved methods of pro- 
duction as well as to the invention of 
labor-saving machines, we have dis- 
played unsurpassed ability and re- 
sourcefulness in producing more things. 
Is that enough? 

In our hurry to make and sell more 
things we have allowed certain abuses 
seriously to mar the civilization we are 
building. Among them, industrial ac- 
cidents and involuntary unemploy- 
ment stand out as major social prob- 
lems. In dealing with the former 
of these, we have in a public way 
acted sanely, courageously, effectively, 
through a public program of accident 
legislation developed through twenty 
years of conscious application to that 
specific problem. In protecting the 
victims of accident in industry, the 
American public came to understand 
that a portion of their financial loss in 
wages should be paid for as a part of 
the cost of production. The conveni- 
ent method devised for this purpose 
was to require all employers to insure 
in advance against accidents. This 
compensation cost has been added to 
the other costs of production in order 
that it may be spread thin among the 
consumers. Accident compensation is 
established public policy. Now, as a 
matter of practical expediency as well 
as simple justice, why should we not 
frankly and publicly recognize that to 
the victims of involuntary unemploy- 
ment we owe a similar measure of 
consideration? 

Without a vision of the common 
good, any people must perish. No 
civilization worthy the name can be 
built upon a denial of justice to the 
most unfortunate victims of progress. 
In America, I repeat, we have an ex- 
ceptional opportunity to attain a su- 
perioreconomiclife. The measure of its 
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superiority, however, will be determined 
not by the variety of manufactured 
products alone, nor by the number 
of our automobiles, but by the ex- 


tent to which it gives expression to the 
social responsibility of dealing honestly 
and intelligently with such problems 
as involuntary unemployment. 


A Cooperative Program Needed for Industrial 
Stabilization 


By FRANCES PERKINS 
Industrial Commissioner, Department of Labor, State of New York, Albany, New York 


NE is struck by the outstanding 
fact that on the whole, American 
industry has had better mechanical 
brains than economic brains at its 
service. As a result of this, we have 
an unemployment crisis which denotes 
& conspicuous economic failure in 
American industry, concurrent with a 
gigantic mechanical production success. 
Mr. Flanders, a competent engineer, 
in an article appearing recently in The 
Forum, pointed out with great skill 
that the engineers could smother us 
with a plethora of manufactured goods 
at any time they wished to do so. A 
few years ago Mr. Hoover, then Secre- 
tary of Commerce, pointed out to us 
that we now had in America, with our 
plant equipment and our machinery 
investments, the ability to manufac- 
ture in eight months all that we could 
consume in twelve months. That 
process of efficiency and mass produc- 
tion has been going on continuously 
ever since; and every year our technical 
and mechanical schools are sending out 
men and women trained in the latest 
technique of management and in an 
understanding of mechanics, physics, 
and chemistry, who are ready and will- 
ing to apply their science and their skill 
to modern industrial methods. 


Lack or Appirmp Economics 


This has been the case for the past 
ten years, and the resultant great in- 
crease in production and great de- 
crease in the unit cost of the product 
give us a surplus of manufactured 
goods. In other words, we appear to 
have reached a high peak of productive 


power without a corresponding knowl- 
edge of economics on the part of our 
great industrial managers. ‘There are 
a great many profound and wise think- 
ers in the field of economics, but for the 
most part they have not been able 
to put their knowledge into action 
through the industrialists and the 
business and banking organizations of 
the world. Is-this, perhaps, the next 
step? 

The man working in the realm of 
physical science has the immediate test 
of reality always facing him. As a 
matter of fact, if his theory does not 
work, he frequently blows up, which is 
perhaps a good thing. If the econo- 
mists could put themselves under such 
pressure that they had to stand or fall 
by the realistic test of their theories in 
the solution of a problem, we might get 
sounder and more active thinking and 
practice in this particular field. Some 
tremendous realistic stimulus must be 
given to our economic thinking if we 
are to have economic advice which is 
comparable to the advice which the 
modern industrialist receives on me- 
chanical subjects. If industries are 
to go on with their programs of sta- 
bilization, they need impartial eco- 
nomic advice, so that they may be 
armed with facts. ; 

We have come to a situation in 
which we are faced with too much pro- 
duction and too little consuming power. 
To any manufacturer, nothing could 
be more satisfying than to know that 
there were in the community hundreds 
and thousands of families who were 
able to buy, year after year, a normal, 
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regular amount of the product which 
he manufactures. So, the problem is 
how to bring about a proper and ade- 
quate distribution of purchasing power, 
which is, of course, income. 

It is obvious that in mass produc- 
tion the great bulwark of consumption 
must be in the power of those who work 
for wages to purchase what our farms 
and our manufacturers produce. The 
average wage in the United States has 
been, according to the latest available 
figures, about $1,205 per year. It does 
not take a great company of economists 
to deduce that that wage is not suff- 
cient to enable one to buy liberally the 
product of our manufacturers, and it is 
equally obvious that there is a very 
definite limitation on the power of in- 
dividuals with great incomes to con- 
sume more than a modest amount each 
year of the same product. It is im- 
possible for a millionaire to eat any 
more bread than a common laborer. 
It is one man, one loaf, and the fact 
that he has more money does not make 
it possible for him to eat and digest 
any more of the product of our 
great manufacturing bakeries and our 
great flour mills and great yeast 
mills. 

If we think of our population as the 
manufacturer does, as a potential 
market for mass production, a market 
essentially for the maintenance of 
present-day industrial equilibrium, it 
is clear that one family having an in- 
come of a hundred thousand dollars a 
year is far less valuable to the manu- 
facturers as a consuming unit than are 
thirty-three families with incomes of 
three thousand dollars a year per fam- 
ily, spending the same total. The lat- 
ter will buy more of the staple 
manufactured products. The sooner 
manufacturers, merchants, and bank- 
ers understand this, the sooner we shall 
reach a consumption equilibrium based 


upon a more economic distribution of 


the profits from labor-saving machin- 
ery. High wages are an essential of 
mass-production civilization. 


Factors OPERATING FOR 
UNEMPLOYMENT 

The industries in this country which 
have successfully stabilized their own 
production and employment plans 
have done so by utilizing certain eco- 
nomic principles and harmonizing man- 
agement plans with them. Different 
techniques have been employed for the 
different types of instability and unem- 
ployment. Some industries find their 
irregularity due to seasonal variation; 
others find that their chief problems 
arise from the great speed with which 
technological improvements are being 
made in the industry. Chronic unem- 
ployment haunts certain of, our indus- 
tries, due very largely to the practice 
of individual plants of maintaining 
large labor reserves, only partially em- 
ployed, but held in a relationship to the 
plant in order to meet the busiest 
days and seasons. ‘This is particularly 
true in the building trades and the steel 
industry, where there is constant main- 
tenance of a large reserve, employed 
just enough to prevent it from making 
for itself a permanent relationship 
in any other occupation, but never 
completely and adequately emploved 
in the enterprise to which it is 
attached. 

These factors make for unemploy- 
ment even in the best of seasons, and 
their cumulative effect is a considerable 
cause of our continuing cyclical depres- 
sions. These types of unemployment 
and their concomitant slackening of 
spending power accumulate over a 
period of years and contribute to the 
suddenness end the depth of our indus- 
trial depressions, which we, as a na- 
tion, always regard as something as- 
tonishing and unforeseen. 

Added to these items there is the in- 
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stability and unemployment due to 
sharp depressions caused by the inter- 
action of many complicated and intri- 
cate economic forces over which we, as 
a human race, appear to have estab- 
lished no kind of adequate control. It 
is my belief that in the not too distant 
future we shall establish some sort of 
social control over these forces. We 
have harnessed the forces of nature and 
brought them under our definite con- 
trol. Can we not also bring under the 
control of an organized, orderly, well- 
wishing society some of these economic 
forces which in their interactions bring 
about such bad results? 


NEED or ÅDJOSTMENT to MODERN 
SPEED 


As a matter of fact, the economic 
machine, which the older economists 
relied upon to right itself, does show 
signs of strain and creaking under the 
modern speed. To some extent, this 
speed is what interferes with the old 
automatic adjustments. What with 
speed in transportation and communi- 
cation, we know what happens in the 
uttermost parts of the earth, almost 
before the people who live within 
twenty miles of the occurrence know 
about it. The time element, out of 
which this slow-working economic ma- 
chine did right itself, is not present to- 
day, and we get these crashings of 
various influences, greatly augmented, 
and we fail to get the normal righting 
of the situation. There is no reason to 
believe that we cannot control these 
economic forces if we can sufficiently 
know what they are. 

Tt is significant that recently two 
groups of engineers have undertaken to 
put their minds to some of these eco- 
nomic problems. Engineers are realis- 
tically minded people. There is less 
argument among engineers than among 
any other group of people I know, be- 
cause they all accept the same funda- 
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mental data, and if that is proven to ke 
true, they do not dispute it—they do 
something about it. Ifthe weight that 
has to be supported by a pillar is 
greater than the pillar’s strength to 
maintain it, they do not dispute wita 
the pillar, they do something about it. 
So they get the habit of bringinz 
strange, interacting forces under con- 
trol, 

It is interesting that Dr. H. S. Per- 
son, as an engineer, in making out his 
agenda for the meeting of the Tayloz 
Society, did not find it at all incompati- 
ble with the modern conception of life 
to indicate that economic forces coulc. 
be brought under control by codpera- 
tive enterprise. Out of the codpera- 
tion of industrial management, econo- 
mists, and engineers, with government 
to keep a steadying hand and see that 
the direction 1s in the way of sound 
publice policy, we may in the not too 
distant future develop the beginnings 
of control of these economic forces 
which, after all, arise out of human in- 
stitutions. And who that has seen the 
habits of opening windows at night and 
of daily brushing the teeth come upon 
an unwilling population, can tell me 
that human habits cannot be changed? 
They can be changed if it is right to 
change them. 

The best of our industrial managers 
in America have some conception of the 
difference between right and wrong. 
They have put into the molding of the 
human material and the physical ma- 
terial which is in their hands emo- 
tional and ethical conceptions which 
have made their institutions socially 
valuable, resulting in better lives for 
men and women working in those indus- 
tries, for the users of the products, and 
for the community. An industrial 
institution so formed may be regarded 
as a thing of beauty, an ethical and 
moral contribution to our common 


life. 
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SUCCESSFUL METHODS or 
STABILIZATION 


In the efforts to stabilize individual 
industries or enterprises, methods 
chosen have fallen into several princi- 
pal groups.! This would naturally be 
so in dealing with the specific problems 
arising in the various industries. There 
is no general rule of stabilization that is 
universally applicable. I wish to dis- 
cuss briefly, however, several methods 
which have been found useful. 

First, we have in the seasonal indus- 
tries a definite attempt to stimulate 
consumption and dealer demand dur- 
ing the off season. Procter and Gam- 
ble have made an outstanding experi- 
ment in that type of stimulation. By 
making price reductions on goods 
which are ordered on an annual basis, 
the dealer is encouraged to order his 
goods well in advance of the time when 
he is going to sell or use them. The 
Procter and Gamble Company stores 
the soap and makes delivery to the 
dealer as he can useit. By this method 
the company is able to foresee defi- 
nitely its own annual requirements and 
to regulate its production accordingly. 

This technique of stabilization, of 
course, has to be varied according to 
the industry. The Hickey-Freeman 
experiment of selling gentlemen’s Ches- 
terfield Overcoats in the off seasons is 
decidedly interesting, because here is 


1 For further information on this subject, see 
the report of Governor Roosevelt’s Committee on 
Stabilization of Industry. It is a convenient, 
concise presentation of the best that is known to 
date as to the technique of stabilization in mod- 
ern industry. It will mterest the busy indus- 
trialist who wants a quick summary to enable 
him to make certain deductions without consult- 
ing individual reports. Dr. Dougles (author of 
“The Partial Stabilization of Workers’ Incomes 
through Unemployment Insurance,” in this 
volume) was the technical adviser to Governor 
Roosevelt’s Committee, and is in a very large 
measure responsible for the collection of the 
data to which we have all had reference. 


what is known asa high styleline. By 
putting these high style garments into 
circulation as commodity products and 
standardizing the Chesterfield Over- 
coat, the manufacturers have been able 
to take definite annual orders for a cer- 
tain number of these coats, and they 
make them up in the dull seasons when 
the tailors in London have not quite 
decided whether the new spring suit 
lapels shall turn up or down. 

Another successful method is that of 
budgeting the production so that em- 
ployment will be evenly distributed 
throughout the year without regard to 
fluctuations in sales. The Eastman 
Kodak Company has managed to 
budget its production in an intricate and 
difficult industry. It is intricate and 
difficult because a large part of the 
product is partly perishable—therefore 
difficult to store—because there is such 
a variety of products, and because the 
markets are world-wide rather than 
concentrated. Nevertheless, the com- 
pany has brought about, by a very 
careful control, a budget production 
system which is susceptible to manipu- 
lation at any time, and which is there- 
fore extremely valuable for the most 
difficult types of industry. 

In budgeting production an advance 
estimate of the annual orders is made, 
and after allowing for many variations, 
the necessary production for the year is 
divided by twelve and one twelfth is 
produced each month. It is a simple 
matter of arithmetic for those who 
have learned skill in estimating their 
needs and in warehousing their prod- 
ucts. Of course, there are limitations 
to this method of production. 


OVERCOMING SHASONAL VARIATIONS 
Another technique which has been 
used to stabilize production and there- 
fore employment is the development of 
side lines to be manufactured during 
the slack seasons with the same ma- 
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chinery and the same working force 
required for the main line. The Hills 
Brothers, who pack Dromedary Dates, 
are an outstanding example of this. 
The Beechnut Packing Company in 
New York formerly packed only bacon, 
which had avery limited season. They 
extended their packing first to peanut 
butter—which was a great thing be- 
cause they could do it all year round— 
then to biscuits and crackers, and last 
to a great variety of canned products 
which they merely fit in with their 
highly seasonal packing of bacon. The 
Columbia Conserve Company, in Ohio, 
is another outstanding example of this 
type of stabilization of a highly sea- 
sonal industry. The Welch Grape 
Juice Company, finding the extracting 
and packing of grape juice highly sea- 
sonal, developed side lines in the form 
of a soda water fountain syrup and 
some jelly, in order to keep their plant 
busy the year round. 

The value of this method is obvious 
to a manufacturer. He has a large in- 
vestment in his plant, and there is a 
heavy loss to him if it is not working 
continuously and productively. Even 
if the profit on the side lines is not 
great, the mere fact that it is some- 
thing, and keeps the plant equipment 
from depreciating, is a very definite 
advantage. 

Another plan is the utilization of a 
flexible working week and the giving up 
of the half-employed labor reserves by 
some industries where the problem was 
largely one of having peaks and valleys. 
This is illustrated by the National 
Cloak and Suit Company, a large mail- 
order house with offices all over the 
country. The main office is in New 
York City, where they have a very 
great seasonal fluctuation in their em- 
ployment and their orders. They re- 
duced their normal working week to 
about forty-four or forty-three hours. 
On this basis they established a flexi- 
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ble working week, so that in their peak 
periods they can work up to fifty-one 
hours and in their valley periods they 
can work thirty-nine hours; in other 
words, they distributed their load 
among their present people, without 
reduction of wages. 

The interesting point is that the 
weekly wage remains the same even 
when there is msufficient work for the 
normal week. This makes a stable ir- 
come with even purchasing power far 
that particular group of employees. 
Of course, that particular type of busi- 
ness is very alert to see that a reduction 
of the purchasing power of its employ- 
ees is Immediately reflected in a reduc- 
tion of the purchasing power of its 
customers. It was, therefore, one cf 
the first to recognize the necessity for 
maintaining weekly wage levels even 
though there was variation in workinz 
time. 

Another group of industries, whos2 
chief problem lies in the rapid introduc- 
tion of improvements in machinery or 
production processes, has stabilized 
through the introduction of labor-sav- 
ing and technical improvements at the 
peak of prosperity, when the industr7 
itself is expanding because of general 
economic conditions. Thus, a man, 
instead of being laid off when a new 
machine is introduced which can do his 
work and that of several others, 13 
rather reémployed in that industry. 

One of the horrors of technological 
unemployment as we view it from the 
social standpoint is that, while the in- 
dividual may be reabsorbed into some 
kind of work, or at least some other in- 
dividual may be employed where he 
was laid off and so the sum total of em- 
ployed persons may be kept up, never- 
theless, the individual who was perhaps 
a skilled machinist is often reémployed 
at something he cannot do so well and 
at which he can never earn such good 
wages. Sometimes he is never reëm- 
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ployed at all; but instead, his boy and 
his two girls areemployed. Our statis- 
tical records sometimes show three 
people employed where one was em- 
ployed before; but the head of the 
family is not working, and the wages of 
these three others may be barely equal 
to what he, as a skilled machinist, 
formerly earned. 

Or, if the displaced machinist is reab- 
sorbed into industry as a washer of au- 
tomobiles or a peddler of Fuller brushes 
from door to door, what is the social 
reaction upon the community when a 
man who has formerly held a respected 
and successful job as a machinist is 
transferred to this dreary and rela- 
tively unimportant routine kind of 
work? There is a very great social 
loss in addition to the economic loss, 
and we cannot afford to dismiss lightly 
the question of technological unem- 
ployment as bemg equalized by the 
employment of a larger number of per- 
sons in what are called the service and 
luxury trades. 


ALTERNATE SKILLS—MARKETING PRO- 
GRAMS—RESERVE FUNDS 


Still another group of industries 
have, from the very beginning, trained 
their workmen in alternative skills, so 
that they could move easily and effec- 
tively from one kind of work to another. 
American industry is changing so 
rapidly that every one in control of the 
education of the young should have 
this plan definitely in mind. The 
children being trained in our vocational 
schools should not be taught one trade 
only. ‘They should be taught a basic 
set of skills which will enable them to 
move quickly from one process to an- 
other. 

Some of our industries, which have 
attempted to organize stabilization on 
a large scale and which have world 
problems to meet in their marketing, 
have worked out rather interesting 
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plans with a view to the integration of 
their production with their marketing 
programs. Their salesmen are not per- 
mitted to sell more goods than the con- 
cern can produce with a definite, 
limited investment in capital, machin- 
ery, and plant. The doctrine of re- 
fusing orders is a good one, and some of 
the most highly profitable industries in 
this country ave those which learned 
long ago to refuse orders which they 
could not fill by the orderly, system- 
atic operation of their working force 
and equipment. These industries are 
among those which weather the storms 
in these directions the best of all. Too 
great expansion to meet inflated orders 
brings irregularity of work and frequent 
depressions. 

Again, some industries have estab- 
lished a reserve fund to carry costs and 
fluctuations, so that the wage earner’s 
purchasing power may not be imme- 
diately cut off when orders fall off be- 
cause of either poor management or 
economic changes. The principal 
value of this method is that it is a 
cushion against further economic de- 
pression. ‘The benefits which are paid 
by any of these schemes now in exist- 
ence are so small as not to be recogniz- 
able as a real insurance scheme, be- 
cause they do not adequately maintain 
a family for any considerable length of 
time; but they do prevent a further de- 
pression by giving the employees in a 
given trade a certain amount of spend- 
ing power durmg the period when the 
orders in a given department of indus- 
try are slack. 

It is interesting to note that most of 
the suggested plans for unemployment 
insurance are also very limited in their 
benefits. .A total of two hundred to 
five hundred dollars is about the limit 
for any plan that is seriously proposed. 
This is an illustration of the fact that 
the value of this kind of scheme is that 
it is a cushion against further depres- 
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sion, rather than a fund which will per- 
manently maintain any family affected 
by an economic depression. 


Economies To Bn EFFECTED 


Programs such as these; when intel- 
ligently and effectively carried out, 
will not only prevent unemployment 
but will bring economies which de- 
cidedly outweigh the cost to the indus- 
try. One of these economies is the 
reduction of the cost of hiring and 
maintaining large numbers of untrained 
workers for short periods; the experi- 
enced workman is the good workman, 
and with experienced workmen busy 
the year round. the unit costs are bound 
to be reduced. 

Another economy is the saving in 
capital investment in the form of 
machinery and floor space which are 
idle a part of the year. The men can 
be laid off but the depreciation of the 
machinery and the rent of the floor 
space continue., Under budgeted pro- 
duction the same annual output can be 
attained with a smaller quantity of in- 
vested capital, thus reducing the in- 
terest charges for this form of capital. 
More space needs to be provided in the 
warehouse and less in the factories, 
warehouse space in general costing 
much less per foot. Of course, certain 
industries in which the goods produced 
are of extremely high value, probably 
cannot utilize the method of ware- 
housing excess production from month 
to month with any satisfactory business 
results. 

Another economy is effected by low 
unit costs as well as fixed capital 
charges. The most highly irregular 
industries are obliged to pay a rate 
of wage greatly above the average in 
order to attract an adequate and com- 
petent staff. The daily and hourly 
wage in the building trades, which to 
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many people have seemed excessive ir. 
recent years, reflects only the great ir- 
regularity in those trades. The higk 
hourly income of the brickmason or 
plasterer is still an extremely low an- 
nual income. The unit labor cost, 
therefore, becomes very high on ir- 
regular production because the higk 
hourly rate must be paid to the irregu- 
lar worker. The labor cost would be 
cheaper per unit in steady work at = 
relatively high annual wage, and it is 
this unit cost that is the principal item 
in competition. 


Benzrit to COMMUNITY Lire 


There is also a decided improvement 
in the efficiency of workers under & 
stabilization program. Fear of unem- 
ployment is undoubtedly the greatest 
cause of restriction of output on the 
part of any body of workers in this 
country, and the reduction or removal 
of that fear would therefore speed up 
production and reduce unit cost of the 
article as no other one thing would do. 
I cannot think of anything which 
would more improve our social com- 
munity life than would a stabilization 
program based on this particular 
point. 

Government has a certain part to 
play in this stabilization program, 
though not the leading part. It must 
be the meeting ground of the various 
conflicting interests which are involved. 
Government can also stimulate effort, 
furnish information, and stand ready 
with a public works program which it 
should utilize and regard almost en- 
tirely as a method of stabilizing private 
industry. 

In the coöperation of the various 
apparently conflicting interests lies, it 
seems to me, the heart of a sound pro- 
gram of stabilization of industry in 
this country. 


Management Codperation with Workers 
for Economic Welfare 


By GERARD Sworn, LL.D. 
President, The General Electric Company, New York City 


ECURITY as I understand it is 
quite a separate thing in industry, 
and there are three fundamentals that 
can never be replaced by anything else. 
These are satisfactory conditions of 
work, reasonable hours of labor, and 
adequate compensation. Unless these 
are assured, there will not be the peace 
of mind in the worker that security 
itself.is intended to produce; and al- 
though he may be sure of his job, it is 
well that he should also like to retain 
his job. 

Now, assuming that every worker is 
going to accept his responsibility in 
our social structure, the first and most 
momentous question that we all have 
to face is the uncertainty of life and the 
certainty of death. When the latter 
will come we do not know, but it is 
bound to come for all of us, and one of 
the strange things that I have never 
been quite able to understand, with all 
my experience in selling, is why it is 
necessary to sell life msurance. It 
seems to me so obvious that everyone 
ought to undertake it, and still I have 
had a few experiences that do not seem 
to bear that out. 


GROUP Lire INSURANCE 


In 1919, the General Electric Com- 
pany offered free group life insurance 
to its employees, for certain amounts 
and after a certain term of service. 
Later on, believing very heartily in the 
theory that things should not be done 
for people nor to people, but by and 
with people, we announced an addi- 
tional insurance plan and said that all 


new employees would have free insur- 
ance only if they took an equal amount 
for which they paid. Of course we did 
not make any change in the existing 
structure, because it is always difficult 
to take away privileges that a corpora- 
tion has once given; but, looking ahead 
for a generation, I thought the system 
would work out to a point where all of 
our employees would be insured by the 
company’s grant and also by the addi- 
tional premiums which they paid. 

A. few years later I woke up to the 
fact that that theory might have been 
good, but was not true. The people 
coming into the organization said to 
themselves, “Well, I am not going to 
stay with this company, or I am not 
going to die; why should I pay out of 
my income even a relatively small sum 
for insurance when I can use it to better 
advantage?” As a result, the new 
employees were not taking the addi- 
tional insurance and therefore were 
not securing the free insurance offered 
by the company. In other words, 
looking forward a generation, we would 
have defeated the entire thing that we 
had in mind, and there would have 
been no protection for the employees 
and their families, either granted by 
the company or provided by them- 
selves, 

So we reversed ourselves almost im- 
mediately and explained to our em- 
ployees that we wanted people in our 
organization who were serious-minded, 
though young, and who would recog- 
nize their responsibilities as members 
of society. We put the question of 
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additional insurance up to all male 
employees who were forty-five years of 
age and less and had been with the 
company over five years. We used 
that age because lower than forty-five 
they are all young, and having given 
over five years of service they had been 
with us long enough to know whether 
they wanted to stay, and we had had 
them long enough to know whether we 
wanted to retain them. 

The result was amazing. There 
were twenty-one thousand men in that 
group according to accurate figures, 
and one hundred per cent of those 
twenty-one thousand people accepted 
the additional insurance plan. We 
then said to those over forty-five years 
of age and with over five years of serv- 
ice, “Do you want to come in?” 
There were twenty-eight thousand peo- 
ple in that group, and eighty-five per 
cent of them came in. 

Our company is a man-run company, 
possibly unfortunately, and there was 
a difference in opinion among us as to 
whether the women would come in 
under this plan. We had sixteen 
thousand women in the organization, 
and we asked them if they wanted to 
take additional insurance. Our theory 


was that women did not recognize the’ 


responsibilities of life and were hoping 
to get married soon and would leave us, 
and, therefore, this insurance premium 
deduction from their pay would not 
appeal to them. But of the sixteen 
thousand women, seventy-three per 
cent, or nearly twelve thousand, said, 
“Yes, we'd like to come in under this 
plan.” 

As a result of the acceptance of this 
plan, all employees after one year of 
service are eligible to come in ‘under 
the company and additional life insur- 
ance plan. 

_ In a large organization such as ours 
—some seventy-six thousand people 
today—people are constantly coming 
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to their end, quite naturally. Each 
month I read in our bulletin of the 
people that have passed on, and it is 
remarkable how the ages vary, just as 
in society as a whole. These people 
are from twenty-four years up, having 
been with us for varying periods of 
service. In the entire time that these 
insurance plans have been in effect, six 
and a half millions of dollars have been 
paid to the families of the employees of 
the company. In the year 1930, on the 
basis of the first ten months, a million 
dollars will have been paid out in 
insurance benefits to the families of 
deceased employees; and this inter- 
esting point comes out, that four hun- 
dred thousand dollars of this insurance 
has been paid for by the company and 
six hundred thousand dollars repre- 
sents the additional insurance for 
which the employees have paid, which 
their families would not have had 
except for the introduction of that plan. 


Home OWNERSHIP 


The second thing, it seems to me, 
that appeals to responsible citizens, 
especially those having a family, is to 
feel secure in home ownership. Some 
years ago we instituted a plan of help- 
ing our employees to buy and build 
homes. The company does not own 
these homes. We assist the owners by 
guaranteeing the second mortgages to 
the banks. All employees’ relations 
are with the banks, on a thoroughly 
businesslike basis; and in these years, 
twenty-five hundred homes have thus 
been financed, with a, total value of 
nineteen million dollars, of which six 
million have been paid by the em- 
ployees, the balance being carried on 
mortgages, first and second, and this 
without one cent of loss or one cent of 
cost to the company. All we have 
done is to help in facilitating the work 
with the legal difficulties of the mort- 
gages and also to guarantee these pay- 
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ments, especially the second mortgages, 
to banks which otherwise would not 
have been able to advance so large an 
amount. The company is not in- 
volved in any way in the financing 
unless, of course, the employee himself 
defaults or is unable to pay; and in the 
years of the operation of this plan, as 
I say, not one employee has defaulted 
nor has one cent been lost. 

All these figures may seem large, and 
I apologize for them; but they are im- 
pressive, possibly because they show 
that when a large number of people are 
working together, even the small 
amounts of the individuals quickly roll 
up into a large total. 


SAVINGS AND ÍNVESTMENT 


When you have provided for the 
responsibilities and uncertainties of 
life and the security in a home, the 
third provision would seem to be 
savings and investment. 

Ten years ago, like other industries, 
we offered to our employees common 
stock of the General Electric at what 
we thought a very favorable price and 
on favorable terms of payment. In 
1921 we had a recession of business and 
the price of the stock fell belcw the 
subscription price and many of the 
fifteen thousand workmen who had 
subscribed became alarmed and can- 
celed their subscriptions. Then, later 
on, the stock market again advanced, 
the stock went up to high figures, and 
people saw their profits and took them, 
and possibly invested the proceeds 
otherwise to get rich more quickly, and 
some lost. But whether they made or 
lost is not the question; the plan that 
we had in mind was defeated. What 
we thought was that they would be- 
come financially interested in the busi- 
ness in which they were spending their 
lives; but out of the fifteen thousand 
employees who originally subscribed, 
only a few hundred were left and these, 


as usual, were the people that needed 
no such assistance. 

So in 1923 we reversed our thought 
on this and we organized a General 
Electric Employees’ Securities Cor- 
poration, of which the common stock 
is held by the company and bonds are 
sold to the employees, which do not 
vary in price; that is, if a man puts in 
one hundred dollars, he can take it out 
at any time he wishes, but it will not 
be $101, nor will it be $99. And these 
bonds, as long as the employee holds 
them and remains in the active service 
of the company, pay him eight per 
cent. On the Board of Directors of 
this securities company the employees, 
as well as the company, are repre- 
sented by election from their number. 
This plan, of course, was started at a 
very good time. This securities com- 
pany has been eminently successful, 
and today thirty-seven thousand of 
our people are holders of its bonds with 
a par value of some forty-one millions 
of dollars, and a book value much 
higher than that. 

Even in a year like this, the sub- 
scriptions for new bonds have been 
large and the redemptions a little 
greater than last year but nothing ex- 
cessive. Over ninety-nine per cent of 
these bonds are held by people receiv- 
ing incomes of six thousand dollars and 
less. The plan is designed for people 
of moderate incomes; it is designed 
to enable people to make their invest- 
ments where they can have peace of 
mind and security quite independent 
of stock market quotations. This se- 
curities company is the largest holder 
of the common stock of the General 
Electric Company, and it also is holder 
of the securities of public utilities 
throughout the United States, which 
are the customers of the company 
for which the bondholders are work- 
ing. 
It has taken some time, of course, to 
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develop this company and to build up 
confidence on the part of the em- 
ployees that this was something de- 
signed for their benefit and not for their 
hurt. That has now been accom- 
plished, we think, and each time there 
is a meeting of the Board of Directors 
the employee representatives go back 
and report to the men at the factories 
from which they came. 


PENSION SYSTEMS 


In a sense—and possibly theoreti- 
cally—if each man had recognized his 
responsibilities and the uncertainty of 
life, second, if he has his own home 
where his family is sheltered, and third, 
if he has made investments from time 
to time and saved something out of his 
income—which for many people is 
difficult—the emergencies that may 
arise in the future are really provided 
for, and possibly the following measures 
are then unnecessary; but as a matter 
of fact, so far they are necessary. 

So a pension system has been put 
into effect. In the beginning, cor- 
porations inaugurated pension systems 
not with the idea of giving security and 
peace of mind to the employee, but to 
reduce the turnover of employees. It 
was a time when recognition of ade- 
quate earnings had not yet come with 
as much force and effect as it has today. 
The General Electric Company, with 
others, extended to its employees in 
1912, under certain conditions, free 
old-age pensions. 

Following the philosophy before 
mentioned, that people appreciate 
much more what they themselves help 
to do, we changed. We offered to the 
employees at the end of 1927 a plan of 
additional pensions which would come 
from their savings at the rate, of one 
and a half per cent of their earnings 
per year. We said they should con- 
sider it and if it’ were found to be 
acceptable to them, it would be put 
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into effect at the end of 1928. Asa 
matter of fact, it met with such ready 
acceptance that, at their request, it 
was put into effect July 1, 1928, six 
months after the first announcemert. 


REACTIONS OF EMPLOYEES 


What I want to show is the mental 
reaction of people in industry in regard 
to such plans when they are suggested. 
All employees of the company, men 
and women, were to come in under this 
additional pension plan. It was felt 
that in the case of women there would 
be no hardship, because this one and a 
half per cent which was deducted from 
their earnings would be their money. 
If they left the company to get married 
or for any other reason they would take 
it with them, plus the interest; if they 
died it would be given to their families 
or beneficiaries; if they remained with 
the company until retirement it would 
be given to them as an additional 
pension; so they could not lose. Sowe 
offered the plan to all our people, men 
and women alike. The group of people 
forty-five years and less who had 
served five years and more numberec 
twenty-seven thousand, and a hundrec 
per cent accepted. 

There was just one interesting case 
of a man at one of our factories whc 
said he would not come in. We had 
the manager talk to him and found 
that his refusal was due simply to 
faulty understanding of the plan. 
This was a revelation—that no matter 
how clearly a matter is presented, some 
people get a misconception. This is 
one of the most difficult things to guard 
against, especially in dealing with a 
large number of employees. 

Of the older men and women, with 
over five years of service, ninety-one 
per cent accepted. Of course we then 
made the condition that all new em- 
ployees might join after one year of 
service, but after five years of service 
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they must join if they wanted ‘to re- 
main with the company. August I, 
1930, two and a half millions of dollars 
had been put aside by the employees 
as their additional pension fund, bear- 
ing interest. 

As an illustration of what this means, 
let us assume that a young man comes 
to the organization at the age of 
twenty-five and remains to the retiring 
age of sixty-five (for women it is sixty) 
—a period of forty years—and say his 
average wage is forty dollars a week, or 
two thousand dollars a year. The 
pension at the time of his retirement 
will be thirty dollars a week, or seventy- 
five per cent of his earnings, ten dollars 
of which will have been accumulated 
from his own savings, and twenty 
dollars from the pension fund pro- 
vided by the company. 

This pension fund of the company, 
to avoid its being subject to tke vicis- 
situdes of business, has been put into 
a, separate trust fund quite independent 
of the company and its investments, 
and amounts to upwards of twelve 
million dollars. 

Almost four million dollars have 
been paid to pensioners in these 
eighteen years, and the pensions are 
now running at the rate of a million 
dollars per year. 

To illustrate how wrongly we some- 
times conceive the mass psychology 
of people and especially of women, in 
certain of our departments our man- 
agers said that the women would not 
take insurance but they would take 
the pension. As a matter of fact, 
from a recent study of these figures, it 
has been found that women seem to 
recognize their responsibilities to their 
families even earlier and more seriously 
than the men. They have taken in- 
surance even before completing a year 
of service with the company, whereas 
there is no obligation upon them todo 
so; while for the additional pension, 


they come into the plan only at the end 
of five years. - 


STABILIZATION IN INDUSTRY 


Last, of course, is the question of 
unemployment, and it is a tremendous 
subject. The first and most important 
thing is stabilization in industry, 
which varies with the class of product 
that is being made—whether it is 
standardized or whether it is subject to 
obsolescence or is perishable, whether 
it deteriorates or whether it is some- 
thing which is made especially for a 
particular job, like a very large en- 
gineering project, a type of work in 
which we are so largely engaged. 
Sometimes a big machine has to be 
built for particular conditions and loca- 
tions, and often to suit the ideas of the 
particular engineer, so that nothing in 
one large machine may be similar to 
another. 

At the opposite pole, for instance, 1s 
the incandescent lamp, which we 
make in five styles, and the styles do 
not change unless we change them. Of 
course this is much easier to standard- 
ize. We have for many years avoided 
the seasonal variation by making new 
lamps in summer and then selling 
them in the winter; because, of course, 
people buy the lamps more largely in 
the fall and winter when the days are 
shorter. There are many problems in 
stabilization, and there are many 
things that can be done; but that is 
largely a problem of management and 
also of the particular industry involved. 


UNEMPLOYMENT [ySURANCE 


Unemployment insurance, of course, 
is only an amelioration of conditions 
when unemployment has come; it is 
not a preventive, and if people have 
saved money and have been frugal 
they can take care of themselves. Per- 
sonally, I think there is also some re- 
sponsibility on industry and some on 
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society. I think industry must recog- 
nize its responsibility, and therefore we 
have gone forward in an experiment. 

Over five years ago I proposed to our 
employees an unemployment plan, 
but then we were in the heyday of this 
new economy and our workmen said, 
““There’s never going to be any un- 
employment again, and we don’t want 
to have something more to pay for. 
Gradually you are taking all our 
money away and putting it into thrift 
plans and savings, and we don’t want 
to doit.” But they did organize; they 
did think there was some reason to 
have a relief and loan society which 
was a part of the plan, and they asked 
if we would go along with that. We 
said, “Yes, we will go along, dollar for 
dollar.” And then this interesting re- 
action came up. The men said they 
did not want to charge any interest on 
loans to fellow employees. I thought 
capital should be paid for service just 
as other services are, but they did not 
want to charge anything on loans made 
to their brother employees in distress. 
I said, “All right, if you can stand it, I 
guess the company can”’; but I thought 
it was a psychological reaction you 
could get only from workers, and surely 
never from business men. 

So last spring, when unemployment 
began to affect us more seriously, I 
brushed the dust off this plan of some 
five years ago and again proposed it. 


This time it met with more ready re- . 


sponse and we said it would be put 
into effect only if sixty per cent of the 
people at any plant wished to go into 
it. All of the plants accepted it, in 
varying percentages from seventy- 
three to one hundred. On December 
first, the plan had been in effect four 
months. Benefits were not to be paid 
until six months had elapsed. Thirty- 
five thousand men and women have 
joined, and three hundred and fifty 
thousand dollars have been paid in, 
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half by the employees and half by the 
company. The plan calls for an un- 
employment emergency when the un- 
employment is larger than the normal 
collections can grapple with. As un- 
employment with us came so soor. 
after the plan was inaugurated, it 
seemed a pity to wait until the six- 
months period was over, when people 
were in immediate need. So on De- 
cember first we declared an unemploy- 
ment emergency. 

If there is any original contribution 
in this plan, this is the feature—and it 
is not original; for in 1921 our Lynn 
Works had a large amount of unem- 
ployment, and all the men, amounting 
to some thousands, including the 
management, taxed themselves one 
per cent of their earnings per week 
without saying anything to the com- 
pany, in order to take care of the dire 
needs of their fellow workmen. In 
1921, with us at all events, the situa- 
tion was much worse than it is today. 


How tas Pian Works 


So I have learned that men do recog- 
nize their responsibilities to their 
brothers in service, and endeavor to 
take care of them. So we said that in 
an unemployment emergency, all the 
people in the company, whether they 
were members of the plan or not, should 
contribute one per cent of their earn- 
ings as long as they were working 
fifty per cent or more of the time. 
These contributions were to be made 
by the office boy, the salaried people, 
the salesmen, and the management, 
from the president down, and from the 
people in remote places like Denver 
and San Francisco. 

On December first we declared that 
unemployment emergency existed, and 
collections are beginning to be made. 
In such unemployment emergency the 
company pays an amount equal to that 
contributed by the employees. In a 
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large organization such as this, I think 
it makes for greater solidarity, greater 
esprit de corps, greater unity of purpose. 
How it would work under normal 
conditions remains to be seen. The 
management of it is of course in the 
hands of the men and the company. 
The principles of it are: 

(1) Jomt and equal contributions by 
employees and the company. 

(2) Joint participation in the ad- 
ministration of the plan. 

(8) Aid through group action to 
those workers who are in need or re- 
quire temporary loans, or who become 
unemployed, or for whom only part- 
time work is available. 

(4) In times of unemployment emer- 
gency, coöperation and assistance from 
those employees of the company not 
usually affected by unemployment, 
and assistance by the company in 
equal amount. 


EDUCATION AND COOPERATION 


In industry as in life, it seems to me 
the whole process is one of education 
and coöperation with people; they and 
we learn from day to day the things 
that must be done for greater satis- 
faction in our work and in life, and for 
greater peace in the jobs that we are 
doing. ‘The most tragic thing, J think, 
is the situation of able and willing men 


who want to work, who recognize their 
responsibilities as members of society, 
and for whom no work can be provided. 
It is bad even if relief or loans are given, 
because it affects their morale and 
they are never, after such an experience, 
as good men as they were before. 

The curious thing in industry is that 
the better workmen are the last to 
further a plan for unemployment relief, 
possibly because of our philosophy of 
individualism. They say, “Well, we 
have worked in this organization for 
twenty-five years, we have made good 
money, we have needed no assistance; 
if those other fellows were just as good, 
they would not require any. We 
don’t want to join.” But they also 
said, “If you do go ahead with this 
plan we will join, we will work along 
with you.” 

The only reaction I received from 
workmen in the shops who are not 
members was that it was a fine thing 
to do and they would be glad to help; 
and the reaction that we received in 
the commercial department and the 
outlying districts was, “Why did you 
make it only one per cent, and why 
did you wait so long to begin it?” It 
shows conclusively, it seems to me, 
that human beings in industry, even 
in large corporations, are still human 
beings and recognize their responsi- 
bilities to each other. 


What Can Management Do To Increase Security? 


By Henry P. Kendar 
President, The Kendall Company, Boston, Massachusetts 


d bee nly real cure for unemploy- 
ment'is employment. An unem- 
ployment problem is with us even in 
prosperous times. It is estimated that 
about one and a half million workers 
are unemployed under what we con- 
sider normal conditions. We hear 
varying estimates of the number at 
present unemployed, from three to five 
million. 


THE Present NECESSITY 


There is nothing more tragic than 
unwanted unemployment—the man 
who wants work but cannot get it; 
whose savings dwindle and disappear; 
whose children may have to be denied 
proper medical care and even food. 
This sort of tragedy is not confined to 
factory workers. ‘There has not been a 
week since the depression when I have 
not had in my office men from the 
white-collar class, who have been 
prominent in college and club affairs, 
who are willing to take any kind of a 
job. I talked not long ago with a man 
with whom I played as a boy, from a fine 
family, with a son he is trying to edu- 
cate. He lost his job through the 
dissolution of his company. He got 
work paying much less than his former 
occupation. One day he was informed 
this job was no more. He told me he 
went to his employer and said, “We've 
used up our savings in sickness, and I 
can’t go home and tell my wife!” 

Cases like that, multiplied by thou- 
sands, spread the effects of unemploy- 
ment throughout society. They are 
among the complex factors which com- 
pose this knotty problem of security. 


I wish all people at work could have 
the feeling of a Negro who was sweep- 
ing up when I went through one of our 
plants recently with some professors 
from the University of North Carolina 
who wanted to see what we had been 
doing in the way of management. Our 
manager, who is somewhat of a joker 
and also has a poker player’s face, was 
asked by one of the professors how loyal 
or how steady Negro workers are. As 
we came up to the sweeping Negro, the 
manager said without a smile, “Sam, 
they tell me down in the boiler room 
you've got another job and are going 
to leave us.” 

“Boss,” said the Negro, “Ah’s not 
gwine leave you unless Ah dies or you 
runs me!” The Negro felt security, 
whether properly or not. What a fine 
thing it would be if all workers could 
have that feeling! 

There is too little work and too little 
income just now. We cannot correct 
the situation overnight. Meanwhile, 
people are in need. Their need is as 
definite and urgent as that created out 
of a vast flood or fire. Hungry mouths 
must be fed. Life must be sustained. 
The specter of want must be banished 
from the richest land on earth. There 
seems to be every indication that the 
relief aspect of the problem will be 
handled as the people of this country 
always handle such emergencies, with 
great generosity and considerable mud- 
dling, and there is little doubt that the 
full coöperation of communities, gov- 
ernment, industries, social agencies, 
and other bodies already is beginning 
to measure up to the task. 
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Waart Can Manacement Do To [Increase Security? 


EMERGENCY MEASURES 


There are certain things, it seems to 
me, that management can do in this 
emergency situation: 

(1) Management can shorten the 
work week. 

(2) The reduced production result- 
ing from smaller volumes of orders can 
be spread over the entire force so that 
all employees may share alike. 

(3) When separations become neces- 
sary, preference can be given to married 
men with dependents. 

(4) Cleaning, painting, repairing, 
and general house cleaning can be done 
at this time, using regular employees. 
Machinery and equipment can be 
overhauled, giving employment to 
other workers who might otherwise be 
laid off. All work of this sort has to be 
done some time, and now is the time 
when by doing it the amount of em- 
ployment can be increased. It has 
been my observation that many com- 
panies have followed this line of pro- 
cedure. 

(5) Some companies, whose finances 
warrant, can give added employment 
by carrying forward expansion or im- 
provement plans which have been de- 
cided upon but which may have been 
held up temporarily because of general 
business conditions. 

The foregoing are definite things 
which management can do—now. 
Many of them are being done by a 
few companies. Unfortunately, a crit- 
ical condition has existed and it has 
simply not been possible for a great 
many individual companies to do much 
about it. The captain of the ship has 
been held on the bridge to keep his ship 
off the reefs. 


EMPLOYMENT STABILITY NECESSARY 
TO INDUSTRY 


There is another aspect of the prob- 
lem of security, however, perhaps even 
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more important than the immediate 
phase—namely, prevention. Stability 
of employment is the keystone of the 
economic arch. Not only do men and 
women who do the right thing—who 
work conscientiously—deserve reason- 
able assurance of continuity of their 
employment m return for their in- 
dividual contribution to the business, 
but that continuity, with its regularity 
of wage, sustains consumer purchase 
power, and hence is the broad base 
which sustains industry. Insecurity 
growing out of instability of employ- 
ment breeds fear, and this fear is a 
cardinal cause of slowness of trade 
during depression. 

The restoration of a general feeling 
of confidence based on reasonable se- 
curity cannot be brought about by 
words. We have had too much shallow 
optimism. The patient has been very 
sick. The effects of dope were bound 
to pass away. And when they have 
passed away, the patient has realized 
that he still is sick. It strikes a man 
as thin logic to read that everything is 
all right, when he cannot find a job and 
sees others in the same fix. Jobs, and 
not words, are the cure. 

Times like the present apply the 
pressures which bring higher standards 
of management. Executives will do 
things when driven by fear which they 
would not do in response to good ad- 
vice. And in order that a recurrence 
of 1980 conditions may be obviated we 
undoubtedly will see, during ensuing 
months, a greater attention than ever 
before to the development of preven- 
tive measures by which security may 
be gained in greater degree than has 
yet been the case. 

Managements of industry have not 
acted with uniformity toward the prob- 
lem of security, any more than they 
have on other issues. My observation 
is that the standards of best industrial 
management are very far ahead of the 
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average practice. Some types of man- 
agement still do not accept any obliga- 
tion to contribute to stability. Their 
philosophy remains that of the dark 
ages of industrialism, when the pre- 
vailing rule was to let the Devil take 
the hindmost. During acute stress, 
even enlightened management is not 
able to conduct its business up to the 
complete standards of its social and 
humanitarian desires. Our industria] 
order still has in it a good deal of mud- 
dle, opportunism, and jungle ethics, 
although I am sure that the general 
level has been and is being raised. In 
a competitive system, the individual 
management must keep abreast. It 
cannot blind itself to the possibilities 
of new and improved machinery and 
better methods. It must keep over- 
heads and costs to a point which per- 
mits of success in fair competition. 


METHODS Provan SUCCESSFUL 

At this point, m considering possibil- 
ities of preventive measures for unem- 
ployment I am going to take a leaf 
from my own book, because it seems to 
me that what we want is something 
practical, and a procedure which has 
worked in the case of one company may 
have suggestive value for others. 

The Kendall Company is engaged in 
what I might classify as a quasi-textile 
business. Some years ago, as a sort of 
business doctor, I was drawn into a 
small bleaching establishment in my 
home town. As the company has 
grown it has gone into cotton manu- 
facturing to provide its raw material, 
and has extended its marketing of tex- 
tiles and surgical dressings and allied 
products throughout the United States. 

When we began to expand, we tried 
to think out the proper basis, the sound 
principle, upon which to operate. 
After a careful study, we concluded 
that the way things always had been 
done was probably wrong. We started 
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on the theory of developing single- 
purpose cotton mills in the South. We 
decided not to produce more than 
eighty-five per cent of the cloth we 
would need, in order that we might run 
those mills continuously every day in 
the year. It has been possible to keep 
those southern mills operating full 
time on our own requirements. We 
take care of peaks and valleys by open- 
market purchasing. 

We have two finishing plants in 
New England which take the common 
product of the southern mills, finish it, 
and prepare it for every possible mar- 
ket. Then, through our own sales 
organizations, we distribute the fin- 
ished products, such as surgical dress- 
ings, cheesecloth, crinolines, products 
for industrial uses, and so forth, The 
company has become a vertical inte- 
gration. 

One of the finishing units is a single- 
purpose plant operating full all the 
time. Its overflow goes to the other 
finishing plant. Sometimes this over- 
flow is a third of the second plant’s 
capacity, sometimes two thirds. We 
meet that fluctuation by doing open- 
market finishing for the trade. At the 
Bauer & Black division of The Kendall 
Company in Chicago and at our South 
Bend plant, the Bike Web Manufac- 
turing Company, we endeavor to 
budget expected sales which are sea- 
sonal and then draw a median line for 
manufacturing at a constant rate right 
through the year, taking care of fluctua- 
tions by building up inventories in 
time of short sales and drawing on re- 
serves of manufactured stock in time 
of orders. The accuracy of this prac- 
tice depends on the accuracy of the 
budgeted sales expectations. Usually, 
expectations are realized and the ac- 
tual comes surprisingly close to the 
expected. If we must go on short 
time in any of our plants, instead of 
laying some people off, we arrange that 
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as many as possible share the short 
time. 

These matters of control—budget- 
ing, developing the right facts and 
information, and so forth—are matters 
with which many large concerns are 
thoroughly familiar, but practices of this 
sort have not yet permeated the aver- 
age-sized and small companies. Much 
can be done to level peaks and even up 
valleys under a management which 
Tecognizes the possibilities of such 
types of control. 


CONDITIONS IN Corron TEXTILE 
INDUSTRY 


But an individual management or 
company cannot solve single-handed 
the great problem of unemployment. 
Coöperative action is necessary. ‘The 
case of the cotton textile industry is 
typical. Undoubtedly there are many 
other industries whose conditions and 
problems are similar. The cotton 
textile industry suffers from chronic 
overproduction. Changes in styles, 
reduction of amount of yardage re- 
quired for clothing, substitution of 


rayon for cotton, and extension of night ' 


operations in the Southern states dur- 
ing the war and quite generally con- 
tinued since the war, together with 
other factors, have created an over- 
production which is not seasonal nor 
temporary, but chronic. 

There are between two hundred 
thousand and three hundred thousand 
industrial units in the United States. 
Of that number, the cotton textile in- 
dustry accounts for between fourteen 
hundred and sixteen hundred. It has 
presented in the past an example of 
lack of coöperation. Chronic over- 
production has been followed by de- 
moralized price structures, diminishing 
profits, depreciated mill values, and 
unemployment; and yet there has not 
been until recently any recognition of 
the fact that many of these conditions 
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are within the power of the industry 
itself to correct. It has been gener- 
ally a long-hour, low-wage industry. 
Wages are next to the lowest for the 
twelve basic industries. Long hours— 
from fifty-five to sixty per week—have 
prevailed and women and minors have 
been working at night. Cotton tex- 
tiles have lacked planning in their 
merchandising. 


NECESSITY FOR COOPERATION 


There has come into the industry in 
recent months a recognition of the 
necessity for a coöperation which, 
through the traditional marketing prac- 
tices and the division of the industry 
into comparatively small units, has 
heretofore been lacking. These de- 
velopments indicate that the industry is 
becoming more “coGperation-minded.” 

For example, a large majority of the 
spindles have accepted the principle of 
curtailment in running time and have 
agreed to operate not more than fifty- 
five hours per week of day work and 
fifty hours of night work—a cutting-off 
generally of five hours from the night 
operations. Also, through the Cotton- 
Textile Institute, a majority of mills 
have voted to elimmate women and 
minors from night shifts. Codperation 
has been advocated at meetings of as- 
sociations as the only vehicle which 
can get the industry out of the mire. 
Within the industry an opinion is 
crystallizing to the effect that non- 
codperators must be dealt with vigor- 
ously. 

The possibilities of increased coöp- 
eration between buyer and seller repre- 
sent another phase of the matter which 
deserves attention. One of the largest 
customers of The Kendall Company 
predicts three months ahead and gives 
us a budgetary estimate of require- 
ments three months in advance. If 
they have unexpected falling-off in 
sales, they absorb the slack and this 
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helps us regularize our production. 
The people from whom we buy, on the 
other hand, are given estimates of our 
expected requirements well in advance. 
We keep them mformed and try, all in 
all, to work with them, and we agree to 
take a certain volume of goods so that 
they in turn are able to stabilize their 
production and their employment to 
that extent. 

These are some of the things that 
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management can do in a preventive 
way. As to the complete remedy, I 
wish I were able to state it. I do feel 
that management and society as well 
have definite responsibilities. I can 
see relief coming to an industry like 
cotton textiles by way of shorter hours, 
and there are other industries in which 
similar conditions prevail and toward 
the solution of which similar controls 
might be effective. 


Program of Stabilized Production and Employment 


By M. B. Fotsom 
Assistant Treasurer, Eastman Kodak Company, Rochester, New York 


HE problem of providing steady, 

year-round employment in spite of 
seasonal sales has received considerable 
attention at the Kodak Park Works of 
the Eastman Kodak Company for 
many years. The general scheme 
which has been developed calls for a 
constant level of production through- 
out the year, accomplished by accumu- 
lating finished stocks in the slack 
season. This plan has been very gen- 
erally adopted throughout the entire 
plant, with only minor modifications to 
fit particular conditions. 

The Kodak Park plant is the largest. 
manufacturing plant of the Eastman 
Kodak Company. Its products are 
sensitized photographic goods of all 
kinds, including Kodak Film, motion- 
picture film both positive and negative, 
flat sheet film for professional photog- 
raphers, X-ray film, photographic pa- 
pers of all kinds, photographic plates, 
and chemicals. Not only are these 
products finished at Kodak Park, but 
in general the preliminary operations, 
such as the manufacture of; the film 
base and the production of basic pho- 
tographic paper, also are done there. 
There are at the present time approxi- 
mately eight thousand employees at 
this plant. 

That the program of stabilization 
has been effective is indicated by the 
fact that for the year 1929 the maxi- 
mum number of employees on the pay 
roll for any month was nine-tenths of 
one per cent above the average number 
for the year, and the minimum number 
for any month was eight-tenths of ore 
per cent under the average. In the 
year 1930, in spite of the depression, 


the maximum number of employees on 
the pay roll in any one month was 1.7 
per cent above the average number for 
the year, and the minimum 3.2 per cent 
under the average. These calculations 
were made with an allowance for nor- 
mal year-to-year growth. 

In the previous depression, in 1921, 
13.5 per cent of the force was laid off 
on account of lack of work. From 1922 
to 1929 inclusive the lay-offs averaged 
2 per cent of the average number of 
employees. The highest in any year 
was 4.7 per cent and the lowest .7 per 
cent. In the year 1980, lay-offs among 
productive workers were 2.5 per cent. 
In the middle of 1930, when it was nec- 
essary to curtail production on account 
of the business depression, several de- 
partments were placed on a five-day 
week. Lay-offs have thus been re- 
duced to a minimum. 

The adoption of such a production 
program involves four major steps, 
which may be briefly outlined as follows: 


SALES FORECAST 


A forecast of sales, as nearly accurate 
as possible, is absolutely essential in 
any program of production control. 
Such a sales forecast is made in col- 
laboration with the sales department 
and by the use of statistical methods. 
These estimates must take into ac- 
count the long-time trend of sales, 
current business conditions, and any 
special advertising or sales programs. 
Too much emphasis cannot be laid 
upon the necessity of careful sales fore- 
casting. A forecast shouldscover a 
period of one year if possible, in order 
properly to allow for seasonal variations. 
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CHART I 


PROGRAM OF STABILIZED PRODUCTION AND EMPLOYMENT 


Chart I shows a typical growth curve 
of a product which is highly seasonal 
and which is markedly influenced by 
the swings of the general business cycle. 
The line showing wide fluctuations in- 
dicates the monthly sales. A heavy 
black line running through these fluc- 
tuations represents the average sales 
for the past twelve months and con- 
sequently eliminates the seasonal in- 
fluence. A computed trend line, which 
may be considered as the line of normal 
growth, is also shown. From a study 
of this chart, a forecast covering a one- 
year period can be made, which will 
be modified to take into account cur- 
rent business conditions and any sales 
promotion plans. This is largely a 
statistical problem and it is highly 
important that it be worked out as 
carefully as possible. 


SEASONAL MEASUREMENTS 
The second step is to break down the 
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In order to do this, it is necessary to 
measure the seasonal tendency of the 
sales month by month over a period of 
the past few years. Again this is a 
statistical problem, but a convenient 
method is to express the average sales 
for each month as a percentage of the 
sales for the entire year. The sum of 
the percentages for all months will 
then equal 100 per cent. This we call 
a normal seasonal variation. It is 
shown on Chart II by the heavy solid 
line. Interpretation of this curve is 
that the January sales are 4.5 per cent 
of the total yearly sales; in July the 
peak sales are 15.5 per cent; and the 
lowest month, November, yields 2.9 
per cent of the total year’s business. 
The application of these percentages 
against the yearly sales estimate gives 
an estimate of monthly sales. 


PRODUCTION SCHEDULES 
The third step is to establish the 


annual forecast into monthly sales. most convenient and economical pro- 
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duction levels throughout the year. 
Not only from the point of view of 
stabilizing employment, but also from 
the standpoint of investment in plant 
equipment, we have found it more prac- 
tical to produce at a constant rate 
throughout the year and to accumu- 
late finished stocks in the season of re- 
duced sales. This program is espe- 
cially important where expensive 
equipment and highly trained opera- 
tors make it uneconomical to build the 
plant capacity to meet the peak sales. 

During the summer months there is 
always a vacation demand, which 
comes at the time of the peak of sales. 
This demand has been met by reduc- 
ing the production rate by twenty per 
cent during July and August. The 
production curve is shown on Chart IT 
as a broken line. This means that 
instead of producing 8.33 per cent of 
the year’s requirements each month, 
we manufacture 8.62 per cent for each 
of the ten months, September through 
June, and 6.9 per cent for each of the 
months July and August. ‘These fig- 
ures, of course, should be adjusted for 
the number of working days. Such a 
vacation program involves the carry- 
ing of somewhat higher stocks of 
finished goods during the late spring 
than is necessary where the production 
level is constant throughout the year, 
but the difference is not great. It also 
involves an extremely careful analysis 
of requirements for individual units, 
sizes, and parts, in order to have a 
balanced stock at the beginning of the 
period of peak sales and lowered pro- 
duction. 


Stock LEVELS 


The determination of the amount of 
finished stock to be carried at all times 
of the year is the fourth step. It is 
readily seen that the minimum stock 
will come at the point when the sales 
rate drops below the production rate, 
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for then stocks begin to accumulate. 
The minimum stock then can be taken 
for a starting point for the calculations 
and can be set at any quantity, usually 
the absolute minimum that can be car- 
ried at this time and yet fill orders. 
The stocks for each of the other months 
may be determined by a process of 
adding production and subtracting 
sales for each of the months in order, 
beginning with the minimum point. 
The dotted line shown on Chart I 
illustrates this accumulation of stocks 
and is what we call “normal” stock, 
which in this particular case reaches a 
maximum of 26.6 per cent at the end of 
February and is approximately a three 
months’ stock at this point. 

It is convenient to express the nor- 
mal stock in terms of percentages, 
which, while the figures will not add up 
to 100 per cent, makes it possible to 
determine the normal amount of stock 
at any time of the year by simply 
applying this percentage to the yearly 
sales estimate. This is particularly 
useful when revisions of forecasts are 
made. 

We know now just how much stock is 
required at all times of the year. If 
storage facilities are limited or if there 
are limitations financially or otherwise, 
the production schedule may be altered 
and the level of production determined 
so that the amount of stock is reduced. 
Such a program, however, necessitates 
a changing production level. 


GENERAL OBSERVATIONS 


The four steps which have been out- 
lined give a very brief description of the 
plan of production control in the manu- 
facture of finished goods. It is de- 
scribed in a somewhat theoretical 
manner and must be adapted to each 
particular product. ‘There is a great 
deal of flexibility in such a program. 
It may be used in planning output of an 
individual product, or it may be used as 
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a scheme for controlling the production 
of an entire department, where the unit 
considered may be “man” hours or 
some other convenient base. It is 
frequently necessary to accumulate 
more than normal stocks of a few large 
running products where there are con- 
tinuous small orders for special prod- 
ucts which cannot be stocked. In 
this case, the normal stock at the peak 
will consist of only those products 
which may be called the “bread and 
butter” line. 

With the seasonal variation sub- 
stantially eliminated from output of 
the finished product, it is relatively a 
simple matter to schedule the supply of 
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parts and the preliminary manufactur- 
ing processes throughout the plant. 
We have found it most practical to 
establish maximum and minimum 
stock limits within which the stocks 
may fluctuate at will, maintaining all 
the while a constant rate of production. 
This is to get away from the prevalent 
practice of manufacturing for a defi- 
nite fixed stock, which invariably 
results in a production schedule which 
Huctuates as widely as do the sales. 
In general, all manufacturing processes 
are keyed to an average annual rate of 
sales, and the fluctuations in the stocks 
of parts will absorb the inevitable 
minor fluctuations in production. 


The Construction Industry and Business Depressions 


By Groras H. Hutt, Jr. 
New York City 


INCE 1838 this country has experi- 
enced thirteen industrial depres- 
sions, which have arisen from obscure 
causes. Following each depression 
there has been a public demand for in- 
vestigation to discover the causes and 
apply a remedy. Years of time and 
millions of dollars have been spent by 
the Federal Government in searching 
for the cause of these depressions. 
. These investigations have resulted in a 
vast collection of valuable facts, figures, 
and opinions relating to this subject. 
The alleged causes of depression pub- 
lished in the report of one government 
commission are classified under 180 
heads; in the report of a world-wide in- 
vestigation conducted by the Bureau of 
Labor in 1885, the alleged causes of de- 
pression are listed under 185 heads, 


DEPRESSIONS ORIGINATE IN 
CONSTRUCTION INDUSTRY 


Industrial depressions are born in 
the construction industry. From there 
they spread throughout all related 
industrial processes. Any effort to 
cure them must go back to the con- 
struction industry, where they origi- 
nated. Twelve previous business de- 
pressions have been allowed to cure 
themselves. These unorganized cures 
have required irom one to fifteen 
years. In every case the depression 
has finally been counteracted and a 
business revival set in motion by a 
radical lowering of the cost of con- 
struction. From 1885 to 1908, a 
period of sixty-eight years, eight sepa- 
rate depressions kept industry on the 
down grade for a total of forty-five 
years—forty-five years of lost pros- 


perity, consumed in an unorganized 
readjustment of industry, nearly all of 
which could have been avoided if the 
construction industry had been or- 
ganized so that it could function in 
controlling its own destiny. 

Without going deeply into figures, it 
may be stated that government statis- 
tics show that the major portion of the 
Nation’s accumulated wealth is repre- 
sented by construction in one form or 
another; likewise, that the major por- 
tion of all the products of industry, 
outside of food and clothing, find 
their ultimate outlet in construction 
and in the furnishing and equipment 
which follows construction and is de- 
pendent upon it. A mental picture 
of the part which construction plays in 
industry may be obtained by visualiz- 
ing the whole of industry as being 
divided into two main streams. One 
of these streams starts in agriculture 
and ends in the consumption of food 
and clothing by the people; the other 
starts at the mines, forests, and other 
sources of raw materials, flows through 
the channels of manufacture, com- 
merce, transportation, and finance, and 
ends in construction. 

Broadly speaking, consumption in 
the food and clothing stream is fairly 
steady. Its growth over a period of 
years closely follows the growth of the 
population. Our 120,000,000 consum- 
ers of food and clothing do not buy 
these commodities for investment or 
income-producing purposes. ‘They do 
not try to accumulate wealth in this 
form. They buy for current consump- 
tion, which for the Nation as a whole is 
fairly steady and limited in volume. 


148 


Tre CONSTRUCTION INDUSTRY AND Business DEPRESSIONS 


On the other hand, the final con- 
sumer of the labor and the materials 
which enter into construction, is actu- 
ated by the motive of profit or income 
return. ‘There is no limit to man’s de- 
sire to acquire more and more wealth 
through the ownership of income- 
producing properties involving con- 
struction. As long as he can foresee a 
margin of profit in such projects he will 
continue without limit to undertake 
them. As soon as this margin of profit 
is not in evidence, he ceases to operate. 
The aggregate acts of those who thus 
cease to undertake construction enter- 
prises create the shrinkage in the total 
volume of construction which is the 
basic cause of industrial depression and 
unemployment. 

When a shrinkage occurs in the vol- 
ume of capital flowing into construc- 
tion, every form of industrial, com- 
mercial, financial, and transportation 
activity participating in this vast and 
complex industrial stream which has its 
outlet in construction, suffers from this 
shrinkage. The obstruction of the 
flow of capital mto construction causes 
materials and labor in all contributory 
processes to pile up like water behind 
a miuldam, thus clogging the whole 
stream of industry flowing toward 
construction. 


THE UNDERLYING Morive 


Having discovered that business de- 
pression and unemployment originate 
in & stoppage of the flow of capital into 
construction, the next step is to analyze 
the motive which causes this stoppage. 
A further analysis of this stream of 
industry flowing into construction 
shows that it is subdivided into two 
classes: first, construction entered into 
with the business motive of profit or 
revenue; and second, construction en- 
tered into without that motive, such as 
governmental construction. 

When the first class of construction 
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encounters conditions unfavorable to 
financial success, such as relatively high 


‘cost or relatively low income return or 


both, it comes to a halt. Even in a 
severe depression, however, about sev- 
enty per cent of the previous peak vol- 
ume of construction continues. Con- 
struction volume ran at the rate of 
slightly over $6,000,000,000 per annum 
from 1925 to 1927 inclusive. In 1928 
it reached the peak volume of $6,600,- 
000,000. It has now dropped to about 
$4,500,000,000 for the year 1930, a 
decline of about thirty per cent. With 
our productive capacity geared to the 
six billion rate of construction, it is 
obvious that prosperity cannot be re- 
stored until the lost momentum of 
construction demand has been fully 
regained. It is this variation of some- 
thing like thirty per cent in the total 
volume which makes the whole differ- 
ence between the height of prosperity 
and the depths of depression; and the 
motive which governs this variation in 
the total volume of construction is the 
universal motive behind all business 
endeavor, namely, the desire to make a 
profit and to avoid a loss. 

The history of every depression from 
1833 to date shows that this motive 
registers as infallibly in the ebb and 
flow of capital into construction as it 
does around the bargain counter of a 
retail store or in any other phase of 
business. In fact, on account of their 
long-term nature and the large money 
value involved in construction invest- 
ments, there is perhaps no department 
of industry where a consideration of 
cost is as imperative as it is in the 
construction industry, and for this rea- 
son the investment demand for con- 
struction is extraordinarily sensitive to 
the cost factor. This sensitiveness to 
cost furnishes a natural lever which, if 
intelligently operated by an organized 
construction industry, could be used de- 
liberately to influence the public demand 
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for construction in a systematic and 
orderly manner. 

President Hoover’s campaign for pro- 
moting construction has the fundamen- 
tal weakness of relying on patriotic 
appeal as a motive for undertaking con- 
struction projects. The large invest- 
ment element which, as shown above, 
governs the varying volume of con- 
struction and which undertakes con- 
struction projects solely for profit or 
revenue, has been entirely left out of his 
calculations. This element has been 
withdrawn from the construction pic- 
ture because its margin of profit has 
been squeezed out between the upper 
and the nether millstones of high con- 
struction cost and the reduced earning 
capacity which any type of construc- 
tion enterprise must face since general 
deflation setin. There is no possibility 
of quickly regaining this loss in earning 
power. ‘Therefore, a margin of profit 
in construction works can be restored 
only by reducing construction cost. 
This question brings us face to face 
with the producers of construction ma- 
terials and with the labor unions whose 
members are identified with the differ- 
ent phases of the construction industry. 


READY FOR CONSTRUCTIVE PROGRAM 


The last annual report of the Ameri- 
can Federation of Labor, in discussing 
the unemployment question, indicates 
that this great labor organization is in a 
receptive frame of mind for the launch- 
ing of any practical economic program 
designed to dispel ignorance and bring 
order out of chaos. There is no ques- 
tion that the executive leaders of the 
industrial corporations which produce 
the raw materials and the finished 
products that flow into construction 
would be even more receptive to such a 
program than are the labor unions. It 
would appear, therefore, that the stage 
of national industry is set for these two 
great partners in the construction in- 
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dustry—labor and material producers 
——to get together with a view of com- 
bining their interests and codrdinating 
their efforts in an organized attempt to 
win back their lost sales volume of 
construction, regardless of any tem- 
porary sacrifices which may be in- 
volved. 

The organization of the construction 
industry thus briefly suggested, is 
something which should have been 
undertaken nineteen years ago when it 
was discovered that industrial depres- 
sions originate in that industry. In- 
stead of being allowed to continue as a 
huge drifting derelict without executive 
head or steering gear and without the 
semblance of sales organization for 
promoting the sale of construction to 
the public, the construction industry 
should get a mental conception of itself 
as a unit composed of various coördi- 
nated departments, and should or- 
ganize all its elements permanently to 
work together around that central idea, 
having in view the conscious and con- 
centrated purpose of selling the largest 
possible volume of construction to the 
public. 

When this conception is carried out 
in a practical manner by organization, 
as it can be, the whole construction 
industry of the Nation, divided into 
geographical regions and subdivided by 
states, could function smoothly like any 
other large departmental business. 
Such organization would place the con- 
struction industry in a position to deal 
promptly, systematically, and effec- 
tively with any local or national condi- 
tions which might arise affecting the 
equilibrium of supply, demand or cost 
relations in this industry. 

The Federal Government would un- 
doubtedly lend its assistance to such 
organization, first by modifying the 
Sherman Law to facilitate it, and sec- 
ond by assembling the information 
upon which the construction organiza- 
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tion could base intelligent and far- 
sighted action. Such information 
would call for the inauguration by the 
Federal Government of a system for 
collecting end publishing monthly all 
pertinent information in relation to the 
existing volume of construction under 
contract for future months and the 
capacity of the country to produce ma- 
terials to meet the total demand thus 
indicated. When this picture of ap- 
proaching conditions indicated any 
impending discord in the relations of 
supply and demand, the “construction 
cost lever’ would be applied to coun- 
teract it. When the construction in- 
dustry of the country is thus systema- 
tized, its aggregate results for a decade 
will be as different from the present 
condition as the results of a trained and 
disciplined army are different from 
those of a mob. 


THe Economic PRINCIPLE 


The whole fundamental economic 
principle behind this idea is what Adam 
Smith told the world many years ago, 
which has never been successfully con- 
tradicted; namely, that high prices 
restrict consumption and low prices 
stimulate consumption. Any far- 
reaching business program built on this 
sound economic foundation takes the 
laws of nature into partnership and 
enlists their aid. Any program which 
ignores this principle is at war with the 
laws of nature and cannot possibly suc- 
ceed. Our great construction indus- 
try, the recognized governor and foun- 
tainhead of business prosperity and 
depression, has declared a hopeless and 
futile war against this basic law by 
attempting to revive construction de- 
mand while rigidly upholding construc- 
tion cost. This is particularly true of 
the element of labor, whose high wage 
scales, which have ceased to function, 
stand out on the horizon like the 
Acropolis amid the ruins of departed 
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prosperity, the solitary and stubborn 
survivor of a vanished era of inflation, 
blocking the only gateway through 
which prosperity can return. 

This situation is clearly depicted in 
the following figures: decline in volume 
of construction between 1928 and 1930, 
30 per cent; decline in employment in 
construction industry estimated be- 
tween 30 and 40 per cent; advance in 
building wages, New York City, from 
1918 to 1930, 210 per cent; advance in 
price of basic construction materials 
from 1918 to 1930, f.o.b. New York 
City, 50 per cent; advance in general 
cost of construction 1918 to 1930, 
United States, all classes of buildings, 
98 per cent. 

The 50 per cent advance in the price 

of materials, when contrasted with the 
210 per cent advance in wage scales, 
shows that the advance in wage scales is 
largely responsible for the 98 per cent 
advance in general cost, and is therefore 
the chief obstacle to the revival of con- 
struction and the restoration of general 
business prosperity. 
_ In undertaking to stabilize employ- 
ment by means of its motive power, 
construction, there are three basic ele- 
ments to work with: namely, supply, 
demand, and price. Any attempt to 
organize any branch of industry around 
the idea of restricting supply has 
proved an economic failure. In the 
construction industry the attempt 
could be made to curtail the supply of 
materials, but this would merely add to 
the already large supply of idle labor, 
which cannot be curtailed. Moreover, 
reduction of supply accomplishes noth- 
ing towards bringing about the main 
object of stimulatingdemand. Accord- 
ingly, only one alternative remains, 
namely, to organize the construction 
industry around the cardinal principle 
of influencing the volume of demand by 
deliberately using the all-powerful fac- 
dor of price ag the controlling lever. 
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A CONFERENCE PROPOSED 


In order to take the first steps to- 
- wards perfecting such an organization, 
it is proposed that a conference be 
called to be devoted to the major ele- 
ments of the construction industry; 
that is: (1) construction labor unions; 
(2) producers of all the major materials 
and equipment entering into buildings 
and all other types of construction; and 
(3) large construction and engineering 
contractors. 

It is suggested that invitations to 
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attend this conference include a state- 
ment of the economic conditions which 
have prompted the calling of the con- 
ference and an outline of the objects in 
view. 

It is hoped that such a conference 
would result in the application of 
guiding influences to the heretofore un- 
organized and unguided construction 
industry which would impart to that 
industry an unprecedented degree of 
stability and by so doing would neces- 
sarily stabilize all related business 
processes in like degree. 


Methods Employed in the Clothing Industry 


By Murray WEINSTEIN 
Amalgamated Clothing Workers of America, Philadelphia, Pennsylvania 


T is my opinion that irregularity of 
employment is due to many causes, 
some of which are: the responsibility of 
industry to its workers; machinery; and 
seasonal employment. 

Today we are facing not irregularity 
of employment but a calamity, because 
no provisions have been made in normal 
times to meet an emergency of this 
kind. I believe that if industry would 
live up to its responsibility of laying 
out plans to care for unemployed work- 
ers when an emergency arises, we would 
not have the situation which exists 
today. 

In olden days people thought they 
could fight machinery. Wehavefound 
that impossible; but we should recog- 
nize that machines are invented not 
only for the purpose of making profits 
but also for the purpose of making the 
job easier for the worker. When ma- 
chinery is brought into an industry, 
provision should be made for the dis- 
placed workers in that industry so that 
they are taken care of and not thrown 
helplessly on the streets. I believe 
that the most effective means for ac- 
complishing this end is the shortening 
of the working week. 


SEASONAL EMPLOYMENT 


The clothing industry, in which the 
Amalgameted Clothing Workers of 
America, is functioning, is seasonal. I 
came into this industry in 1907, when 
the workers were all foreigners. The 
American worker stayed out of the in- 
dustry because standards were very 
low. There was no responsibility of 
any kind. When the busy season 
came on, the employers sent for us and 
put us to work. After several weeks, 


when the work slackened, the em- 
ployers kept some of the workers 
and sent the rest away to shift for 
themselves. 

In 1914 we succeeded in organizing 
ourselves for the purpose of improving 
and stabilizing working conditions in 
the clothing industry. There came 
from the ranks a man by the name of 
Hillman who has been able to lead the 
organization and to see far ahead. 

Among other things, we introduced 
the system of equal division of work. 
Our agreements with the employers 
specifically provide that work shall be 
divided equally among all the workers 
in the plant. We did not always have 
the codperation of theemployers. They 
argued that under the system of equal 
division of work, the employees would 
become demoralized and would not 
care to work. Experience has shown 
that under that system more efficiency 
has been brought into the clothing in- 
dustry. The worker feels that he has a 
job and has something to look forward 
to in the slack season as well as in the 
busy season. 

Whiting Williams! says that a man 
would rather have a job than insurance. 
I believe that a man should have both 
a job and insurance, and this is what 
we are striving for. When the proper 
time came our president proposed an 
unemployment insurance plan for the 
clothing industry in Chicago. Under 
that plan the employer and the worker 
contribute certain amounts to a fund 
out of which unemployment relief is 
paid in accordance with certain rules. 
It is no dole, no charity, but something 

1See “A Challenge to Industry,” in this 


volume. 
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which the workers feel is due them as 
part of the industry. Later that'plan 
was extended to Rochester and New 
York, although at one time my fellow 
workers in New York refused the 
unemployment insurance plan. 


A PATTERN or ACCOMPLISHMENT 


The clothing mdustry has suffered 
from the depression as much as has any 
other industry; but with equal division 
of work, with unemployment insurance, 
and with the codperation of those em- 
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ployers who realize that by giving 
workers proper protection they main- 
tain efficiency, we have been able to 
keep our people from the soup kitchens 
and the coffeepots, where, as some one 
has said, there are more tears than milk 
in every cup of coffee. What has been 
done in an industry which began as a 
sweatshop industry can likewise be 
done in all American industries, so 
that when a calamity like the present 
one occurs, the worker shall be taken 
care of. 


Security of Industry in Italy 


By Torquato C. GIANNINI 
Professor of Law, Royal University of Rome, Rome, Italy 


HE important problem of the 

security of industry in the United 
States must naturally be dealt with 
from a domestic viewpoint. It may, 
however, mterest you to know how the 
Italian National Government has faced 
this problem, which was the most 
pressing one when Fascism took hold 
of the government after four years of 
almost constant insecurity of industry. 
I will try to present briefly the main 
features of the system, which is the 
result of studies carried on for several 
years and is set forth in several elabo- 
rate legal provisions. 


Propuction Must Be MAINTAINED 


The basic idea is that the duties of 
the state are to be established not ac- 
cording to abstract principles but ac- 
cording to the economic position of the 
country and the needs of its citizens, 
and that it is a duty of the state to 
intervene, if necessary, in order to in- 
sure the uninterrupted and maximum 
activity on which the normal welfare 
of the citizens depends. Any volun- 
tary interruption of production must 
therefore be avoided. The state must 
aid the emplover in his function so that 
it shall not become necessary for him 
to interrupt his activity. It must also 
assist the workmen in order that their 
skill and efficiency may reach their 
climax. The state is, in its turn, em- 
powered to require that the results of 
this equilibrium shall not be disturbed 
by selfish aims. 

The new Fascist legislation is inti- 
mately bound up with this conception. 
No interruption of work may be toler- 
ated, even though not accompanied by 


violence, threats, or deeds otherwise 
punishable. Strikes and lockouts are 
punished unconditionally under the 
recent Italian law. A lockout is un- 
lawful even if it is carried on by a single 
employer, and even if it affects only a 
part of his production. It is forbidden 
and punishable when it aims to obtam 
new labor agreements or to coerce the 
will or influence the decision of public 
authority. When lockouts affect pub- 
lic services or such as are declared to 
be essential for the public, the penalty 
is heavier, even in the absence of these 
motives. 

Strikes are likewise forbidden when 
they aim at the above-mentioned pur- 
poses. A strike is constituted when 
at least three workmen, by precon- 
certed agreement, abandon their work 
or perform it in a manner likely to 
interfere with its continuity or regu- 
larity, even without violence or with- 
out the workmen’s leaving their places. 
More severe penalties are pronounced 
against the leaders, the promoters, and 
the organizers of the strikes. ‘There is 
added to this the pecuniary liability of 
syndicates or unions. 

As a matter of fact, while in the years 
1919, 1920, and 1921, there were lost 
respectively, eighteen, sixteen, and 
eight millions of working days, in 1922, 
only about three hundred thousand 
days were lost, and in the succeeding 
years neither strikes nor lockouts have 
taken place. This result is due not 
only to the provisions of the new laws 
but especially to the sentiment cre- 
ated by Fascism. In the Charter of 
Labor issued in the year 1926, a docu- 
ment which attracted the attention of 
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the entire world, we find some prin- 
ciples which concern the subject under 
discussion. 


LABOR as A Soctan Dury 


The Nation’s strength is increased 
by the enhancement of its economic 
welfare. Every one must codperate to 
this end. In this sense, labor of any 
kind is a social duty which the state 
guarantees and helps. The various 
groups which contribute in any way to 
production are responsible to maintain 
its discipline, to increase and perfect it, 
and to exercise an influence on work- 
men intended to raise their technical 
skill and social value, caring for the 
instruction and the moral and patri- 
otic education of their fellows. These 
are the keystones of the juridical dis- 
cipline of the labor activity in the 
Fascist legislation. ! 

The unavoidable struggle of classes, 
the deep source of which is to be found 
in the contrast of opposite interests, 
had gradually taken an ever sharper 
form, emphasized, as it was, by mani- 
fold propaganda directed to prompt 
each class to profit to the utmost by 
its own situation and leading to de- 
mands of the working class not only for 
continued improvement in wages but 
also for the suppression of the employer 
class, of discipline, of capital, and of 
property rights. Hence the necessity 
of instilling, especially in the rising 
generations, the sense of duty which 
every citizen should feel to codperate 
towards the welfare of the collectivity, 
and that not for altruistic or abstract 
considerations; on the contrary, for an 
essentially egoistic reason, namely, to 
secure the best possible reward. 

The provisions of the new legislation 
tend to create the organs and the formal 
instruments for the achievement of its 
objects, which may be condensed in 
the three following propositions: (1) 
The quantity and the quality of pro- 
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duction must be increased; (2) co- 
operation for the common interest must 
be general; (8) the sharing of profits 
must be agreed upon among all those 
who codperate thereto, without preju- 
dice to the principal. 


Associations ENCOURAGED 


All those who perform a work which 
directly or indirectly contributes to 
production may associate to protect 
their economic and social interests, to 
reciprocally assist one another, and to 
give and receive instruction. ‘These 
associations must possess an objective 
homogeneity (that is, must concern 
the same art, profession, or trade) and 
a subjective one (that is, must include 
only one level of activity). The em- 
ployers shall therefore associate only. 
among themselves, and likewise the 
workmen; the intellectual workmen 
shall constitute a separate association 
from the manual workers, and those 
who practice for their own account a 
profession or an art not bound by a 
contract of labor must form separate 
associations. 

The grouping may be extensive, that 
is, of homogeneous associations exist- 
ing in different places, or intensive, that 
is, Of similar associations at the same 
spot; their size depends on manifold 
factors. 

The law does not compel the forma- 
tion of an association; the Charter of 
Labor proclaims the complete freedom 
of syndicates and organizations, and 
the law requires as a condition that 
their components shall represent a 
minimum of ten per cent of the work- 
men within the territory. Neither are 
the employers or the laborers bound 
to enter the association, once it has. 
been formed. The fact of its existence, 
however, will induce at least the 
greater part of the workmen or the 
employers to join it. 

It is evident why the state, con- 


SECURITY OF INDUSTRY IN ITALY 


sidering the association as a means for 
performing the social duty of work, 
may encourage the interested parties 
to participate in it, in contrast with 
the policy of states where associations 
are only tolerated or permitted. He 
who remains outside the association 1s 
not for this reason freed from the 
duties of employer or workman, 
neither is he completely deprived of its 
benefits. He is in fact on one side 
subject to the financial contributions 
collected among the class for its ac- 
tivities. On the other side, the asso- 
ciation provides for the assistance, 
the education, and the instruction of 
all workmen or employers of the cate- 
gory, whether or not they have asked 
to be included therein. 

Associaticns of the first degree may 
join in unions or federations; for in- 
stance, the Association of Hotel Keep- 
ers may form a National Federation 
of Hotel Industry. The federations 
or unions are groups of bodies of the 
first degree having similar character 
and entitled to local monopoly. These 
federations, or associations of the 
second degree, exercise a disciplinary 
power over the subordinate associa- 
tions and their components, and may 
sometimes substitute for them in the 
representation of common interests. 
In their turn, federations may join and 
form an association of the third degree, 
under the name of confederation, which 
is national. The whole organization 
culminates in a Ministry of Corpora- 
tion assisted by a National Council of 
Corporations. 


Functions oF COUNCIL OF 
CORPORATIONS 


The law of April 3, 1926 provides 
that syndical associations may be 
brought together by means of central 
organizations. But a corporation 
springing from the associations might 
indeed become a means of strength- 
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ening the defense of the personal 
interests of the components of a 
certain branch of industry or trade, 
instead of hastening the harmonious 
coöperation of the whole working mass 
towards the welfare of the Nation. 

An act of December, 1929 establish- 
ing the Council of Corporations placed 
the associations in a position to achieve 
this coöperation. The Council is 
formed by sections which include the 
representatives of employers and em- 
ployees of the various branches of trade 
and industry, and which may be called 
to work together whenever a matter 
interests more than one of such 
branches. Among the tasks of the 
National Council of Corporations must 
be included the action directed to pre- 
vent overproduction. The Council is 
invested with advisory powers, and 
may, upon request of the interested 
body, issue regulations of economic 
relations among the various categories 
of the producing classes, subject to the 
Government’s approval. 

The resolutions of the Council are of 
a general character and never imply 
any intrusion in the management of the 
various concerns, since the spirit of 
the Italian labor legislation commands 
respect for individual initiative. Fas- 
cist syndicates aim to realize, without 
delay, that spirit of collaboration of 
classes which has recently been advo- 
cated by writers from the interested 
classes of more than one country. 


PractricaL RESULTS 


What have been the practical results 
of the new legislation? There were in 
Italy at the end of 1928 about 500 
associations of employers, 3,600 of 
workmen, and 800 of professional men. 
The total number of employers who 
were members of syndicates was: 
800,000 in 1927; 970,000 in 1928; and 
1,200,000 in 1929, out of four and one 
half millions of employers. The 
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number of workmen who were members 
of syndicates was: 2,500,000 in 1997; 
2,900,000 in 1928; and 3,100,000 in 
1929, out of eight and a half millions 
of workmen. 

The increase in the numbers of firms 
and workmen joining the syndicates is a 
proof that the system is of general 
interest. On the other hand, the fact 
that the majority of employers and 
workmen are not yet members of the 
syndicates is evidence that no pressure 
has been exerted by the Government 
to encourage such membership. 

The tasks of the syndicates of the 
first degree are complex, namely: 

(1) Political—the appointment of 
representatives to sit at councils, 
guilds, and so forth. 

(2) Economic—the right and the 
duty to draw up labor contracts; the 
authority to take action on disputes 
arising therefrom, to promote and per- 
fect production, to reduce its costs, 
and to improve technical capacity and 
moral education of the workers. 

(3) Moral—the maintenance of dis- 
cipline, and the endeavor to reconcile 
the disputes among syndicates; the 
assistance as a general rule of the indi- 
viduals of the class, whether members 
or not, especially with regard to the 
observance of the various so-called 
social insurances, that is: insurance 
against labor accidents, insurance in 
case of illness, old-age pensions, and 
unemployment insurance. 

It is the duty of associations of higher 
degree to endeavor amicably to settle 
disputes among the associations of the 
first degree over which they have con- 
trol, and which they may in some cases 
represent. 


COLLECTIVE BARGAINING 
One specially important field, how- 
ever, is particularly reserved to syndi- 
cates, namely, the stipulation of 
collective bargaining wherein lies the 
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prohibition of lockouts and strikes, 
and which appears to be the most 
effective means to insure the continuity 
of work and consequently that of 
production. 

Collective bargaining has recently 
developed rapidly in spite of the re- 
luctance of many legislators to pay 
attention to it. Its weakness, how- 
ever, consists in its execution bemg 
intrusted to the sincerity and the good 
will of the parties. The nonexistence 
of the worker in a juridical sense as 
party to such a bargain makes it an 
illusion; the existence of such a party, 
on the other hand, weighs very little 
unless backed by a real pecuniary 
liability. Even when it exists, if there 
is a conflict in the fulfillment or the 
construction of a labor contract, how 
can a prompt and efficient judgment 
be secured, the observance of which 
may be imposed on the parties? The 
problem becomes more complicated 
when many labor contracts for the 
same trade or branch of trade or in- 
dustry exist and are applicable in the 
same territory, although they may dif- 
fer even in essential points, such as 
salary. Let us see how the Fascist 
legislation has faced the problem. 

Negotiations for labor contracts may 
be carried on by legally recognized 
syndical associations of the first degree 


or by exceptional associations of higher 


degree. The agreement must always 
be made between syndicates; it cannot, 
for instance, be made between a labor 
syndicate and a single employer, nor 
between a recognized and an unrecog- 
nized association. ‘The condition that 
a legally recognized association be a 
contracting party is one of the foun- 
dations of the system. 

The effects of collective bargaining 
in the new Italian legislation deserve 
particular attention. The contracts are 
valid in respect to all employers, work- 
men, artists, and professional men of 
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the category to which they refer, or to 
the specified parts or groups thereof 
explicitly indicated. Therefore, the 
agreement made, for instance, between 
the Syndicate of Bankers and that of 
the bank employees of a province or 
a region will be effective and binding 
for all banking firms and employees 
in the said province or region, even for 
those who have not participated in the 
making of the contract, not being mem- 
bers of the syndicates. If employers 
or workers fail to observe the contract 
they are equally responsible to the 
union of workmen and the association 
of employers. 

Finally, the collective contracts or 
bargains may, upon the request of an 
interested association or of the Royal 
attorney, be drafted by the Labor 
Court, which has authority to issue new 
conditions of labor, even before the 
collective bargains may have expired. 
This is due to the fact that the law gives 
the association an inalienable right to 


claim the revision of the collective. 


bargain at any time in order ta con- 
form to any considerable change of 
conditions which may have occurred. 

There were 4,620 collective bargains 
in force in 1928, almost all of which 
were negotiated among associations 
of the first degree. At the end of June, 
1980 there were 6,200. All controver- 
sies concerning collective contracts of 
labor in the above sense must be sub- 
mitted to and decided by the Labor 
Courts if the parties do not agree to 
settle them by arbitration. The judge 
must in the first place endeavor to 
reconcile the parties, and must renew 
the attempt whenever an opportunity 
arises. Similar duty is imposed upon 
federations, confederations, and the 
Corporation, the linking organs to 
which the opposing associations are 
attached. If, however, an amicable 
solution fails, the Court acts as judge, 
conciliation being only a preliminary 
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act, to which the Fascisti, after the 
experience of other countries, attach 
very limited importance. 

The Labor Courts are ordinary sec- 
tions of the Civil Courts of Appeal, 
with which in each case there are asso- 
ciated two experts selected by the 
president from among the citizens, not, 
interested in the dispute in any way, 
but well acquainted with the general 
problems of production and especially 
with that peculiar branch of trade or 
industry connected with the dispute. 
Only legally recognized associations 
can appeal to the Labor Courts. 


Are Courts QUALIFIED TO RENDER 
JUDGMENT? 


Whenever there has been a pro- 
posal to submit labor conflicts to a 
special or ordinary court, with the 
understanding that its sentence should 
be observed and that lebor should 
meanwhile be continued, it has been 
objected that courts have not sufficient 
experience for dealing with industrial 
and labor matters and their judgments 
may not contain a fair settlement of 
the conflict. 

We can answer first that for this 
reason, experts especially acquainted 
with technical matters and the fluctua- 
tion of the market are attached to the 
Court. Besides, the judgment is pre- 
ceded by a comprehensive debate, so 
that one must presume that the Court 
will be not less enlightened than any 
other court of arbitration. Judges 
deliver verdicts in many hard and im- 
portant cases, involving the highest 
interests of private citizens as well as 
of the community. We are not able 
to see why, in questions where the 
field of discussion is naturally confined, 
the judges should suddenly lose their 
perspicacity. The judgment of an 
impartial judge also has a moral su- 
periority as compared with the settle- 
ment of disputes by conference com- 
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mittees, the decision of which often 
depends upon the degree of resistance 
or skill in one or the other of the con- 
flicting parties. 

The Labor Court is authorized 
through the above outlined judicial 
procedure to draft new conditions of 
labor in lieu of those still existing but 
not consistent with the new state of 
things, or of those which have been 
terminated through repudiation by 
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one of the parties. The judgment in 
this case includes a collective contract 
of labor or modifies the existing one, 
and it must therefore determine the 
period for which the new covenant will 
be valid. This is a judgment of equity, 
and judges must reconcile the interests 
of both parties, safeguarding in any 
case the paramount consideration of 
production, also represented in the 
hearing by the King’s attorney. 
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Report of the Board of Directors of the American Academy of 
Political and Social Science for the Year Ending December 31, 1930 


REVIEW OF THE ACADEMY 'S ACTIVITIES 


It is a pleasure for the Board to re- 
port to the members of the Academy 
that progress during the year 1930 has 
been very satisfactory. All of the 
meetings have been well attended and 
public interest has been manifested in 
the very considerable amount of atten- 
tion given to them by the press of the 
country. The use of the publications 
of the Academy also is growing and 
there is every reason to feel pleased at 
the increased influence which the Acad- 
emy is exercising on our national life. 

There has been clear evidence during 
the past year that the reputation of the 
Academy is growing in other countries. 
A request was received from the Gov- 
ernment of Brazil for our permission to 
have the special publication, the sup- 
plement to the May 1929 issue of The 
Annals, devoted to Foreign Office Or- 
ganization which had been prepared by 
Henry Kittredge Norton, Esq., trans- 
lated into Portuguese and distributed 
in Brazil. Needless to say, this per- 
mission was gladly given. It has also 
been of interest to know that the issue 
of The Annals which appeared last May 
under the title The Second Industrial 
Revolution and Its Significance is being 
translated into German and will be 
published soon in Germany. An early 
issue of the Revue Economique Inter- 
nationale of Brussels will devote from 
120 to 180 pages to a French transla- 
tion of a number of the articles in the 
issue of The Annals just mentioned. 
The Board of the Academy feels that 
these evidences of foreign interest in our 
work are especially gratifying. 

The Pacific Sopthwest Academy, 
with headquarters at Los Angeles, is 


continuing as a center of the American 
Academy of Political and Social Science. 
Meetings are held from time to time 
and are, in a general way, comparable 
to those held in Philadelphia. There 
is every reason to anticipate a most 
prosperous future for this center, which 
is entering so vigorously into the life 
and activities of the section of the 
country in which it is located. 

During the year 1930 there were held 
three meetings of the Academy, each 
two days in length. There was a con- 
ference on March 7th and 8th under 
the general title, “The Second Indus- 
trial Revolution and Its Significance.” 
The addresses at this meeting appeared 
as the May issue of The Annals. The | 
Annual Meeting was held on May 2nd 
and 8rd, with the general topic, “‘Eco- 
nomic Tendencies Affecting the Peace 
of the World.” On December 5th and 
6th there was held a conference on 
“Security in Industry.” 

On October 22nd the Academy was 
addressed by Dr. Hjalmar Schacht, 
former president of the Bank of Ger- 
many. He spoke on “The Economic 
Basis of Reparations.” 

At the present time a study is under 
way by Mr. Jeremiah P. Shalloo as a 
Fellow of the Academy on the subject, 
“Private Police.” The study by Dr. 
Austin Macdonald on “Municipal Air- 
ports,” to which reference was made in 
our last report, has been completed and 
was published as a supplement of The 
Annals in September 1980. ` 


PUBLICATIONS 


During the year 1930 the Academy 
published the following volumes and 
supplements: 
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January——-The Anti-Trust Laws of 
the United States 

March—Real Estate Problems 

March Supplement—Colorado River 
Development and Related Prob- 
lems ; 

March Monograph—Commercial Ar- 
bitration: A Practical Plan 

May—The Second Industrial Revo- 
lution and Its Significance 

May Supplement—Prosperity Re- 
serves of Public Works 

May Supplement—Some Social As- 
pects of Mental Hygiene 

July—Economics of World Peace 

September—Post-War Progress in 
Child Welfare 

September § Supplement—Airport 
Problems of American Cities 

November—-China 


MEMBERSHIP 


During the year 1980 the Academy 
enrolled 1,487 new members and sub- 
scribers. The Academy lost 102 mem- 
bers by death and 665 by resignation. 
There were 584 delinquent members 
and 78 subscriptions dropped. The 
present membership of the Academy 
is 7,970 members and 1,860 subscrib- 
ers. 


FINANCIAL CONDITION 


Receipts and expenditures of the 
Academy for the year 1930 are set 
forth in the Treasurer’s report. The 
accounts were audited by Edward P. 
Moxey & Company and a copy of their 
statement 1s appended herewith. 

During the year, friends of the Acad- 
emy contributed a total of $3,085 to the 
holding of the Annual Meeting, and in 
addition $330 were given to help meet 
the expenses of the meeting on March 
Sth and 6th. 

The Board wishes at this time to ex- 
press again its thanks to those who 
contributed to these funds. 
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CONCLUSION 


It is more and more evident that the 
Academy fills a highly important place 
in American life and has a unique serv- 
ice to render. This is shown by the 
continued good attendance at its meet- 
ings, by the regular increase in its 
membership, and by the extent to 
which the aid of the Academy is being 
solicited. During the last year a con- 
siderable number of organizations have 
turned to the Academy with requests 
that meetings be arranged and publica- 
tions issued on important questions. 
It is not possible to accede to all of the 
suggestions made, but they all receive 
the sympathetic attention of the officers 
and of the Board. 

We are more than glad to know that 
the Academy is thought of so highly 
as a forum from which the public can be 
better informed on all of theseimportant 
matters. 

It is only through the continued in- 
terest and codperation of its members 
that the Academy is able to exercise 
so great an influence, and the Board 
takes this opportunity of soliciting their 
continued assistance. 


Epwarp P. Moxny & Co. 
1416-1418 Chestnut Street 
Philadelphia 

January 15, 1981. 
CHARLES J. Ruoaps, ESQ., Treasurer, 

American Academy of Political and 

Social Sctence, Philadelphia, Pa. 
Dear Sir: 

We herewith report that we have 
audited the books and accounts of the 
American Academy of Political and 
Social Science for its fiscal year ended 
December 81, 19380. 

We have prepared and submit here- 
with Statement of Receipts and Dis- 
bursements during the above indicated 
period, together with Statement of 
Assets—-as at December 81, 1980. 


APPENDIX 


The Receipts from all sources were 
verified by a comparison of the entries 
for same appearing in the Treasurer’s 
Cash Book with the record of Bank 
Deposits and were found to be in 
accord therewith. 

The Disbursements, as shown by the 
Cash Book, were supported by the 
proper vouchers in the form of can- 
celled paid checks or receipts for mon- 
eys expended. ‘These were examined 
by us and confirmed the correctness 
of the payments made. 

The Investment Securities listed in 
the Statement of Assets were examined 
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by us and were found to be correct and 
m accord with the books. 

We have also prepared and submit 
herewith Statement showing the finan- 
cial condition of the S. N. Patten 
Memorial Fund and the Edmund J. 
James Memorial Fund as of December 
31, 1980, as well as the income derived 
from these fund investments. 

As the result of our audit and ex- 
amination wecertify thatthe statements 
submitted herewith are true and correct. 

Yours respectfully, 
(Signed) Epwarp P. Moxey & Co., 
Certified Public Accountants. 


AMERICAN ACADEMY OF POLITICAL AND SOCIAL SCIENCE 


STATEMENT or Recerprs AND DISBURSEMENTS FOR Fiscan Ymar ENDED DECEMBER $1, 1980 





Cash on Hand, January 1, 1980. $8,203 48 
Recetpis 
Members’ Dues.. 34,855 74 
Special Donations 8,415 00 
Subscriptions: 
Individuals. $97 50 
Libraries.... 2,348 27 
aie i 7,606 51 10,047.28 
Sales . - 6,695 94 
Tatere on Investments and Bank k Deposits 2 8,653 59 
Advertising . i 177 81 68,944.86 
$71,548.84 
Disbursements 
Office Expense.... ... $6,818 71 
Philadelphia Meetings. .  .. . 1... aa 8,152 94 
Publicity Expense . 5,749 64 
Publication of The Annals. $1,701.12 
Membership Records .. 6,224 32 
Sale of The Annals.. ...... 1,951 97 
Securities Purchased for James Fund . 968.75 
Discounts and Collection and Exchange.. 7.26 
Research Fellowship—Jeremiah P. Shalloo. . 375.00 
Honorarium—-Thorsten Selln. : 1,200.00 68,149.71 
Cash Balance, December 31, 1930 . $8,398 . 68 
Represented by 
Petty Cash Fund an #400 00 
Cash in Treasurer’s hands on deposit i in | Girard Trust Company. Sue fe $8,398 . 68 
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Doveras, Pau H. Real Wages in the 
United States, 1890-1926. (Publications 
of the Pollak Foundation for Economic 
Research, No. 9.) Pp. xxviii, 682. 
Boston: Houghton Mifflin Company, 
1980. $7.50. 


During the past four decades a large 
volume of labor statistics has been produced 
in this country through the efforts of 
numerous governmental and private re- 
search bureaus and independent investi- 
gators, which throws much light upon such 
important aspects of the changing condition 
of labor as rates of wages, hours of work, 
actual earnings, value of earnings, and 
regularity of employment. This body of 
information, however, although extensive 
and valuable, is fragmentary. The data 
relate only to particular aspects of the situa- 
tion, to certain years, to certain industries, 
or to certain states. While they throw 
useful light upon the condition of labor, un- 
related they do not afford an answer to our 


most important present social question, ` 


namely: What change is occurring m labor’s 
welfare under our scheme of industrial 
organization? Professor Douglas has here 
attempted the prodigious task of appraising 
and correlating all the available evidence in 
order to determine for the period 1890- 
1926, with as much accuracy as possible, 
what the net result has been. 

The labor involved appears from the 
author’s statement that some eighteen 
thousand hours of work over a period of six 


years, and three million computations, went , 


into the effort. His answers to the ques- 
tion are given in precise quantitative terms 
in forty-six propositions in a summary 
chapter. The rest of the book comprises a 
record of the source and the nature of the 
statistics used, the argument for and meth- 
ods of combining and revising them, and the 
results obtained. A virtue of the book is the 
fact that in spite of the size and complexity 
of the task, the.line of argument is con- 
sistently easy to follow. The descriptions 


of computations, however, are not always 
complete. 

The main conclusion of the book may 
perhaps be summarized, madequately, as 
follows: During the period stuulied there has 
been an increase in free income, such as 
governmental services, of 7 per cent; a 
decrease in the number of dependents per 
worker of 5 per cent; an increase in`the pur- 
chasing power of an average year’s earnings 
per employed worker of 85 per cent; a gain 
in earnings resulting from decrease in un- 
employment of 8 per cent; yielding a net 
gain in the value of the income of the total 
available labor force of 55 per cent. Mean- 
time, hours of work decreased 15 per cent. 
An outstanding finding is that unemploy- 
ment for manufacturing, construction, 
transportation, and mining industries com- 
bined, though decreasing over the period, 
has averaged 10.2 per cent of the available 
labor supply. 

The book has already been accorded an 
enthusiastic reception. It will be wel- 
comed by many because it formulates a co- 
herent conclusion out of the maze of con- 
flicting facts. It will serve a useful purpose 
in acquainting the growing number of per- 
sons interested in the economics of labor 
with the variety of data available, and with 
the difficulty of producing competent evi- 
dence to demonstrate whether or not labor’s 
lot is improving. 

It is important, however, that the book 
be recognized as an effort to interpret inad- 
equate data. Though expressed in precise 
quantitative terms, the results cannot be 
regarded as exact measurements. Many 
competent experts will doubt the validity 
of some of the procedures adopted, par- 
ticularly of some assumptions which have 
been made in extending to the entire body 
of workers data which pertain only to a 
portion (often small), or again of accepting 
data for certain years as representing other 
years for which no data exist. Unfortu- 
nately, errors of estimation are often cumu- 


Boox DEPARTMENT 


lative instead of compensating, and at many 
points other investigators may reach signi- 
ficantly different conclusions. 
Raura G. Horriw 
Russell Sage Foundation 


WAaGEMANN, Ernst. Economic Rhythm. 
(Translated by D. H. Blelloch.) Pp. 
xvi, 287. New York: McGraw-Hill 
Book Company, 1930. $3.00. 


Tariff barriers and international bound- 
aries have not prevented business cycles 
from making their appearance in countries 
other than the United States. It is nct 
strange, then, that we find the study cf 
business statistics progressing in foreign 
countries. 

In the translation of this book, originally 
published in German two years ago, we 
have made available for American readers 
the results of the extensive researches of ar 
eminent German economist on the subject 
of business cycles. ‘The author is not only 
a professor in the University of Berlin and 
the President of the Statistical Office of the 
German Reich, but in addition is Director 
of the German Institute for Business Cycle 
Research. In this latter capacity he has 
had ample opportunity to study in a critical, 
scientific way, the pulsating rhythm of 
business activity both in Germany and in 
the United States. He has appraised as 
well the various methods employed in this 
country in forecasting business conditions. 

Dr. Wagemann’s book is presented as a 
“theory of business cycles.” The 287 
pages are divided into two parts. In Book 
I he discusses the General Considerations 
of the Business Cycle; in Book I, the Busi- 
ness Cycle Theory in Application. In the 
thorough manner of a German scientist, he 
begins by sketching the historical develop- 
ment of modern business cycle theory, con- 
trasting the philosophies of America, Rus- 
sia, and Germany. In his own method of 
attack he compares the economic system to 
a living organism, in which there is intimate 
interconnection with all the separate parts, 
arising out of the internal interdependence 
of its various functions. This economic 
organism has “the power to regulate its own 
movement.” As an essential principle he 
states the hypothesis which has guided his 
work, thus, page 18: 
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“1. All parts of the economic system are 
interconnected in an intimate functional 
union; the system thus formed is closed and 
compact and is subject to its own laws. 

“2. Influences from outside, whether 
they proceed from non-economic spheres or 
from foreign economic organisms, affect 
the system simply as stimuli, which cause 
to be set ın operation the forces inherent in 
the economic organism under observation.” 

Proceeding on this hypothesis and em- 
ploying a system of reasoning applicable to 
organic subjects, he first describes the na- 
ture of economic fluctuations. A new clas- 
sification of movement forms is introduced. 
This replaces, in Dr. Wagemann’s reason- 
ing, the traditional trend-seasonal-cyclical- 
random classification. He distinguishes: 

1. Isolated changes (changes in struc- 
ture), viz.: (a) discontinuous changes (i.e., 
changes involving a breach in the course of 
development: displacements, collapses, dis- 
memberments); (b) continuous changes 
(i.e., changes involving no breach in devel- 
opment: expansion, transformation, re- 
gression). 

2. Periodic fluctuations, viz.: (a) fluctua- 
tions occurring in fixed rhythm (seasonal 
variation); (b) fluctuations occurring in free 
rhythm (business cycles—‘‘conjuncture”’ 
in the narrow sense). 

In many ways this is an improvement 
over the older classification upon which 
American analytical procedure has been 
based. 

In the last main division of the book we 
find brief critical discussions of the various 
economic barometers that have been de- 
veloped both in the United States and else- 
where. The conclusion is reached that 
single general purpose barometers or even 
the interactions of several composite in- 
dexes give insufficient basis for the study 
of business cycles. “Only a system of 
barometers which throws light from a number 
of angles on the whole business organism can 
permit us to form some sort of interpretation 
of the business situation.” 

Such a complete system of barometers 
has been constructed by the German Insti- 
tute of Business Cycle Research, of which 
Dr. Wagemann is Director. The move- 
ments of the various barometers at a par- 
ticular time may be properly classified and 
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the business situation diagnosed. Diagno- 
sis and forecasts are based upon the idea of 
typical movement forms. Absolutely new 
phenomena cannot be positively diagnosed. 

The book will be welcomed by students 
of business cycles. It not only enables us 
to appreciate the development of business 
cycle theory in Germany, but it also per- 
mits us to view American effort in this 
direction through the critical but friendly 
perspective of a German scholar’s eyes. 

D. H. DAVENPORT 
Harvard University 


The Cost of Living in the United States, 1914- 
1929. Pp. xvi, 190. New York: The 
National Industrial Conference Board, 
19380. 82.50. 


The National Industrial Conference 
Board index of the cost of living was started 
in 1918 for the information of employer 
members of the National War Labor Board 
and for industry generally. At the time of 
its inception, the only other figures avail- 
able were the Bureau of Labor Statistics 
estimates of changes in living costs in thirty 
different communities between 1914 and 
1918, computed on the basis of a study of 
family expenditures, which had been under- 
taken as an aid in the settlement of wage 
disputes in the shipping industry. At the 
present time, there are in the United States 
three regularly published series of cost-of- 
living figures: those issued by the Bureau 
of Labor Statistics, now a comprehensive 
national index; the index prepared by the 
Massachusetts Special Commission on the 
Necessaries of Life, and applying only to 
Massachusetts; and the index prepared by 
the National Industrial Conference Board. 

The present volume—one of several on 
the cost of living published by the Board— 
deals primarily with its own index, giving a 
brief account of its origin, the problems of 
selection and computation involved in the 
formulation of such an index, and the 
sources of the data and the statistical 
methods used by the Board, as well as an 
analysis of trends between 1914 and 1929, a 
comparison of the indices of the Board, the 
Bureau of Labor Statistics, and the Massa- 
chusetts Commission, and references to 
other cost-of-living studies. The book in- 
cludes, in convenient form, not only the 
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general index but also separate series for the 
major items in the wage earner’s budget. 
Detailed charts or graphs are presented for 
the chief articles of food (based on figures 
gathered by the Bureau of Labor Statistics) 
and for rents, clothing and yard goods, coal, 
and gas and electricity (based on informa- 
tion secured independently by the National 
Industrial Conference Board through ques- 
tionnaires). Interesting and less known 
studies, comparing living costs in different 
cities or dealing with the living standards of 
particular social groups, are summarized. 

Although the amount of explanatory text 
makes the book more than a mere compila- 
tion, it falls short of being a significantly 
critical discussion of cost of living studies. 
Much of the explanation of how items are 
selected and measured is too detailed for the 
average reader interested primarily in the 
statistical trends, but too elementary to be 
of value to persons interested in an analysis 
of the statistics. The book raises the 
question whether a cost-of-living index 
should reflect the retail prices of a fixed 
list of commodities or of a list of commodi- 
ties which changes with modifications in 
habits of consumption. Neither method is 
defended, but later in the volume certain 
alterations in the commodity base of the 
Conference Board index are explained as an 
attempt to adjust its commodity list to 
current living standards. 

Reasonable as this procedure seems, it 
contradicts the prime purpose which cost- 
of-living indices serve—that of measuring 
the purchasing power of the wage-earner’s 
dollar. Its acceptance, moreover, affords 
a cloak for changing so many items, deter- 
mined more or less arbitrarily in the first 
place, that both the theoretical discussion 
and the explanation of particular changes 
are unsatisfactory and unconvincing. This 
impression is strengthened by the made 
quacy of the chapter dealing with methods 
of computing the index—a chapter whica 
presents new information on a vital matter 
and should afford the basis for a detailed 
analysis of the differences between the esti- 
mates of the Bureau of Labor Statistics and 
of the National Industrial Conference 
Board, together with an evaluation of their 
respective merits. The materials for such 
an analysis are lacking. 
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For example, it is said that in making a 
commodity list of clothing items the Board 
found twelve lists already prepared by 
official and independent investigators but 
“none of these was deemed adequately 
representative” (mo reasons given) and 
since “there was no time in which to make 
an extensive survey ... twenty-five ar- 
ticles of yard goods and wearing apparel 
were chosen to represent the family require- 
ments” (not listed). An increased list of 
twenty-nine articles adopted in 1918 is 
given in detail with the comment that yard- 
goods items “were not included in the 
budget estimates but were used for compar- 
ative purposes only.” No reasons are 
given for the elimination of yard goods, but 
the reader cannot help noting elsewhere 
that cotton yard goods “rose especially 
high” in the period before 1920. 

Uncounted instances of such vagueness 
might be cited. Changes in the clothing 
budget in 1929 “to take cognizance of changes 
in consumption” are not enumerated. The 
items in the “sundry” list are avowedly 
“arbitrary” but are said to have been 
weighted after a careful analysis of a num- 
ber of family budgets (source not described). 

There is no reason to suppose that this 
vagueness deliberately conceals judgments 
which could not stand scrutiny. It is 
regrettable, however, that the National 
Industrial Conference Board did not pre- 
sent a sufficiently detailed description of its 
statistical methods to make possible an 
exact analysis of the reasons for the di- 
vergence of its figures on living costs from 
those of the Bureau of Labor Statistics. 
The observation that the trend of the 
Board’s index is in “substantial accord” 
with the other two indices unduly belit- 
tles the importance of differences which 
amounted to 9.4 per cent in the case of the 
Bureau of Labor Statistics at the end of 
1929. The further comment that “except 
for food . . . the Conference Board index 
is based on prices collected in many more 
localities than are covered by the Bureau” 
(no analysis of kinds of localities being 
given), which “probably accounts for the 
differences in the two levels,” is not so 
Uluminating an explanation as the Board 
might have made with the resources at its 
command. 
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Despite these defects the volume is to be 
welcomed for the things it does reveal. 
Not the least important of these is the 
number of arbitrary judgments which must 
go into the making and remaking of a cost- 
of-living index. The accounting which the 
Board has given to the public in the volume 
at hand is not sufficiently brilliant or suffi- 
ciently thorough to place its cost-of-living 
index above the wholesome suspicion with 
which any statistical estimates on this 
subject by a partisan in wage controversies 
should be regarded. 

Epona Cres Macmanon 


New York 
Hopson, J. A. Rationalisation and Unem- 
ployment. Pp. 126. New York: The 


Macmillan Company, 1930. $1.75. 

Here is a timely and interesting book. 
Mr. Hobson with his usual vigor presents a 
brief, concise, and forceful analysis of the 
most absorbing economic problem of the 
present time. The reader may or may not 
agree with either the explanation or the 
suggested remedy. He will not, however, 
escape the stimulation of contact with well- 
expressed ideas. 

The gist of the argument is that the per 
capita productivity of modern industry has 
increased to such an extent that “actual 
gluts of goods” or “stoppages of produc- 
tion” exist. The imability of markets to 
absorb all the products of fully utilized 
present productivity is not due to lack of 
total purchasing power, but to a distribu- 
tion of income which places too much in the 
hands of those who are devoting it to the 
purchase of capital or producer’s goods and 
too little in the hands of those who will use 
it to buy consumer’s goods and thereby 
raise the quality of “human capital” in the 
economic system. The obvious remedy 
indicated by the argument is a revision 
in the “distribution and utilization of 
income.” 

B. R. Mortry 

University of Pennsylvania 


Braman, Epwarp. Labor and the Sherman 
Act. Pp. xvii, 382. New York: Harper 
& Brothers, 1980. $8.00. 
This latest study of the Sherman Act 
combines an analysis of the facts pertaining 
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to the adoption of the act with a history of 
its subsequent interpretation by the courts. 
On the basis of a great deal of clearly pre- 
sented evidence the author concludes that 
Congress never intended the act to place 
restrictions upon the activities of labor. 
It can hardly be said that the evidence is 
complete or wholly irrefutable, and the 
bias of the reader will perhaps inevitably 
determine to some extent the amount of 
weight he gives to it. 

The author has had an easier task in trac- 
ing the story of the application of the act 
by the courts, and in showing how the 
shrewdness of opposing attorneys and the 
lack of learning and astuteness on the part 
of counsel for labor have combined with the 
bias already existing in the minds of judges, 
with the result that “a law originally in- 
tended to prevent the antisocial activities of 
business combinations has become an im- 
portant weapon against trade unions.” He 
deplores this result, but believes that it can 
be satisfactorily modified only by the slow 
process of education. 

The book will be of interest and value to 
students of labor problems and of constitu- 
tional law, and will be of especial interest 
to those of us who are engaged in studying 
the processes of the growth of law in the 
midst of complex political, economic, and 
social situations. 

CARL BRENT SWISHER 

Columbia University 


Lay-of and Its Prevention. Pp. ix, 86. 
New York: National Industrial Confer- 
ence Board, Inc., 1930. $1.50. 

Systems of Wage Payment. Pp. x. 181. 
New York: National Industrial Confer- 
ence Board, Inc., 1980. $2.00. 


It is not often that one, is fortunate 
enough to review two books from the same 
source simultaneously. When such an 
opportunity occurs, it is to be expected, 
perhaps, that the reviewer will approve the 
one and condemn the other. At least, that 
is the present reviewer’s reaction to the two 
publications of the National Industrial 
Conference Board under consideration. 

Lay-off and Its Prevention is a timely re- 
view of some of the steps which manage- 
ment may employ to stabilize the working 

‘force. The scope of the study is revealed 
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by the chapter headings of the report: 
“Fluctuations in Labor Requirements,” 
“Methods of Stabilizing the Working 
Force,” ‘“‘Lay-off Procedure,” ‘“Conclu- 
sion.” 

The Chapter on ‘Fluctuations in Labor 
Requirements” adds nothing which is new 
and serves merely as an introduction. The 
chapter on “Methods of Stabilizing the 
Working Force” is a clear statement of the 
methods which are in use; that on “‘Lay-off 
Procedure” is a discussion of the dismissal 
wage and of the methods used to select those 
employees who are to be laid off. 

The book is not only timely, but it meets 
the urgent need for a concise statement that 
will be read by employers with large pay 
rolis. Its value is enhanced by the fact 
that it is only 86 pages in length, and that it 
will have influence because of its source. 

Systems of Wage Payment cannot be 
commended. The introduction alone con- 
tributes to our knowledge of incentives. 
This portion of the book presents the results 
of a questionnaire which was answered by 
1,214 plants with 77,376 employees. It 
shows that 8.3 per cent use time wages 
only; 53.8 per cent, straight piece rates; 
27.1 per cent, piece rate and other incentive 
systems; and 11.3 per cent, special incentive 
systems without piece rates. The size of 
the sample makes these results of value. 
In contrast to the 8 per cent of these large 
manufacturers who use time wages, & sur- 
vey of the National Metal Trades Associa- 
tion, published in 1928, showed that 45 
per cent of the 672 reporting firms did not 
use financial incentives. Perhaps the dif- 
ference in findings may be accounted for by 
the smaller size of some of the metal plants. 

The remainder of the book adds nothing 
new to the literature of incentives. It may 
even be doubted whether the book serves a 
useful purpose in spreading an understand- 
ing of their usefulness. 

C. C. BaLpERSTON 

University of Pennsylvania 


Buzanson, Annm, and Hussy, Monim. 
Wage Methods and Selling Costs. Pp. 
xxi, 405. Philadelphia: University of 
Pennsylvania Press, 1980. $4.50. 
Since the development of wage systems 

whereby at least some part of the em- 
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ployee’s earnings is dependent on the indi- 
vidual’s accomplishment, there has been 
considerable 
merits of different methods of payment. 
In attempting to “clarify some part of the 
discussion of wage payment in retail sell- 
ing,” the authors, in coöperation with the 
National Retail Dry Goods Association, 
have done an excellent piece of work. 

Emphasis is placed on three general types 
of payment: salary, salary plus commission, 
and quota-bonus. These types are ex- 
amined from the standpoint of earnings 
and selling costs in four departments of 
retail selling, namely: hosiery, ready-to- 
wear men’s clothing, and house furnishings. 
Thirty-one stores, mostly department 
stores, with a wide geographical distribu- 
tion furnished the data for the study. 

While the volume, with its abundant 
tables and charts, is of primary interest to 
executives in the field of retail selling, and 
especially to those executives dealing with 
wage problems, there are numerous other 
angles from which the study may well re- 
ceive consideration. One of its contribu- 
tions is to statistical technique, and this is 
highly important in such an unworked field. 
Another contribution is the demonstration 
that mere adoption of one method of pay- 
ment rather than another does not solve 
wage and costs problems. Successful oper- 
ation of any plan must take into account 
“the purpose for which the plan is being used 
and the conditions under which it must 
operate. For example, if the system is 
intended to reward successful selling effort, 
then account must be taken of fluctuations 
in demand which, in the case of hosiery, 
make selling of several pairs very easy 
during the Christmas rush, but much more 
difficult at other times of the year. 

H. LaRue FRAN 


University of Pennsylvania 


Davis, JEROME. Contemporary Social 
Movemenis. Pp. xx, 901. New York: 
The Century Company, 1980. $5.00. 
The title of the book is somewhat mis- 

leading. It is not a treatise but a selection 

of readings about utopias, socialism, com- 
munism, fascism, and cooperative, peace, 
and the British labor movements. The 
claim of the compiler that “‘this is the first 


discussion of the relative | 
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textbook on modern social movements to 
be published in America” is rather preten- 
tious, because there have been several 
texts of this kind published. In spite of 
the assurances that the compiler is free 
from biases, the readings are given rather 
one-sidedly. For instance, readings on 
communism are represented almost entirely 
by its partisans; while the critical part is 
limited to a short fragment from E. Selig- 
man and to a paper of—Professor Jerome 
Davis himself! 

Selections are taken mostly from half- 
journalistic and journalistic writings, but 
rarely from any serious investigation of the 
problems. Similar superficiality is shown 
in the selected bibliographies of the com- 
piler. For instance, while dozens of jour- 
nalistie writings on socialism and com- 
munism are listed, neither Aristotle’s and 
H. Spencer’s writings, nor V. Pareto’s and 
R. Pöhlmann’s classical studies are men- 
tioned. Other shortcomings are not lack- 
ing. In the compiler’s introductions, as 
well as in the readings, the movements are 
depicted not as they have objectively 
manifested themselves in social reality, but 
as they appear in their ideal (speech- 
reactional) portraiture by their partisans. 
This evidently is far from being a scientific 
study of the movements as social realities.’ 

Furthermore, the compiler’s introduc- 
tions and “generalizations” are often of a 
very questionable validity. He writes, 
for instance: “The common elements of 
utopias” are: “‘the ideals of equality— 
freedom of speech, of press, and assembly.” 

Plato’s utopia, given in the book, can 
hardly fit this generalization, not to men- 
tion hundreds of other utopias. Or take 
another generalization. ‘‘Revolutions are 
a long time germinating. [In Russia] for 
centuries the despotism of autocracy was 
notorious. Ivan the Terrible has come 
down in Russian history under that name, 
but it was not until Nicholas I, centuries 
later, that the final explosion occurred.” 
Unfortunately for the generalization and 
the compiler’s historical knowledge, the 
enormous explosion came just a few years 
after the death of Ivan the Terrible, in the 
form of the great Russian revolution of the 
beginning of the seventeenth century. If 
it were necessary it would be easy to indi- 
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cate hundreds of similar inadequacies in the 
compiler’s statements and “‘scientific gen- 
eralizations.” 

The above is sufficient to show that the 
scientific value of the work is questionable; 
its pedagogical usefulness is also doubtful. 
Some information the book gives, of course; 
but it is neither adequate nor free from a 
certain kind of propaganda. 

Prrmm A. SOROKIN 
Harvard University 


Sroxprn, E. A., and West, Cuarues H. 
The Farm Board. Pp.ix,197. NewYork: 
The Macmillan Company, 1980. $2.00. 


The two authors of this volume, member 
of the Division of Agricultural Economics 
and Giannini Foundation of Agricultural 
Economies of the University of California, 
seem to entertain doubts about the ultimate 
value of the Farm Board. They do not 
believe that the Farm Board can minimize 
speculation in farm commodities. More, 
they question the wisdom of doing so even 
if it were possible. Moreover, they see 
little possibility of reorganizing the distrib- 
utive system of agricultural commodities 
or of reducing the cost of the distributive 
services which ‘‘must be performed by 
some one.” As for the alleged all-healing 
effects of Mr. Hoover’s farmer-owned, 
farmer-controlled cotperatives, the authors 
“have no illusions as to what may be ac- 
complished.” 

Farther on, however, the authors express 
naive faith that the Farm Board “‘in dealing 
with surpluses gives hope that the solution 
of one of the fundamental problems of 
agriculture will be attempted.” In this the 
authors have greater faith than the Farm 
Board itself, which in its first annual report 
flatly declares that “no government agency 
can protect farmers from the consequences 
of repeated continuous production m excess 
of market requirements.” But doubt again 
assails the authors when they discuss the 
stabilization corporations, whose possibil- 
ities for controlling surpluses “‘are small.” 
The authors find great possibilities to pro- 
mote education through the Farm Board. 
Here the authors revert to simplicity and 
directness in summary. “Truly, then, the 
Board has unlimited possibilities for fur- 
thering education.” 
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The authors review the outlook for agri- 
culture and discover many “bright spots.” 
In this we again venture the suggestion that 
they are in disagreement with the Farm 
Board, who in discussing the downward 
trend of farm prices “can see no hope of 
arresting such a movement.” 

BERNHARD OSTROLENE 

New York City 


DvunanD, Epwarp Dana. American In- 
dustry and Commerce. Pp. xii, 658. 
Boston: Ginn and Company, 1930. 
$4.00. 

Writing against a background of an 
experience and association of many years 
with the economic and statistical work of 
the Department of Commerce of the United 
States, Dr. Durand has presented in his 
American Industry and Commerce an excel- 
lent analysis of the economic position and 
development of the United States. He has 
drawn together, analyzed, and interpreted 
economic and statistical data compiled by a 
wide variety of official and private sources 
in the United States, and in some cases 
abroad, to give definite content to the pic- 
ture of the economic position of the United 
States. 

The purpose of the book is to set forth 
“the major facts regarding the present 
riches of the country, the character and 
magnitude of its industries and commerce, 
and the history of its material development, 
especially during recent decades; .. . to 
discover the basic causes of American 
prosperity and progress and to sketch the 
more important of those proximate and 
derivative forces for efficiency into which 
these underlying factors translate them- 
selves.” It also “undertakes to discuss the 
relation of the general economic status and 
trends of the country to the well-being of 
the masses of the population.” 

In handling his data the author has used 
charts freely and skillfully wherever possi- 
ble, instead of tables of statistics. In many 
cases the statistical data have been shown 
in the form of averages and index numbers 
rather than in their “unrefined” form. All 
of these add greatly to the readableness of 
the study and help to keep the outstanding 
facts visible and clear. 

The author has held strictly to the rôle of 
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an economic analyst in presenting the facts 
of economic development and has felt no 
obligation to discuss the influence of the 
material factors of life upon the spiritual 
side. He contents himself “to furnish the 
background for the broader and less precise 
study of the sociologist, the ssthetic critic 
and the moralist.” 
Wuarram J. Carson 
University of Pennsylvania 


Dameron, KENNETH. Mens Wear Mer- 
chandising. Pp. v, 556. New York: 
The Ronald Press Company, 1930. 
$6.00. i 
This volume is one of a series on mer- 

chandising and distribution in which the 
publisher is interested, and of which Pro- 
fessor Nystrom is general editor. The 
author, formerly Director of Research of the 
National Association of Retail Clothiers 
and Furnishers, has drawn extensively 
upon his experience in that employment to 
produce a book which is a thorough study 
and an extremely practical work for those 
engaged in the distribution of men’s wear. 
Indeed, the author states that the book is 
primarily intended for those whose business 
is the distribution of men’s clothing and 
furnishings. All students of marketing 
will, however, find it a composition of de- 
scriptive material and practical procedure 
from which they may draw much for 
broader generalization than the book 
itself attempts. 

Part I is concerned with an analysis of 
consumer demand in men’s wear, giving at- 
tention to the meaning of a consumer 
market, trading areas which constitute a 
retail market for this type of goods, and 
the general economic background which 
gives rise to consumer demand for apparel. 
Fashion, its cycles, its commercial promo- 
tion, and its history as related to men’s 
clothing are also discussed interestingly. 
Part If is devoted to retail distribution, 
the chief theme being a description of the 
various channels of distribution for men’s 
wear and the buying and selling problems, 
practices, and procedures found in retail- 
ing among those channels. The third 
part carries the discussion back into whole- 
saling. Wholesaling includes, in the au- 
thor’s view, not only wholesale dealers but 
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also manufacturers, with the result that 
the manufacturer’s tasks and methods re- 
ceive perhaps more treatment—due to the 
marketing methods prevalent in this trade 
—than do those of wholesalers. 

The final part of the book is given to 
what the author calls Economic and In- 
dustrial Development of the Men’s Wear 
Industry. This division opens with a dis- 
cussion of the origin of ‘“‘ready-to-wear”’ 
as distinguished from custom-made or 
homemade garments. The development 
of various types of men’s wear industries, 
such as the manufacture of hats, collars, 
shirts, and suits, istraced. The final chap- 
ter in this part is given to the activities of 
trade associations. 

A series of appendices, in some cases 
giving statistical support to the author’s 
statements, in others giving illustrative 
forms, in still others adding quantitative 
precision to historical statements, usefully 
supplements the book. 

Leverett S. LYON 

The Brookings Institution 


Keynis, Jonn MAYNARD. A Treatise on 
Money. Two volumes. Pp. xvii, 368, 
and viii, 424. New York: Harcourt, 
Brace and Company, 1930. $8.00. 


The ‘‘Cambridge School” of economists 
has during the last few years given the 
world many works that are worthy of the 
tradition left by Alfred Marshall, and the 
appearance of A Treatise on Money from 
the hand of Mr. Keynes cannot but awaken 
considerable interest. If the mere physical 
size of the two volumes, comprising some 
eight hundred pages of closely reasoned 
material, is a little terrifying when one 
picks up the book, these thoughts rapidly 
give way, as the reader progresses, to a deep 
interest in the lucid treatment of a subject 
which is of tremendous importance in the 
modern world. For the author has not only 
laid before us a restatement of the pure 
theory of money (including the debatable 
field of business cycles) but has also set out 
to apply that theory to contemporary prob- 
lems in an illuminating fashion. 

A mere summary of the topics covered in 
this work—ranging from the earliest mone- 
tary use of gold to a critique of central bank 
policy during the past decade—would re- 
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quire more space than is available for this 
review, so that the reviewer can do Little 
more than whet the appetite of the prospec- 
tive reader. 

Using, instead of the traditional terms, 
others which are more valuable to the 
student who is seeking a causal relationship, 
the author offers his equation of exchange in 
an entirely new form, viz.: m=wi+*5. 
Interpreting this briefly, the price level of 
total output is equal to the earnings of the 
factors of production, as modified by the 
relationship between saving (measured in 
money incomes) and investment m new 
capital. Using the advantage which sucha 
statement of the problem offers him, the 
author proceeds to develop the theory of 
money along lines which bring into sharp 
relief the differences between the various 
classes of funds which are included in the 
traditional concept of the quantity of 
money. It may be mentioned as one of the 
results of such an analysis, that the relation- 
ship of the banking system to the capital 
market is shown to be as close as, if not 
closer than, its relationship to the com- 
modity market—thereby demonstrating 
the necessity for a fundamental restatement 
of our ideas of banking policy. 

No such summary as this can do justice 
to Mr. Keynes’ treatise. All those who are 
interested in economic phenomena will un- 
doubtedly wish to read the book for them- 
selves, and while it would be rash to suggest 
that this statement of the theory of money 
is entirely accurate in all its details, there 
can be no doubt that the author has placed 
his fellow-students under a great obligation 
to him by the fullness and the lucidity of 
his work. ‘That the theory will provoke 
argument is certain, but that it will help to 
clear away many current misconceptions 
is no less certain. 

F. CYR JAMES 

University of Pennsylvanias 


Secrist, Horace (Assisted by PowLIson, 
Kerra). Banking Ratios. Pp. xiv, 608. 
Stanford University : Stanford University 
Press, 1980. $10.00. 

This volume presents in full detail the 
results of a monumental study of various 
ratios for all national banks in the country 
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and for member banks in the Twelfth 
Federal Reserve District. The ratios to 
earning assets of total loans and discounts, 
of total investments, of total deposits, of 
time deposits, of gross earnings, of total 
expenses paid, and of net earnings; the ratio 
to total deposits of demand and of time 
deposits; finally, the ratio of total expenses 
and of net earnings to total gross earnings— 
all these have been computed for each of the 
six years 1922-1927, and are presented for 
all national banks in each of the sixty-four 
cities and for member banks in California. 
Moreover, regression tables, showing the 
interrelationship among the various ratios, 
are given in profusion. On the whole, a 
wealth of raw material has been trans- 
formed into semi-finished product and made 


` available to the reader without sparing 


space or expense. 

One tends to agree with the author that 
the book is not for reading, but for study 
and reference. Students interested in 
banking problems should be grateful for the 
service rendered in the tabulation of the 
materials and the computation of the 
necessary ratios. But it seems, at least to 
this reviewer, that the analysis might have 
been more refined, revealing a great deal 
more without much additional labor. The 
regression tables are given for the whole 
period 1922-1927. If given separately for 
each of the six years covered, they would 
have indicated the existence or absence of 
time changes in the relationships studied. 
Both the simple classification and the re- 
gression tables have open ends—an ob- 
jectionable feature, since it makes difficult 
any further analysis of the data. And once 
the regression tables were given, it might 
have made the task of summary much’ 
easier if average measures of relationship 
had been computed to supplement the 
tables, 

But these critical reflections’ should not 
detract too much from the value of the book 
as a collection of semi-raw, statistical ma- 
terial. Even as it stands, it provides a. 
valuable reference compilation and facili- 
tates considerably the task of more refined 
analysis in the same field. 

SIMON Kuznets 

University of Pennsylvania 
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Stamnes, Grorcn T. Sizty Years of 
Branch Banking in Virginia. Pp. vii, 
142. New York: The Macmillan Com- 
pany, 1931. #2.00. 


Professor Starnes contributes an able and 
thorough piece of research into an era and 
& phase of banking about which little is 
known. His period covers sixty years prior 
to the Civil War. 

It is to be regretted that the material at 
the disposal of the author did not permit him 
to make a more analytical study of his prob- 
lem than was possible’ The present-day 
student of banking organization is particu- 
larly interested in the light which the early 
experience of the country in branca banking 
can cast upon the current problem. Pro- 
fessor Starnes recites the conventional 
virtues of branch banking (p. 28), the re- 
distribution of community cap:tal from 
areas of redundance to areas of scarcity, the 
economies (unspecified) of branch banking, 
and the greater resistance of a united family 
of banks to critical drains. These ad- 
vantages of multiple banking one expects to 
find demonstrated in the succeeding pages 
of the study. 

Such is not the case. Those pages are 
replete with tributes to the soundness and 
the conservatism of the bankers who con- 
ducted Virginia’s early banks. They dis- 
played an uncanny resistance to speculative 
temptations. When the banks of other 
sections flung themselves with unrestrained 
optimism into the movement for internal 
improvements, one of the banks in the Old 
Dominion refused to make any commit- 
ments, while the investment of the other 
was kept within moderate bounds (pp. 
70-73). The conservative discount policy 
of these banks, the maintenance of generous 
specie reserves (a statutory requirement), 
the actual payment of capital fonds and 
their high ratio to liabilities, plus regular 
and frequent inspections, all went far to 
assure the longevity and the prosperity 
of Virginia’s banks. The success of her 
banks must be attributed to able manage- 
ment and the wisdom of her Jaws. The 
study of Professor Starnes is a distinct ad- 
dition to our knowledge of the subject. 

JOSEPH Srace LAWRENCE 

Princeton, New Jersey 
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OSTROLENK, BernmaRrD. The Economics 
of Branch Banking. New York: Harper 
and Brothers, 1980. $8.50. 


This timely treatise of a subject much de- 
bated in recent years, submits the pros and 
cons of branch banking to a. thorough- 
going analysis. Beginning with a discus- 
sion of the pronounced trend toward mte- 
gration in industry in the United States 
since the World War, the author concludes 
that our individual, unit banking system is 
unsuited to meet the financial needs of our 
changing economic structure; hence the 
large number of bank failures during the 
past decade, particularly among the small 
independent banking units. 

One by one the arguments commonly 
advanced in favor of the continuation of 
our present banking structure are dismissed 
as untenable in the light of present-day eco- 
nomic conditions, With a somewhat pro- 
phetic air the author concludes his analysis: 
“‘Sentimentally one must regret the passing 
of the unit bank, entwined as it is with the 
history and development of a once-virgin 
continent and conceived by a people loving 
individuality and fmancial independence 
in community affairs. The course, how- 
ever, seems inevitable, and delay will re- 
tard and distort normal banking develop- 
ment, but not check the substitution of 
regionally widespread bankmg systems for 
the unit bank” (P. 201). 

Inasmuch as the author has seen fit to 
entitle this work The Economics of Branch 
Banking, one might inquire into his tests 
of economy in banking. To contend that 
banks that are unprofitable have no eco- 
nomic reason for existence (p. 49) is a 
somewhat questionable assertion, unless 
profitability is clearly related to the costs 
of rendering banking services to the com- 
munity. It is regrettable that this phase 
of the Economics of Branch Banking should 
not have been treated by the author. But 
in spite of this omission the volume contains 
an abundance of stimulating factual data, 
carefully analyzed and correlated, which 
should make it a valuable addition to the 
informational materials of any student of 
current banking problems. 

Karu ScHOLY 

University of Pennsylvania 
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Hovers, C. F. Wall Street. Pp. 612. 
New York: Wall Street Business School, 
1930. $6.00. 


The title of this book is too broad. It 
treats of only one phase of the work of 
Wall Street, viz., the technical operations 
of stock brokerage. It might well be called 
“Stock Brokerage Procedure.” 

Other books in this field deal with princi- 
ples and accomplishments and the broad 
aspects of the stock market, but omit many 
of the details of the subject. In Wall 
Street, the author begins at the point where 
these broader treatises end, enlarging upon 
“the routine methods and practices em- 
ployed by brokerage houses in the handling 
of securities.” The operations of the order 
department, the clearing house department, 
the margin department, the statistical de- 
partment, the handling and accounting of 
the various types of orders in stocks, bonds, 
and rights; the loaning of securities, the 
preparation of statements, and a host of 
other minute operations are described. 

For the active stock trader and for the 
brokerage employee who should know the 
various detailed operations in the handling 
of stocks, this book contains a fund of in- 
formation of worth-while value. It is fully 
illustrated throughout and clearly written, 
though some improvement might be made 
in arrangement and printing. 

G. Waicut HOFFMAN 

University of Pennsylvania 


Kortz, Eowin B. Isfe Expectancy of 
Physical Property. Pp. xiv, 205. New 
York: The Ronald Press Company, 1930. 
$6.00. 

Coincident with the growing importance 
of depreciation and especially of obsolescence 
problems in most of our industries, there is 
developing the realization of the need for 
actual mortality data of physical property. 
“Estimates of average life admittedly repre- 
sent only the opinions of certain men as to 
the probable average period of usefulness.” 

This study by Mr. Kurtz is a scholarly 
treatment of numerous records of property 
life history arranged in such a manner as to 
result in the development of basic findings 
“on which theories and practices of depreci- 
ation and valuation will be erected as super- 
structures.” 
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The work is of prime importance to de- 
preciation accountants and to appraisal and 
valuation engineers, not only because of its 
rare factual material but also due to its 
emphasis upon the creation of a fundamen- 
tal approach to the valuation problem. 
Not the least achievement of the work is the 
soundness of the method employed in the 
process of treatment of the available data. 

Grorae W. TAYLOR 

University of Pennsylvania 


Hewes, Amy. The Contribution of Eco- 
nomics to Social Work. Pp. ix, 186. 
New York: Columbia University Press, 
1980. $2.00. 


This volume contains six lectures de- 
livered by Professor Hewes before the New 
York School of Social Work in 1929. So 
much has appeared in the past ten years 
dealing with the psychic difficulties and the 
adjustment problems of workers, growing 
out of conflicts and inadequacies, that it is 
refreshing to read Professor Hewes’ book 
dealing with the old fundamentals of 
wages, workers’ bargaining power, economic 
change, and economic organization. For 
competent social work the first requisite is 
an understanding of these phenomena, and 
the author counsels a reading of social and 
economic history and at least a bowing 
acquaintance with statistics. In a chapter 
dealing with economic myths she succinctly 
sets forth the myths that have helped to 
shape our present orientation and shows 
rather neatly their fallacies. The need for 
@ more rational system of records is clearly 
presented. The handling of the material in 
this slender volume is judicious and has 
none of the moralizing so common in social 
work literature. 

J. P. SHALLOO 

University of Pennsylvania 


Hout, Rosgrr Smpewick. Casualty In- 
surance Accounting. Pp. xii, 325. New 
York: The Ronald Press Company, 1930. 
$10.00, 

This is a book for the specialist in insur- 
ance and accounting, and for him it will be 
invaluable. Casualty is youngest of the 
family of insurance, but books like this and 
the recent encyclopedic Casualty Insurance 
Prinetples of Michelbacher prove its rapid 
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development as a business and & science. 
Very wisely the author introduces his sub- 
ject by passing in brisk review the general 
principles of accounting. In this he per- 
forms a double task. For general account- 
ants he is able to stress the unorthodoxy of 
a great deal of accounting in casualty in- 
surance, in origin partly historical, partly 
imposed by statutory requirements. To 
accountants in casualty insurance he shows 
the basic reasons for what must often other- 
wise seem arbitrary formuls. Even for the 
non-accountant (and the term “account- 
ing” here covers the work of the statistical 
and in part the actuarial departments), the 
importance of accounting as a control gives 
Hull the opportunity to slip in a great deal 
of live and pertinent insurance information. 

On the other side of the ledger, this re- 
viewer has a single adverse comment. For 
him and surely for many others, Casualty 
Insurance Accounting would be even a 
better tool if, instead of merely describing 
forms and processes, the author had gone on 
and filled in his forms with actual figures 
for illustration. One can imagine no class 
of reader which would not welcome sample 
concrete facts and figures which would give 
life to the complex austerities of page after 
page of reproduced blanks and forms, 91 in 
all. ‘These exhibits are one of the most 
valuable features of the book, and the re- 
viewer would have none of them omitted. 
He is simply here entering a plea for the 
reader whose mind grasps a story more 
easily than a logical proposition no matter 
how carefully presented. Ifthe story could 
be a continuous one, running straight from 
the issuance of a policy to the corresponding 
exhibit in the annual statement, all the 
better. 

Published under the auspices of the 
Casualty Actuarial Society, Casualiy In- 
surance Accounting carries the prestige of an 
official text and deserves it. - 

C. A. KULP 

University of Pennsylvania 


Trends in ihe Foreign Trade of the United 
States. Pp. xvi, $29. New York: Na- 
tional Industrial Conference Board, 
Inc., 1980. $3.50. 

While the objective is a study of United 

States exports and imports, the approach is 
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made rather consistently from the foreign 
market. Exportation and importation are 
treated broadly both by geographic regions 
(continental and national) and by commod- 
ities; and imports are considered also under 
those dutiable and those duty-free. 

The need of more efficient export sales- 
manship is stressed, in view of the increas- 
ing share of manufactures and the dimin- 
ishing share of raw staples in our exports; 
but the technique of such salesmanship is 
left to other writers. An apparently new 
analysis of the effect of foreign loans upon 
commerce appears on pages 14-15. In 
general, however, the treatise is statistical 
rather than theoretical—the aim being to 
discover trends. The sections devoted to 
export markets resemble, but supplement, 
the Commerce Yearbook; Foreign Countries. 

The following exemplifies one of the geo- 
graphical analyses (p. 27): “Almost half 
of the total value of the export of the 
United States goes to Europe. . . . About 
85% of Europe’s purchases from the 
United States consists of crude materials, 
chiefly raw cotton; 14% of advanced ma- 
terials, of which copper, lumber, and 
leather are the principal items; 27% of 
foodstuffs, including large quantities of 
grains and grain preparations, frutts, 
meats, and oil cake; and the remaining 24% 
of finished manufactures, of which pe- 
troleum products comprise two fifths, and 
machinery and automobiles another two 
fifths.” One conclusion as to trends fol- 
lows (p. 814): “Our neighbors in North 
and South America, it appears, will furnish 
the greater part of the future increase in 
imports.” ‘The value of such analyses and 
conclusions to the trader, the banker, the 
shipper, and the statesman—for whom the 
investigation was conducted—is obvious. 

Ray Haun 

Department of Commerce 


PATTERSON, Ernnest Minor. The World’s 
Economic Dilemma. Pp. vii, 323. New 
York: McGraw-Hill Book Company, 
1980. $3.50. 

In this interesting book Dr. Patterson 
takes stock of the economic situation pre- 
vailing throughout the world. He deals 
with basic problems such as those of popu- 
lation, large-scale production, price econ- 
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omy, and world markets, and then outlines 
the economic difficulties of a number of 
leading countries. Throughout he shows 
the operation, and the absence of operation, 
of familiar economic theories, such as that 
of diminishing returns. The contrast is 
shown between a political order which is still 
primarily nationalistic and an economic 
order which is essentially world-wide, and 
here the dilemma is indicated. 

The solutions suggested, sensibly enough, 
are found in instruments and activities al- 
ready established: commercial treaties, m- 
ternational cartels, financial consortiums, 
the International Chamber of Commerce, 
and the economic work of the League of 
Nations. The principal merits of the book 
are doubtless the reémphasizing of the 
present economic interrelations of all parts 
of the world with a consequent need of 
applying economic principles accordingly, 
the testing of older economic doctrines in 
the light of this modern world order, and a 
running, readable style that will appeal to 
the student of international relations as well 
as to many general readers. 

Joan DonaLpson 

The George Washington University 


‘Brant, ARTHUR. An Economic History 
of Europe, 1760-1980.- Pp. 289. New 
York: Dial Press, 1980. 


Professor Birnie’s study of the economic 
history of Europe begins (approximately) 
with the year 1760 and is restricted in scope 
“almost exclusively to the industrialized 
countries of Western Europe, where the 
characteristic economic tendencies of the 
period ‘under consideration showed them- 
selves most unmistakably.” Judging from 
the content of the volume Professor Birnie’s 
statement that the “economic develop- 
ment of modern Europe may be summed up 
in a single phrase—the rise and expansion 
of industrialism” is not wholly justified, 
at least not without a careful definition of 
the particular sense in which he uses the 
term ‘‘industrialism.” 

While the author places emphasis upon 
industrial development since the first suc- 
cessful application of machinery to the pro- 
duction of goods, he has by no means neg- 
lected the more important phases of the 
agrarian and commercial revolutions, the 
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intricate mechanism of exchange developed 
in modern times, and the social conse- 
quences and adjustments, includmg a mass 
of labor legislation and many reform move- 
ments, which followed the gradual uproot- 
ing of medieval and early modern economic 
and social institutions. After calling at- 
tention to the slowness with which changes 
in the economic world are effected, he sur- 
prises the reader by his observation that a 
“sudden political revolution . . . snapped 
the chains of the peasant in France.” 

Lack of space prevented the author from 
qualifying a number of misleading general- 
izations; e.g., “Frantic price-cutting cam- 
paigns benefit consumers to a certain de- 
gree” (p. 266). Professor Birnie might 
have injected the thought that such bene- 
fits are likely to be but temporary and more 
than wiped out by subsequent increases in 
price. Omitting minor details, the author 
has written, in a style which is clear and 
effective, a scholarly treatise about one of 
the most dramatic periods in economic 
history. 

- Farm Fiver. 


University of California 


Burure, Hues. The United Kingdom. 
Pp. xxii, 958. Washington: U. S. Gov- 
ernment Printing Office, 1980. $1.75. 


If business men, journalists, and econo- 
mists are without basic data in these days, 
it is assuredly their own fault. In addition 
to private services, the official publications 
of the United States Government are such 
a mine of information that students and 
men of affairs have most of the preliminary 
work done for them. The fact that a 
proper interpretation of the data is still 
harder than its collection in-no degree de- 
tracts from the importance of the material 
thus made available. 

This handbook is properly described as 
“encyclopedic in extent and treatment.” 
Prepared by Mr. Hugh Butler, American 
Trade Commissioner in London, and officers 
of the Departments of Commerce and State, 
it presents in one volume the economic 
position of England, Scotland, Wales and 
Northern Ireland. The charts are numer- 
ous and there are several maps. 

After a general introduction the material 
is presented in four parts: (1) Industry and 
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Commerce, (2) Finance, (3) The British 
Market, and (4) Northern Ireland. Thus, 
the first two parts furnish economic data 
regarding England, Scotland, and Wales. 
The third gives the information needed 
particularly by Americans desiring to sell 
goods in the United Kingdom (there is a 
chapter introduced on selling American 
merchandise in the British Empire). The 
fourth presents Northern Ireland in less 
than fifty pages. The volume closes witha 
selected bibliography “edited and ex- 
panded” by Mr. Clifford Fuller, Assistant 
Librarian of the London School of Eco- 
nomics. 

Only an examination of this study will 
make vivid the vast amount of material 
made readily available. All the leadmg 
industries and many minor ones are cov- 
ered; both public and private finance are 
surveyed; tariffs, commercial laws, and 
living conditions are described. Even so 
large a volume cannot include everything, 
but the selections have been judicious. 

Unfortunately (or perhaps fortunately) 
the student must still do his own thinking, 
and care is needed. The writers of the 
various chapters have attempted to be 
cautious with all generalizations. Also as 
Government officials they have been unable 
to include many observations that would 
have been objectionable in a public docu- 
ment. Then, too, conditions are changing 
rapidly and a student in 1931 must add the 
later material now available in large part 
for 1929 and 1930. 

Ernest MINOR PATTERSON 

University of Pennsylvania 


Leacock, STEPHEN. Economic Prosperity 
in the British Empire. Pp. viii, 246. 
London: Constable & Co., Ltd., 1930. 
7/6. 


Professor Leacock divides his study into 
two parts—Until Now, and From Now On. 
In the first he surveys the economic growth 
of the British Empire, with emphasis on 
population and capital movements. In 
the second he outlines the policies that he 
favors for the future development of the 
Empire. In both parts he shows his mtel- 
lectual kinship with Lord Rothermere and 
Lord Beaverbrook rather than with Bright 
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or Cobden. His ideal is “ economic integra- 
tion” by means of a “union of credit and 
capital and the united direction of migra- 
tion.” <A tariff of (say) fifteen per cent 
should be “imposed all round the British 
Empire” in excess of any tariffs within the 
Empire, this preference of fifteen per cent 
to be used as a weapon in bargaining with 
other countries. 

To analyze critically the author’s argu- 
ments would take more space than it is 
advisable to use. It is interesting to notice, 
however, that his optimism is as great as his 
scorn for the views of more timid econ- 
omists. He believes that “the outer 
Empire can easily absorb half a billion 
settlers” but he apparently makes no 
allowance for the fact that now the indus- 
trialized areas rely on this “outer Empire” 
for food which presumably would have to 
be produced elsewhere if that vast region 
were so densely populated. He denies 
socialistic leanings but advocates the or- 
ganization of great corporations whose 
stock will be eagerly subscribed by private 
investors and a part of whose bonded debt 
is to have an Imperial guarantee—corpora- 
tions that are to secure huge concessions 
and direct the emigration of the necessary 
workers. The public debts of the United 
Kingdom and of the Dominions are to be 
pooled in a single Empire debt, a procedure 
which he candidly states is “‘a piece of 
financial magic in which something is got 
out of nothing.” 

Ernest Minor PATTERSON 

University of Pennsylvania 


Pasvotsky, Leo. Bulgarie’s Economic 
Position. Pp. xiii, 409. Washington: 
The Brookings Institution, 1930. $3.00. 
Mr. Pasvolsky, who is well known for his 

previous works, has added another volume 

to the valuable series published by The 

Brookings Institution. The author has 

spared no labor to present the economic 

position of Bulgaria in a light understand- 
able to the layman. Emphasis is laid 
throughout on two factors. One is the 
attitude of the Allies toward Bulgaria 
concerning reparations, and the second is 
the remarkable recuperation of the country. 
As the author himself states: “For over 
a decade, the reparations question domi- 
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nated Bulgaria’s thoughts and feelings,” 
and one may add that the recuperation of 
Bulgaria was greatly handicapped by the 
attitude which the Allies took toward the 
country. 

This recuperation becomes the more re- 
markable when one considers that Bulgaria 
lost two wars, was burdened with a severe 
reparations load, and was confronted with 
the problem of settling on its land all those 
refugees who came from the territories 
ceded by Bulgaria to its neighbors. Bul- 
garia has overcome most of its difficulties, 
however. The currency has been sta- 
bilzed, the budget balanced, and great 
efforts have been made to reorganize the 
economic structure of the country. 

The author, in analyzing the various 
steps taken, points out the willingness of 
the country to work and to live up to the 
engagements contracted by it with private 
creditors. Thus, in spite of its loss in 
territory and its burden of reparations, 
the settlement which Bulgaria made con- 
cerning its prewar debts was far more 
favorable to the creditors than the ar- 
rangements made by other Balkan countries. 

Bulgaria is still confronted with a number 
of problems, the most pressing of which is 
the balancing of the international accounts 
and a growth of production in order to 
meet the growing consumption of the coun- 
try. Mr. Pasvolsky stresses in this con- 
nection as a primary essential, the need of 
foreign capital and foreign technical experts. 

Mr. Pasvolsky’s work is valuable from 
a number of angles. In the first place, 
very little is known in this country about 
Bulgaria, and the present volume fills the 
gap with material which ought to be very 
useful to all those interested in that country 
from the investment viewpoint, as well as 
those interested in the economic develop- 
ments of the Balkan countries. Second, 
the author has demonstrated how a country 
can overcome the most difficult problems 
through hard work. 

The volume is very well documented and 
contains nine Appendices, including official 
documents concerning reparations, the 
Geneva Protocol, and a number of laws 
intended to encourage local industry. 

M. NADLER 


New York University 
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Suovr, CARL S. The Sales Tax in France. 
Pp. xv, 869. New York: Columbia 
University Press, 1930. 85.00. 


This detailed and careful study, which 
might well be titled “The Evolution of the 
Sales Tax in France,” is a timely contribu- 
tion. Following the refusal of Congress 
in 1921 to replace the excess profits tax 
with a tax on gross sales, the subject re- 
ceived little attention in the United States, 
even in academic circles, until 1928 or 1929, 
when strenuous efforts to make it a part of 
the state tax system in California, Kansas, 
and Tennessee again brought it to the fore- 
ground, Adoption of a modified system 
in Georgia, the recent agitation in New 
York, and the serious study given the 
subject by various tax commissions, in- 
dicate that once more it is a decidedly 
live subject. 

Dr. Shoup’s purpose is to present neither 
a manual of tax procedure nor a theoretical 
discussion as has been done by the National 
Industrial Conference Board. The aim, 
rather, is to outline the French system by 
giving a “description of the apparent mo- 
tives underlying the imposition of the tax 
and the various changes made... .” 
This is accomplished by first stating the 
fiscal problems faced by France in 1920 
and the alternative remedies which ap- 
parently made the sales tax inevitable. 
Progress of the tax through Parliament is 
then traced to show the gradual evolution 
of legislative opinion, as well as the numer- 
ous cross currents of economic and political 
interests as developed in the debates. 
This is followed by an examination of the 
problems faced in the application of the 
tax. Then comes a chronological treat- 
ment of legal aspects—‘“replacement” 
taxes, estimated tax bases, luxury taxes, 
and so forth—which is concluded by a 
section on the economic effects. 

Two conclusions are inescapable—that 
turnover taxes have become an established 
part of French finance, and that the system 
is remarkably productive. The student of 
taxation will be most interested in the 
light thrown on possible use of the tax in 
this country. The chief arguments now 
being advanced are that the sales tax is 
definite; that it is simple, and secures 
justice between taxpayers. The present 
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study yields little support to such conten- 
tions. Even those accustomed to the 
maze of our income tax regulations will be 
bewildered by the complications that have 
arisen. Graduated rates on luxuries, total 
exemption of certain activities or commodi- 
ties, the use of estimated rather than actual 
sales, the necessity for replacement or 
single-stage taxes to avoid discrimination 
between businesses of varying degrees of 
integration, suggest the opposite of sim- 
plicity, definiteness, and justice. Espe- 
cially noteworthy are the changes brought 
about in the way of doing business, such 
as the transformation of buyers and sellers 
into commission men, and the forced in- 
tegration of industry. 

The value of the work is enhanced by 
numerous tables as to yield, a Bibliography, 
and an Appendix on recent developments. 


Cuaries P. Warn 
University of Tennessee 


Wriaar, Quincy (Ed.). Interpretations 
of American Foreign Policy. Pp. ix, 260. 
Chicago: University of Chicago Press, 
1930. $8.00. 


Except for the first lecture, a survey of 
America’s foreign relations m the meticu- 
lously accurate and disarmingly judicious 
tradition which has come to be associated 
with the name of Professor Blakeslee, this 
volume is devoted to the expression by 
foreigners of foreign opinions of cur inter- 
national policies. 

Dean Percy Corbett of McGill Univer- 
sity leads off with a Canadian view which, 
while perfectly frank, is by no means 
antagonistic. He acquits us of the charge 
of imperialism, at least if we are to be 
judged by British standards, and expresses 
his confidence that in any disputes between 
his country and ours, Canada may count 
upon a continuance of our historic policy 
of fair dealing. 

Victor Belaunde of Peru is not so sure 
about the imperialism matter and is par- 
ticularly critical of our recognition policy. 
He would like to have recognition questions 
decided internationally and makes it clear 
that the A.B.C. countries do not neces- 
sarily speak for Latin America. 

George Young combines wit, wisdom, 
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and vision in an able analysis of British- 
American naval relations. He ascribes any 
disagreement between the Anglo-Saxon 
countries to a lack of appreciation ‘““be- 
tween our upper middle class and your 
upper Middle West.” 

Yusuke Tsurumi in the concluding three 
lectures brings to a climax a long and suc- 
cessful career as an interpreter of Japan to 
America and of America to Japan. His 
analysis of Japan’s recent development and 
its relation to China, America, and the 
rest of the world is a profound piece of 
political thinking. 

Henry Krrrrepes Norton 

Ossining, N. Y. 


BEARD, CHARLES å., and BEARD, WILLIAM. 
The American Leviathan. Pp. xv, 824. 
New York: Macmillan Company, 1980. 


In spite of its striking title, this book is 
essentially a revision and a rewriting of 
Charles A. Beard’s American Government 
and Politics, the fifth edition of which ap- 
peared in 1928. In The American Levia- 
than, however, the authors confine them- 
selves to a description and an interpretation 
of the National Government, omitting all 
direct reference to state and local govern- 
ment. Taking as their point of departure 
the influence of the “technological drift” 
in public affairs, they have given us a bril- 
liant analysis of the National Government 
as a going concern. 

The emphasis throughout is upon the 
constructive services rendered to human 
welfare by Federal administrative agencies. 
A sturdy realism distinguishes the discus- 
sion of such time-honored theories as those 
concerning the separation of powers, fed- 
eralism, the representative function, Con- 
stitutional rights, and the position and the 
work of the Supreme Court. And here is 
found the same brilliant style which con- 
tributed so largely to making The Rise of 
American Civilization a memorable tour 
de force. 

In the reviewer’s opinion this is by long 
odds the most satisfying analysis of our 
political institutions that we have. To 
the sophisticated reader it should be a joy. 
As a text the only adverse criticism would 
be that it would leave little interpreting to 
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be done by the teacher. And this last is 
doubtless high praise, after all. 
Lani W. LANCASTER 
University of Nebraska 


Wus14ams, Many WirnetmMInge. The Peo- 
ple and Politics of Latin America. Pp. 
vii, 845. Boston: Ginn and Company, 
1930. $4.60. 

Professor Williams has written the long- 
est and perhaps the best text which has ap- 
peared on the subject in the English lan- 
guage: The emphasis is on the national 
period, to which nineteen of the thirty- 
three chapters are devoted. One chapter 
deals with geography, another with the 
aborigines, and a third with the Hispanic 
background, leaving only eight for the his- 
tory of the colonial period and three for the 
independence movement. The middle pe- 
riod of the colonial epoch is largely neg- 
lected and the international relations of 
Latin America are given comparatively 
little attention. 

The book is written in clear and forceful 
style and there are nineteen excellent maps, 
but no illustrations, not even a portrait of 
Bolivar or San Martin. There is little at- 
tempt at illuminating generalizations or in- 
terpretations. The national period of the 
twenty states is set forth in a sort of hand- 
book method, a chapter being devoted to 
each of the states with the exception of 
Central America, Colombia, and Panama. 
There is hardly any attempt at classification, 
and scarcely any effort to set forth the 
features common to the evolution of each 
nation. Professor Williams is interested 
mainly in the facts, which she selects wisely 
and presents impartially. Social evolution, 
literature, and art are treated, as well as 
politics and economic development. Be- 
sides a brief general Bibliography, a valu- 
able list of books is presented for each 
chapter. 

J. Freep Ripry 

Duke University 


Cory, Geroren E. The Rise of South 
Africa, Vol. v. Pp. xiv, 520. New 
York: Longmans, Green and Company, 
1980. $10.00. 

This volume, the fifth in a series review- 
ing the history of South Africa down to 
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1857, covers one of the most interesting 
periods in the life of Cape Colony. It was 
during this period that the English settlers 
demanded the right of representative gov- 
ernment, a demand which was granted in 
the establishment of the Legislative Coun- 
cil and House of Assembly in 1844. A few 
years previously, the white settlers of Cape 
Colony had given one of the earliest exam- 
ples of passive resistance in organizing the 
Anti-Convict Association to protest against 
establishing a penal colony in South Africa. 
This association organized a famous boy- 
cott, threatening to “drop connection with 
any person who assists in landing or sup- 
porting convicted felons.” The author 
states: “‘Perhaps never in the whole history 
of the British has an association of unofficial 
and unauthorized people wielded so much 
power, so browbeaten the Governor of a 
Colony, so defied the British Government 
and, in the end, without loss of life gained 
that for which they fought as did the fa- 
mous Anti-Convict Association of Cape 
Town.” 

While the English colonists were fighting 
off convicts, they were spilling over into the 
Orange Free State. In February, 1848, Sir 
Harry Smith, Governor of the Cape, pro- 
claimed the sovereignty of Her Majesty 
over the territories north of the Great 
Orange River—an act which led to the 
Pretorious rebellion. The greatest difh- 
culty of all confronting British expansion - 
throughout South Africa during this period 
was presented by the Kafirs and the Hot- 
tentots. In 1846 the British Government 
decided that the Kafirs should no longer be 
left in possession of their independence and 
that the policy of making treaties with 
native tribes should come to an end. 

The Kafir chiefs, however, soon fretted 
against British control, and the anxiety of 
the natives was increased by the grant of 
representative government to the settlers. 
The result was the Kafir wars, beginning in 
1850 and lasting until 1854, and the Hot- 
tentot rebellion. So imeffectual were the 
efforts of Sir Harry Smith to put down the 
Kafir war that he was recalled to England, 
his place being taken by Sir George Cath- 
cart. The latter subdued the Kafirs, al- 
ready exhausted, and for his services was 
given a K.C.B. and a vote of thanks by 
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Parliament. Altogether this was a fas- 
cmating, if disheartening, phase of South 
African development. Sir George Cory 
recites the story well and with thorough- 
ness. His sympathies are, however, with 
the whites against the natives. The out- 
sider will not be able to pass final judgment 
until some Bantu historian arises to tell the 
tale. 
Rayaonp Lest BUELL 
Foreign Policy Association 


The League of Nations. Ten Years of 
World Coéperation. Pp. xi, 467. Bos- 
ton: World Peace Foundation, 1930. 
$3.50. 


This volume, in a sense an official docu- 
ment, is an authoritative and critical ex- 
position of the work of the League of Na- 
tions during the first decade of its existence. 
It aims “‘to set forth briefly and impar- 
tially the principal events, the progress 
which has been accomplished, and the 
methods which have been devised for deal- 
ing with the problems that have arisen.” 
It is, therefore, in no sense a full and com- 
plete history of the League during these 
years. In discussing, for example, the 
peaceful settlement of international dis- 
putes, of which some thirty were brought 
before the League during its first ten 
years, only six cases revealing the Council’s 
technique under different circumstances 
are treated. 

In a similar way is discussed world co- 
operation through the League in the or- 
ganization of peace and disarmament, in 
international justice and the codification 
of international law, in financial and eco- 
nomic problems, in questions of transit and 
communication, in public health, in social 
and humanitarian activities, in intellectual 
contacts, in the supervision of mandates, 
in the protection of minorities, ard in the 
administration of the Saar and Danzig. 
In each of these fields the League’s methods 
of procedure are analyzed and the results 
are evaluated. Little effort is made to 
laud the League for its successes or to ex- 
cuse it for its failures. 

The value of the volume is increased by 
the inclusion of an excellent selected Bib- 
liography of the official publications of 
the League arranged by topics, together 
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with an annotated Bibliography of the 
principal works dealing with the League. 
F. Ler BENNS 
Indiana University 


Farman, Caries. The Law of Martial 
Rule. Pp. viii, 263. Chicago: Callaghan 
and Company, 1980. $4.00. 

Martial law or rule originated in feudal 
times as the law laid down by kings and 
lords for the conduct of their soldiers and 
vassals under arms, as applied in the courts 
of the constable and the marshal. It was 
extended to nonmilitary affairs and applied 
to private citizens, as in England during the 
Wars of the Roses and during the political 
and religious struggles under the Tudors 
and the Stuarts. It denotes statutory 
codes for the administration of justice 
within the armed forces. With this con- 
notation it was introduced into the Con- 
stitutional system of the United States. It 
applies to the military government of 
territories by hostile troops, as deserıbed by 
Francis Lieber in his Instructions for the 
Government of Armies of the United States in 
the Field at the beginning of the Civil War. 
Sir James Fitzjames Stephen describes it as 
“the common-law right of the Crown ... 
to repel force by force in the case of inva- 
sion or insurrection, and to act agamst 
rebels as it might agamst invaders.” 

The author of the present book deals 
with the subject in the sense defined by the 
United States Supreme Court, as a jurisdic- 
tion to be called into action “in the case of 
justifying . . . peril, ... in time of in- 
surrection or invasion, or of civil or foreign 
war, within districts . . . where ordinary 
law no longer adequately secures public 
safety and private rights.” The student of 
law and government will find this brief and 
lucid retxamination of the subject most 
useful. But really, the Foreword must be 
read first. 

JOHANNES MATTERN 

Johns Hopkins University 


Frank, Jenomm. Law and the Modern 
Mind. Pp. xvii, 362. New York: Bren- 
tano’s, Inc., 1980. $4.00. 

The flight from eighteenth-century ra- 


tionalism was improved upon by Words- 
worth’s The Child Is Father of the Man. 
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Yet it has been only lately, thanks chiefly to 
psychoanalysis when purged of its undue 
concern with the libido, that a technique 
has been worked out for the understanding 
and the control of behavior. 

Mr. Frank applies the technique to law, 
after dismissing the modest ‘and pleasing 
fiction that the judiciary is mnocent of 
making law. Law is a product of socio- 
biological forces and only superficially re- 
sembles mathematics. The forces come to 
a focus in judicial decisions. Such a view, 
however, so far from creating consternation, 
might well be received with acclaim, since 
its assurance is that law reflects the times. 
But disturbance is caused by the discovery 
of the presence and the importance of pro- 
longed imfantilisms—to say nothmg of 
liver conditions. To the extent that they 
are present, law is grounded in personal 
idiosyncrasy. 

Mr. Frank asks mainly for frank admis- 
sion of the facts, and this request surely 
elicits indorsement. His analysis shows a 
fair mastery of his technique—borrowed 
as itis. But it is characteristic of pioneers 
to be rash, and Mr. Frank is somewhat of a 
pioneer. It is, perhaps, not fair to ask him 
just what lies between personal idiosyn- 
crasy and objective rationality, but one is 
curious to know. 

L. M. PAPE 

University of Chicago 


Lasxi, Hargoro J. The Dangers of Obedi- 
ence and Other Essays. Pp. 293. New 
York: Harper & Bros., 1980. $3.00. 
The outcry against kings having given 

way to the present-day outcry against the 

domination of the herd, it may be presumed 
that there will ensue an attack against the 
authority imposed by an individual upon 

himself. Freed from the authority im- 

posed by the accumulated experience of the 

race, why should not the individual be 
likewise free as respects his own experience? 

Let us by all means have freedom in its 

utter purity, thus justifying the doctrine of 

free will. 

If such nihilism seems undesirable or 
absurd, Mr. Laski at least fails to indicate 
just how the onward sweep of the dialectic 
can be checked in its outward manifesta- 
tion. Silent on this, he is scarcely audible 
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on the more obvious question whether such 
freedom as he demands is workable in a 
closely interwoven social continuum. It 
is not enough to make the gesture, “‘Gov- 
ernment is necessary enough in all con- 
science,” while failing to explicate its 
authority and constantly speaking for 
freedom. 

This deficiency, however, is not so much 
to condemn Mr. Laski as to point to the 
limitations of popular essays. Doubtless 
the popular mind is best served by such one- 
sided appeals in the name of freedom. 

Chiefly recommending the volume are 
Mr. Laski’s persuasive urbanity in what 
would otherwise be the heat of discussion, 
and his ability to discover an abstract idea 
in its concrete setting. Thus, in the educa- 
tional sphere he sees the dangers to aca- 
demic freedom inherent in mammoth edu- 
cational foundations and in the growing 
practicality of universities; and he sees 
how too often the university stifles the stu- 
dent. In the political sphere he sees the 
dangers of centralization; in the moral 
sphere, the tyranny of the herd. He is 
keen to note that individualism and liberty 
become meaningless in the absence of social 
and political equality; and that the “‘civili- 
gation of business”—indeed, it may be 
added, true individualism—depends upon 
a shift in the goal from acquisition to 
function. 

L. M. Pars 

University of Chicago 


Maxson, CHARLES HARTSHORN. Ctlizen- 
ship. Pp. viii, 483. New York: Oxford 
University Press, 1980. $3.50. 

The title of this book might better be, 
“The Law and Practice of Citizenship.” 
Professor Maxson discusses the law of 
citizenship, naturalization, expatriation, 
the status of Negroes, women, children, 
Indians, and aliens. But he is not content 
with that. There are chapters on religious 
liberty, freedom of speech and press, sub- 
ordination of the military to the civil 
power, the doctrine of judicial review, due 
process, police power, and eminent domain. 
The book is filled with minor excursions 
into anthropology, history, philosophy, 
economics, sociology, and public morals; 
a bit here and a bit there, often with little 
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regard for logic or relevancy. For in- 
stance, in the discussion of the “‘ continental 
law of blood” and the English “law of the 
soil” we encounter this: “Our ideas, opin- 
ious, habits, and morals are borrowed from 
our neighbors. Everybody sloughs off on 
everybody else his physical diseases and his 
mental ailments. Therefore the call of 
good citizenship is to live a clean vigorous 
life, and help make civic righteousness 
contagious.” 

It is difficult at best to follow the logic 
of the courts in citizenship cases. It is 
confusing to learn that whereas high-caste 
Hindus and Syrians are not white, Mexicans 
and Armenians are. An Irishman who had 
resided in the country from 1886 to 1844 
was refused naturalization because he had 
stepped off a steamer two or three minutes 
at Kingston, Canada, thus breaking his 
continuous residence. Another alien ab- 
sent from the country for over a year be- 
cause of sickness was held not to have 
broken his continuous residence. Into this 
caliginous wilderness Professor Maxson 
throws but little light. 

Professor Maxson is not always accurate. 
He says that aliens are permitted to vote in 
all elections in nine states and then adds 
by way of caution, “But now in several of 
these states and some others the future 
exercise of political privileges by aliens is 
restricted to those declarants who have 
been admitted to the franchise.” 

Since a good portion of the book is taken 
up with the duties of citizenship, it may not 
be inappropriate to inquire into the author's 
creed. 

He says: “‘[Teachers] should be patriotic. 
. . . They should fan the flame of religion 
as an aid to the state without propagating 
their private religious faith. . . . People 
in an overpopulated country have a moral 
right to room somewhere in the wide world. 
. . » But it is necessary now as in the early 
days of Pennsylvania to restrict immigra- 
tion. . . . Indians are Indians, and Ne- 
groes are Negroes, and whites are whites. 
There are differences far. deeper than the 
skin but there is no inferiority and no su- 
periority. ... All aliens should be re- 
quired to register and all illegally in the 
country, not protected by the statute of 
limitations, should be deported. ... Ev- 
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ery citizen should know it [the Bible] from 
Genesis to Revelation.” 

But in spite of a lumbering style and 
atrocious organization, the book has un- 
doubted merit. Leaving aside the little 
sermons on timely topics, it is filled with 
much significant information. As a book 
of reference it should prove helpful to all 
students of political science. It is certainly 
not a book for the casual reader. 

PETER H. ODEGARD 

Ohio State University 


ZINK, Harod. City Bosses in the United 
States. Pp. xi, 871. Durham: Duke 
University Press, 1930. $4.00. 

The municipal boss and his political ma- 
chine are peculiar American institutions. 
À book which interpreted this phenomenon 
to the American public with insight and 
understanding would perform a valuable 
service. Zink has collected a lot of ma- 
terial on the characteristics of twenty city 
bosses in the United States but it seems to 
me that he has failed to do full justice to 
his subject. In the first part which is r 
composite analysis of all the bosses studied, 
and in the second part which deals with each 
boss individually, he is primarily interested 
in such facts as: place of birth, place of 
birth of parents, occupation of father, size 
and position of his father’s family, length of 
residence, education, physique, personal 
appearance, morality speaking ability, 
personal magnetism, generosity, sense of 
humor, excitability, marital status, social 
standmg, religion, occupation, personal 
wealth, political training, character of 
political organization, and decline. 

I submit that these facts are not sufficient 
to give an understanding of the boss system 
in the United States. We should also like 
to know the relationship of such factors 
as: rate of growth of population, mobility 
of population, heterogeneity of population, 
crime rates, delinquency rates, literacy, 
family disorganization indexes, control of 
press, business groups, labor groups, re- 
ligious groups, secret societies, the character 
of local political institutions and traditions, 
the habits of the voters, and many other 
items contributing to the domination and 
the non-domination of bosses at given times. 
In order to understand the personality of 
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political bosses, or of a given political boss, 
it would be necessary to have a more com- 
plete listing of traits than Zink has given. 
C. O. Johnson’s list in his Carter H. Harri- 
son, while not exhaustive, is extensive and 
his material is presented in terms of con- 
crete situations. | 

Zink states that geography, party affilia- 
tion, extent of control, and continuity of 
boss tradition were the considerations which 
affected the selection of the particular 
twenty bosses studied. It seems that 
availability of material was also an impor- 
tant guide, as such well-known bosses as 
Tweed, Kelly, Croker, Murphy, McManes, 
Magee, Cox, Ames, and Ruef, who have 
been described by men like Bryce, Mvers, 
Steffens, and Orth, are included in his list. 
There is a possible overweighting of the 
northeastern part of the United States, as 
seven of the twenty are from New York 
City, three are from Philadelphia, and 
one is from Boston. On the other hand, 
Zink has rendered a distinct contribution 
by collecting new material on the follow- 
ing bosses: Martin Lomasney, Boston; 
George W. Olvany, New York; Edwin 
H. Vare, Philadelphia; Roger C. Sulli- 
van, Chicago; and Martin Behrman, New 
Orleans. 

The individual chapters dealing with 
each of these men are based largely upon 
newspaper material and upon personal 
interviews. ‘They sometimes show a lack 
of familiarity with local conditions, as in the 
case of the chapters on Nundin and Sulli- 
van, It is difficult to follow factional 
politics in one city; Zimk has tried to do it in 
ten. The book also shows a certain lack of 
comprehension of American economic con- 
ditions. That ten of the twenty bosses 
studied were millionaires does not seem to 
Zink to be a very striking or unusual dis- 
covery. 

Considering the complicated character of 
the task, the relatively short time that has 
been spent upon it, and the lack of a large 
staff of assistants, Zink has done a good 
piece of work. His style is not as pleasing 
as Orth’s but he has collected a mass of 
data which will be useful to students of 
municipal government and politics. 

Haron F. GOsNaLL 

University of Chicago 
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LassweLL, Harop D. Psychopathology 
and Politics. Pp. vi, 285. Chicago: 
University of Chicago Press, 1930. $3.00. 
A novel excursion into the realm of per- 

sonality as manifested in the behavior- 

form, politics, is here presented by the bril- 
liant young assistant professor of political 
science of the University of Chicago. Not 
the processes of abstract governance by 
fictional institutional entities, but the mo- 
tivation of the judicial, radical, and con- 
servative-administrative, types of men is 
analyzed, from a causal rather than the de- 
scriptive viewpoint. The psychoanalytic 
school of psychiatric thought has provided 

Dr. Lasswell with his method; besides a 

careful, succinct, and illuminating abstract 

of Freud’s work, he delineates lucidly the 

“prolonged interview” method of social 

science study, and records some of its re- 

sults in the field of his preoccupation. 
Lasswell’s theory envisaging the person- 
ality system and its substitutive reactions 
is here developed and the conception of the 
state as a manifold of events, adumbrated. 
This book presents to the political scientist 
an exciting and even arresting “new 
technique of thinking,” in its adaptation of 
the psychopathological approach. There 
will be many a systematized teacher to 
whom the “news” in this book is not 

Messianic but Satanic; but to the graduate 

student pulled towards the study of govern- 

ment but repelled by the apparent sterility 
of the field, the “news” will be good news. 

Politics is in final analysis a form of in- 
terpersonal activity of the imdividual. 

Lasswell turns to the individual thus ac- 

tive for new light on the subject. The day 

comes when psychobiology and psycho- 
pathology of the individual will be seen to 
include all meaningful group behavior, con- 
ventions, and other cultural entities. To 
this broad science of human nature, Lass- 
well has contributed greatly. 

Harry STACK SULLIVAN 
New York City 


Prprer, GroreE WHARTON. In the Sen- 
ate. Pp. 148. Philadelphia: University 
of Pennsylvania Press, 1980. $2.00. 
This book, though it makes no claim to 

profundity, is nevertheless a disappoint- 

ment. The writer is a distinguished law- 


Boox DEPARTMENT 


yer, a publicist of some note, and was for 
five years a member of the Senate. Out of 
the abundance of his experience with men 
and affairs we have a right to expect a con- 
tribution to our understanding of public 
problems. We do not add to such under- 
standing by reading what Mr. Pepper has 
tosay. Most of his reflections on public life 
are by no means novel (perhaps this is ask- 
ing too much) and one or two of his chap- 
ters such as those on the World Court and 
International Conferences seem to the re- 
viewer to be little more than vehicles for 
the propagation of personal] views not neces- 
sarily connected with his senatorial career. 

On the other hand, Mr. Pepper shows a 
keener appreciation of the forces underlying 
political forms and partisan politics than 
we find in the reflections of the average 
politician, and the student of politics as an 
art wishes that he might have written more 
on his experiences in getting in and out of 
the Senate. 

Lane W. LANCASTER 
University of Nebraska 


FAIRLIE, Joun A., and KNEIER, CHARLES 
M. County Government and Administra- 
tion. Pp. x, 585. New York: The 
Century Company, 1980. $4.00. 


A quarter of a century ago, Dr. John 
A. Fairlie wrote Local Government in Coun- 
ties, Towns and Villages; and in 1980, he 
published, in collaboration with Dr. C. M. 
Kneier, County Government and Administra- 
tion, a volume three times larger than the 
earlier book. The difference in size, with- 
out bowing to mathematical niceties, cor- 
responds in the main with the increased 
importance of the county m performing 
more of its old functions and In assuming 
new tasks. 

What the county functions are, what the 
county’s historical antecedents are, how the 
county mechanism is set up to administer 
its duties, and what special problems im- 
pede administration, form the text of the 
book’s 585 pages. Although the expected 
parts of Organization and Administration 
bulk large, the three added sections of 
Historical Development, County and State 
Relations, and Special Problems, are in- 
cluded as major parts to throw light on the 
recesses of county government that would 
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remain murky under the usual categories of 
“organization” and “‘administration.” 

Paradoxically, the volume appears most 
impressive in two ways that seldom are 
found within the covers of one book. The 
recital of legal cases respecting the county’s 
powers and relations to the state is extraor- 
dinarily careful and affords a dependable 
guide. At the same time the precedents 
are not confined to court reports, but in- 
clude, in even greater detail, an impressive 
analysis of administrative procedure and 
action. To the scope of the book must be 
attributed the regrettable omission of the 
human incidents and conduct which go far 
to explain government, despite determinism 
of either the economic or the Presbyterian 
variety. 

So dire has been the need for a compre- 
hensive text on the county that the authors 
should be pardoned for neither expanding 
the book nor adding a second volume in or- 
der to treat more adequately of the en- 
vironment to whose needs the county must 
respond. We now have an exhaustive 
analysis of one institution—the county——a 
picture never so competently drawn before. 
No pretense was made, however, of a sys- 
tematic attack upon the rural environment; 
and with the merger of city and county 
governments in metropolitan areas, the 
county emerges as the distinctly rural insti- 
tution. 

No hobbyhorse is ridden through the 
pages of the book, unless it is the county’s 
relations to the state. Since that subject is 
a hobby of the reviewer, the attention de- 
voted to the state takes on the character of 
essential treatment, without which no ra- 
tional explanation of many functions could 
be given. Asıde from an inexplicable in- 
jection of five pages reproducing the min- 
utes of New England Town Meetings, when 
county and rural planning lack even a page, 
the fine balance in treating diverse subjects 
is unmarred. The Bibliography admirably 
succeeds, as so few of like compilations suc- 
ceed, in presenting a select list from the 
welter of material. The volume will be 
uniformly recognized as the standard text, 
indispensable alike to researcher, student, 
and professor. 

Wyre Krparrick 

Trenton, New Jersey 
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STUDENSKI, Paun. Government of Metro- 
politan Areas. Pp. 408. New York: 
National Municipal League, 1980. 88.50. 
This monograph is nominally the report 

of a committee of sixteen members, but 
the actual work of preparation was done by 
Dr. Paul Studenski of New York Univer- 
sity. The entire field of metropolitan 
government is carefully surveyed. After 
three preliminary chapters, which state the 
problem concisely, consideration is given to 
each of the several solutions which have 
been tried. Existing intermunicipal ar- 
rangements are discussed in detail. Then 
comes a consideration of annexations, 
consolidations, and separations, in seven 
chapters. 

The extent to which county government 
has been extended to meet metropolitan 
needs as pointed out. All existing special 
metropolitan authorities, such as the Mas- 
sachusetts. Metropolitan District, the 
Cleveland Metropolitan Park District, the 
Port of New York Authority, and the like, 
are carefully examined. Then comes a 
chapter on New York City’s borough plan 
and another on “The Federated City,” a 
careful distinction being made between a 
federated city and a city such as New York, 
in which only the administration is decen- 
tralized, while legislative control remains in 
the hands of the central body. ' 

This volume is by far the most important 
contribution to the field since Dr. Maxey’s 
study of nearly a decade ago. It is well 
written, comprehensive, and accurate. Its 
chief defect—if this be a defect—is that it is 
almost solely descriptive. It makes little 
or no effort to solve the problem of regional 
government. There is a chapter of conclu- 
sions, but the seven conclusions which it 
contains are so general in their scope that it 
is virtually impossible to disagree with 
them—a sure sign that they have little 
value. 

Lest this review end with a word of faint 
praise, it should be added that the way is 
left open for others to utilize the wealth of 
information brought together within the 
pages of a single volume, for the purpose of 
forming new conclusions and offermg new 
suggestions. 

Austin F. MACDONALD 

University of California 
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Smreson, Herspert D. Tax Racket and 
Tax Reform in Chicago. Pp. xix, 287. 
Chicago: Northwestern University, 1930. 
$2.50. 


Under this suggestive title Professor 
Simpson elaborates the story told earlier in 
briefer form im his Tax Situation in IHinois 
and in magazme articles. Part I is devoted 
to the “Tax Racket,” a term used to charac- 
terize the manipulations and operations 
by which the assessors and the board of re- 
view promoted the inequality of assess- 
ments in Chicago and elsewhere. The 
indirect emoluments of this system must 
have amounted to millions of dollars (p. 
104). 

The quadrennial assessments of 1928 and 
1927 and the so-called equalizations be- 
tween these dates have been analyzed to 
support the characterization of the proce- 
dure as a tax racket, and the evidence ap- 
pears abundantly to support the descrip- 
tion. 

Part IX proceeds with the story of the 
movement for tax relief through reassess- 
ment, the delay and obstruction incident to 
which brought on the widely advertised 
“collapse” in Chicago finances. In Part 
HI the author offers his suggestions for re- 
organizing the local tax administrative 
structure in Cook County and for the 
broader legislative reforms which Ilinois so 
sorely needs in the field of taxation. De- 
spite the evident obstacles to its introduc- 
tion, the author concludes that the income 
tax is the most logical and desirable reform. 
The reviewer agrees that this step should be 
taken, although he feels obliged to register a 
protest at the misinterpretation placed 
upon his own discussion of the taxation of 
intangibles, at p. 245. 

The entire program of revision suggested, 
which includes stronger central administra- 
tion, repeal of the quadrennial limitation in 
assessments, the establishment of full value 
as the basis of assessment, the elimination 
of the uniform rule, and a moderate step 
in the direction of income taxation, is safe, 
sane, and practical. Some equally funda- 
mental reforms which are mentioned but 
not given prominence in this program are 
the steps to be taken in the simplification of 
the chaotic local governmental structure 
under which there are thirty or more tax- 
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levying bodies in Cook County and a much 
larger number cf more or less independent 
spending agencies. Unless taxation re- 
forms are accompanied by improvements in 
the direction of more effective expenditure 
control, they are likely to be relatively futile. 
H. L. Lurz 
Princeton University 


Hussard, Henry V., McCurrtocg, Mi- 
Lee, and WruLruams, Frank B. Air- 
ports. Pp. xvi, 190. Cambridge: Har- 
vard University Press, 1980. $3.50. 
This admirable survey of American air- 

ports has been made by three of the leading 
scholars in their respective fields. It is in 
three parts. The first section deals with 
‘The Airport in the City Plan,” and is the 
work of Henry Vincent Hubbard, assisted 
by Howard K. Menhinick. Mr. Menhinick 
is instructor in city planning at Harvard. 
This portion of the report points out the 
more important physical characteristics of 
suitable airport sites, and traces the rela- 
tionship of airports to the city and the re- 
gion on the one hand, and to the main ar- 
teries of the air on the other. 

Part two, entitled “Airport Administra- 
tion,’ was prepared by Miller McClintock, 
with the aid of a young man named Paul 
Mahoney, who is now connected with the 
United States Chamber of Commerce. 
Here are discussed the vexatious problems 
of airport ownership and management, to- 
gether with a consideration of fiscal policies. 

Part three, “The Law of Airports,” is the 
work of Frank B. Williams. It traces, in a 
cursory way, the growth of Federal and 
state control over aviation, and then turns 
to a more detailed consideration of some of 
the legal problems that the establishment of 
airports has raised. As yet, the legal prob- 
lems connected with airports are in a some- 
what nebulous state, but Mr. Williams has 
done a very good job of summarizing the 
court decisions to date. 

A great deal of the information contained 
in this volume is the result of first-hand in- 
formation obtained by Mr. Paul Mahoney, 
who visited eighty-five airports during a 
period of two and a half months. The 
whole survey is excellently done, and the re- 
viewer does not intend to offer adverse 
criticism when he expresses the opinion that 
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the surface of the whole airport problem has 
as yet barely been scratched. 
Austin F. MACDONALD 
University of California 


Morris, WLM ALFRED. The Constitu- 
tional History of England to 1816. Pp. xii, 
430. New York: The Macmillan Com- 
pany, 1980. $2.75. 

Since Stubbs wrote his monumental work 
many aspects of constitutional develop- 
ment have been illumined by intensive 
studies. This additional material is large 
in mass, located in widely scattered publica- 
tions, and dificult of interpretation. The 
seasoned student may experience perplexi- 
ties in its appraisal; the novice is likely to 
find guidance imperative. 

Morris’ synthesis serves both purposcs. 
It is more thorough than that m any single 
volume covering a larger portion of the 
field, and less circumstantial than that of 
Stubbs. It is not a mere summary of 
secondary materials. The author enjoys 
an intimate acquaintance with the sources, 
which has enabled him previously to make 
distinguished contributions to the mono- 
graphic literature of the subject. In the 
present volume he has utilized this knowl- 
edge primarily to interpret the sources in 
the light of the new literature, though his 
original interpretations are neither few nor 
unimportant. His judgments are conserv- 
ative and sound. 

The few particulars where the writer of 
this notice finds himself in some measure of 
disagreement with them are mainly in the 
byways of the subject. The book can 
hardly fail to be of great value both to 
teachers and o students of the subject. 

_W.E. Loner 

Haverford College 


CHURCHILL, Winston S. A Roving Com- 
mission: My Early Lafe. Pp. xii, 877. 
New York: Charles Scribner’s Sons, 
1980. 88.50. 

Churchill has already written extensively 
about his later career and about certain 
phases of his earlier life. He ends the 
story of his almost unbelievably romantic 
early adventures with the usual fairy- 
story conclusion: “I was married and 
lived happily ever afterwards,” There are 
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few stories that equal the apparently art- 
less, but in reality quite artful, narrative. 
Churchill the political adventurer runs true 
to form as shown by his account of his 
youthful adventures, as soldier and war 
cortespondent, in Cuba, India, the Sudan, 
and South Africa. Almost equally interest- 
ing are his adventures in the educational, 
social, and political circles of London. 

The book contains little that is new con- 
cerning the significant events and move- 
ments of the age, but ıt is nevertheless a 
fascinating and probably a permanent con- 
tribution to historical hterature. It paints 
in bold and authentic strokes “‘a picture 
of a vanished age.” War, for instance, 
“which used to be cruel and magnificent, 
has now become cruel and squalid.” The 
author reveals in a most intimate way, from 
the inside and yet in a sense objectively, the 
inner workings of that gentleman’s club 
which still ruled England in late Victorian 
times. The history of the age is enlivened 
with a great variety of anecdotes, clever 
observations, and glimpses of notable 
persons to whom the author’s family con- 
nections and versatility gave him access. 

But the book is chiefly interesting simply 
as the story of a young man in love with life 
and adventure. One is never allowed to 
lose sight for long of the hero of the piece. 
His zest for action and keen delight in hfe 
are unfailing. His frank avowal of mo- 
tives that savored little of rationalized 
principles and Victorian respectability is 
refreshing if not always entirely edifying. 
His first candidacy for parliament was with 
a Tory Socialist as a colleague. Will the 
most versatile figure in English polities find 
it possible to trim his sails to the Labor 
wind? Probably so, if he decides it is to be 
a prevailing wind. 

Wirt BowpEn 

Atlantic University 


Goocn, G. P., and Tuwpmrtny, HAROLD, 
Editors. British Documents on the Ori- 
gins of the War, 1898-1914. Pp. 867. 
London: His Majesty’s Stationery Office, 
1980, 85.25. 

This volume covers one of the most vital 
periods in the diplomacy of the prewar 
period. It describes the failure of Germany 
and England to reach an agreement on 
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naval policy and to bring about more 
harmonious relations between the two 
states. It leaves one at the end with a 
picture of Great Britain which was deter- 
mined to have no peace with Germany 
which in any way jeopardized her close rela- 
tions with France and Russia, while Ger- 
many naively hoped to secure harmony and 
insure British neutrality. 

The lett motif of the volume is the Anglo- 
German naval rivalry. Throughout, it is 
apparent that the British officials and 
diplomats exaggerated the nature, the ex- 
tent, and the significance of the German 
naval program. On the other hand, there 
is little evidence of self-examination on the 
part of the British. The comments of the 
British officials on the naval race may prof- 
itably be compared with Henry Kittredge 
Norton’s famous article on this subject in 
the Century Magazine for January, 1928. 

The first volume of the British Documents 
published, that on the crisis of 1914, proved 
Sir Eyre Crowe’s deep-seated antipathy for 
Germany and his malicious influence on 
Grey, who was persistently anti-German on 
his own account. This volume confirms 
the impression of Crowe’s irrepressible 
enmity towards Germany (seé, e.g., pp. 56, 
108, 112, 588, 681, and 702). It is equally 
apparent that Grey only too readily ac- 
cepted Crowe’s opinions. In May, 1911, 
Grey explicitly stated that Germany could 
expect no agreement with England which 
did not take in her allies, France and Russia. 
Nothing could be done which would in any 
way weaken the ironclad nature of the 
Triple Entente (p. 788). 

Francis Bertie in Paris also strengthened 
Grey in this conviction. Great Britain 
must be ready to strike Germany in defense 
of France (p. 785). This gives more than 
usual significance to Bertie’s warning in 
1914 that France and Russia were trying to 
drag Great Britain into war. Paul Cambon 
glides through the pages as an adroit and 
subtle diplomat ever caressing the Franco- 
phile sentiments of the simple-minded Grey. 

Germany was not without guile and guilt 
in these years, but it is hard to escape the 
conviction that she was far more active than 
Great Britain in attempting to restore good 
feeling between these two great states. It 
was the Kaiser’s overconfidence in regard to 
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the success of his efforts to pacify England 
which led him to take those steps in early 
July, 1914, that put him in the jaws of the 
Anglo-Franco-Russian vice a month later. 


Harry ELMER BARNES 
New York City 
VERNaDskY, Grorcm. A History of Rus- 


sia. Pp. xix, 418. New Haven: Yale 


University Press, 1980. $4.00. 


Professor Vernadsky, research assistant 
at Yale University, pubhshed in 1929 a 
short history of Russia that was accorded a 
warm reception m American ecademic 
circles. This new edition of that work has 
been corrected and the story has been 
brought down to January 1, 1930. The 
body of the book is taken up by the period 
from Peter the Great to the present time. 
Only eighty-four pages are given over to 
Russian history before Peter, and eleven of 
those are an introduction. About one 
hundred and twenty-five pages are devoted 
to the period since 1917. Although stress 
is placed upon the Soviet régime, the his- 
torical background for a comprehension of 
that régime is perhaps the best part of the 
book. Professor Vernadsky adopts, as 
Professor M. I. Rostovtzeff points out 
in his preface, a Eurasian point cf view. 
He treats Russia not as a European state 
nor as an Asiatic nation; he treats it rather 
as a society which has had affinities with 
and has been influenced by both continents. 
This is an attitude which seems to be in 
accordance with the facts, and makes Rus- 
sia much more comprehensible than it 
otherwise would be. 

Most serious criticism of the book seems 
justified by the discussion of the Soviet 
period. Professor Vernadsky is a Russian 
refugee and has not been able to throw off 
an anti-Bolshevik bias. For example, in 
discussing the Five Year Plan he says, 
“In some branches the quality of manu- 
factured products fell below that of output 
before the war by 30, 40 or even 50 per 
cent.” This is obviously a guess; quality 
of such various goods as are produced in 
Russia cannot be reduced to a percentage. 
In his whole discussion of the Five Year 
Plan he does not take sufficient account of 
the labor and capital invested for future 
production, and in citing Five Year Plan 
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statistics he does not state which Five 
Year Plan he refers to. Moreover, he 
compares the figures issued at the end of the 
first year with those of the preceding year, 
when a better picture would have been 
given if he had compared them with an 
index number. The last paragraph of the 
book seems questionable to the reviewer: 
“At the outset of the year 1930, the New 
Economic Policy could be considered 
completely abrogated. ‘There had begun a 
new experiment in militant communism.” 

On the whole, the translation is satis- 
factory. On page 350 a plural possessive 
pronoun is used to refer to a singular sub- 
ject, but such slips are rare. The book is 
to be recommended for those who want a 
background for a comprehension of modern 
Russia. 

S. B. Clove 
Columbia University 


Riecet, Rosert E. America Moves West. 
Pp. x, 595. New York: Henry Holt & 
Company, 1930. $3.75. 


To what extent should a book on the 
frontier include a repetition of general 
American history? Should such a book in- 
clude a full account of diplomatic relations 
which led to territorial expansion, and 
should it reach back of the frontier line and 
deal with internal problems attendant 
upon the absorption of the frontier into 
the nation? 

Professor Riegel’s theme is restricted to 
the westward-moving frontier line. Di- 
plomacy is sketched in only as required for 
continuity. Beyond the frontier line he 
describes only the process by which a foot- 
hold was established through exploration, 
trade, or settlement. He reaches back of 
the line only occasionally. In these respects 
he has justified his specialized book more 
adequately than his predecessors have done. 

The book is somewhat uneven in quality. 
The author is a specialist in western rail- 
roads, for example, and that part is excel- 
lent. On the other hand the treatment of 
the compromise of 1850 follows the anti- 
quated Clay tradition instead of the con- 
tributions of Hodder and Harmon. He 
repeats the exploded New England myth 
that Kansas was peopled largely from that 
section. 
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The Bibliographies are limited to books. 
This is unfortunate, as in this field much of 
the best literature is to be found in his- 
torical periodicals and in smaller mono- 
graphs. 

James C. MALIN 

University of Kansas 


. CARPENTER, Jesse T. The South as a 
Conscious Minority. Pp. x, $15. New 
York: New York University Press, 1930. 
$4.50. 

In the debate which ran with little inter- 
mission from the framing of the Federal 
Constitution to that of the Confederacy 
concerning the true meaning of the Federal 
instrument and the proper functions of 
government, there was a large measure of 
coincidence of logic with locality. Though 
the political issues were kaleidoscopic, as 
always, yet one thing led to another in a 
way which produced an enduring and cumu- 
lative body of particularistic doctrine, 
_ available to all who might care to use it, but 
actually employed for the most part by 
successive leaders in the South. Hence the 
invitation to Professor Carpenter’s analysis 
of the thought of the South as a conscious 
minority. As main themes he traces the 
championship of what he calls the principles 
of local self-government, the concurrent 
voice, Constitutional guarantees, and south- 
erm independence. In conclusion he ex- 
amines the degree to which the doctrines 
previously proclaimed were embodied in the 
Confederate Constitution. 

The work is not without flaws. One 
error ig in a sense advertised by the book 
itself, where on pages 22 and 28 a table of 
sectional strength in the lower house of 
Congress faces a similar table for the elec- 
toral colleges. At several dates the one 
table differs from the other by merely two 
votes per section, whereas of course it ought 
to differ by two votes for each state com- 
prised in the section. 

Bristling as they do with quotations, the 
pages give much that has long been famil- 
iar; but a wide research has added many 
new and significant items. The presenta- 
tion is in the tone of political science rather 
than of history. This perhaps accounts 
for the slightness of attention given to the 
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southern abjurement of localism about 1812 
and to the men who deprecated particular- 
ism at any time. The style, while calm and 
clear, is a bit heavily monographic. What- 
ever a sprightlier pen might have made of 
the theme, the work is a worthy recipient of 
the initial award of the Baruch prize insti- 
tuted by the United Daughters of the Con- 
federacy to stimulate young writers in the 
field of southern history. 
Unaicn B. Paris 
Yale University 


Lier, Arren (Ed.). The Social and 
Economic Views of Mr. Justice Brandeis, 
Pp. xxi, 419. New York: The Vanguard 
Press, 1980. $4.50. 


When Mr. Brandeis says “I cannot be- 
lieve that the liberty guaranteed by the 
Fourteenth Amendment includes only 
liberty to acquire and enjoy property,” he 
indicates the essential position occupied by 
Holmes and himself. No wonder they are 
anathema to big business. It is indeed but 
common sense to liberals that the two 
sociological jurists do not occupy a posi- 
tion on a par with—and with the same 
limitations as—the perspective of the con- 
servative jurists, but rather that they incor- 
porate and transcend the conservative 
perspective. They are, forsooth, m contrast 
to those from whom they so often jointlv 
dissent, truly enlightened, motivated by 
ideals, and, doubtless, strictly logical. And 
yet one who would eschew dogmatism and 
is impressed by the potency of irrational 
motives, must suspect that it is wiser and 
safer simply to agree with Mr. Charles 
Beard that “the cleavage is between those 
who exalt property rights above human 
rights, and those who do the opposite.” 

This is but a skeptical note to tone down 
the enthusiasm which this volume is sure to 
evoke in liberal minds. For here is con- 
tained much more than law, namely, a 
philosophy of civilization as envisaged by 
the brilliant intellect of one whose years of 
active struggle in the social welter give him 
the right to spéak. 

The volume is a companion to an earlier 
one containing Holmes’ opinions. It con- 
tains certain of Mr. Brandeis’ writings 
other than his Supreme Court opinions, 


Book DEPARTMENT 


notably, the famous Oregon brief, wherein 
as a lawyer before the Court Mr. Brandeis 
did the astonishing thing of presenting 
facts instead of a speculative discussion of 
abstract principles. 
L. M. Pars 
University of Chicago 


Swisher, CARL Brent. Stephen J. Field: 
Craftsman of the Law. Pp. viii, 473. 
Washington, D. C. The Brookings In- 
stitution, 1980. $4.00. 

Few men touched more deeply than did 
Stephen J. Field, the life of his times. He 
was appointed to the United States Su- 
preme Court as a colleague of Chief Justice 
Taney and served almost to the turn of the 
century, to resign only after exceeding the 
historic tenure of John Marshall. But 
duration of service was only a condition of 
his influence. The circumstances which 
permitted him more than any other of his 
generation to shape the Constitutional 
jurisprudence of this country. involve sub- 
tle questions of the play of philosophical 
assumptions upon an economic background, 
conditioned by a complex of the traditions 
of the period. Mr. Swisher’s book helps to 
illumine the operation of these forces. 

Thirty-five years after Field’s death, the 
“rugged individualism” of the industrial 
order, in the sense in which he conceived 
and so effectively promoted it, has already 
broken down under its own weight. The 
logic of abstractions by which his premises 
were translated into law has fallen into the 
same discredit as the premises themselves. 
Enthusiasm for unshackled capital, as well 
as fear of the forces which would shackle it, 
has been tempered by experience. Instead 
of the sure eminence as a prophet of the 
order to come, which he so confidently pre- 
dicted for himself, Field has become the 
exemplar of an order which is passing. To- 
day it is an effort to do him justice by view- 
ing him against the period m which he lived. 
This book serves to place him m that pe- 
riod. It is a competent account of absorb- 
ing material; and it achieves importance 
because of the importance which its subject 
achieved for himself. 

Heiney M. Harr, Jr. 

Harvard University 
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Roprnson, Wriusam A. Thomas B. Reed, 
Parliamentarian. Pp. xii, 423. New 
York: Dodd, Mead and Company, 1930. 
$5.00. 


There are just two manners in which an 
historian can write enduring historical 
narrative, and the present biography of 
Thomas Brackett Reed achieves neither. 

McMaster best illustrates the one style, 
the mosaic school of writing, which creates 
the effect of reality by the tireless piling up 
of minutise, which evolves a sense of contem- 
poraneousness by the brute profusion of 
contemporary details. The other school, 
equally objective but guided by intuition 
as well as research, is able to establish a 
sense of reality by the exercise of imagina- 
tion, so carefully bolstered by scholarship 
that it, too, is entitled to credence. Sucha 
biographer must go beyond the dry bones 
of documentation and reconstruct a picture 
of the living human being. Perhaps the 
evocation suffers from being in part fanci- 
ful; but if this be well done and plausible, 
most of us can bear with it. When we read 
Francis Hackett’s Henry VIII, we respond 
eagerly to the tale of the monarch’s passions 
as Hackett elaborates them on the basis of 
scant passages from his letters, even though 
our historical experience tells us that Henry, 
like so many less famous men, in all proba- 
bility was just a ready letter writer rather 
than a great lover. 

This biography of Thomas B. Reed taps 
only the most accessible source-material 
and uses it in so uninspired a fashion that 
a very perfunctory portrait results. When 
we have finished we know—in a table d'hôte 
sort of way—the salient facts of Reed’s 
life; we have had our memories reinformed 
as to the more trenchant of his epigrams; 
and we recall in the most lackadaisical] 
fashion that his political life was lived in a 
period marked by the nascency of big busi- 
ness and the death gasps of that agrarian 
America which Jefferson was so set on 
perpetuating. But that is all. 

The agonized struggle of the man with 
the plow for survival against the man with 
the dough, the attempt to find some gentler 
substitute for hard money than hard times, 
the hopeless battle against a tariff designed 
primarily for the protection of makers 
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against users, the Populist spasm which 
culminated in the epileptic tongue of 
Bryan, all these are left as cold and un- 
savory as yesterday’s leg of lamb. 

And Reed himself emerges as a dynamic 
figure only because the author is continually 
saying so. When we compare the futile at- 
tempts at leadership in the present Con- 
gress with the summary way in which Reed 
dominated a much more virile group of 
men, then first do we glimpse what a per- 
sonality he must have been. But we do 
not come away from Dr. Robinson’s book 
with any such realization, and this is certain 
to prove a fatal defect. 

ÅLPHONSE B. MILER 

Philadelphia 


ScHAFER, Josmru (Ed.). Carl Schurz— 
Militant Liberal. Pp. xxi, 270. Evans- 
ville, Wisconsin: The Antes Press, 1930. 


Carl Schurz was a many-sided man. He 
was a scholar and a musician; a general in 
the Civil War; a United States Senator and 
Cabinet officer; a friend and opponent of 
presidents and politicians; editor and pub- 
licist, and, next to George William Curtis, 
the foremost proponent of civil service re- 
form; and, above all, a militant liberal in 
public affairs. 

All of these phases and activities of a 
brave and persevering man are clearly 
brought out by Dr. Schafer, who writes as 
dispassionately as a devoted and admiring 
friend can. In 270 pages he has given a 
good summary of one who became one of 
the most distinguished of the foreign-born 
leaders of America in the nineteenth cen- 
tury. While wielding at times great influ- 
ence among German-born citizens, he never 
traded on this influence. His constant 
endeavor was to win their generous and 
whole-hearted support of what he believed 
tto be American ideals of government. Pas- 
sionately devoted to what he conceived to 
‘be the genius of American liberty and free- 
dom, be never wavered in what he thought 
to be his duty, even at the expense of long- 
time attachments and friendships. From 
personal acquaintance I know of his per- 
sonal charm and power, both of which were 
potent even when one differed most radi- 
cally from him. 

The author of this most interesting study 
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is evidently one who not only felt their full 
effect, but was a devoted follower as well, a 
fact which Marie Jtissen Monroe of Mil- 
waukee (now the nearest kin to Schurz) 
frankly admits in her interesting introduc- 
tion, when she quotes Schurz’s own remark 
from his essay on Abraham Lincoln: ‘‘We 
are inclined to idealize that which we love— 
a state of mind very unfavorable to sober, 
critical judgment.” 

Schurz was characterized by a “stubborn 
public honesty” in dealing with great ques- 
tions of public policy. It won for him 
great respect even when one most greatly 
differed from him, and it was because of 
this quality that he made so substantial 
a contribution to the growth of independent 
political thought and action. Not only 
was he at all times a relentless opponent of 
the spoils system and a staunch supporter 
of the merit system, but he could always be 
depended upon to put what he believed to 
be the cause of good government before the 
demands of party. 

This book, which of necessity is a sketchy 
one because it seeks to cover so much 
ground in such compact space, is singularly 
deficient in its references to Theodore 
Roosevelt, who is mentioned only twice and 
then by name only. 

CLINTON Rogmrs WOODRUFF 

Philadelphia 


SCAMIDT, NATHANIEL. Ibn Khaldun. Pp. 
67. New York: Columbia University 
Press, 1980. $2.00. e 
All the rich experience of the Moslem 

travelers and the ripe culture of the Greeks 

come to a focus in that greatest of four- 
teenth-century geographers, historians, and 
sociologists, the Berber of Tunis, Ibn 

Khaldun. His importance lies, as Barnes 

has said, in the feat, unique for his time, of 

having been able to regard history as a 

natural process; he was the first successor of 

Polybius. Anticipating Vice and Turgot, 

he stressed the continuity of historical de- 

velopment and at the same time the im- 

portance of “intrusive factors.” 

Ibn Khaldun has been much praised, but 
no translation of his great Prolegomena to 
History is available in English. Flint paid 
a good deal of attention to him in his His- 
tory of the Philosophy of History, and in this 
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secondary way only has he become known 
to the English-speaking world. His direct 
influence on sociologists probably dates 
from 1899, when Gumplowicz published the 
Sociologische Essays, for in this book was a 
chapter on Ibn Khaldun, “An Arabian 
Sociologist of the Fourteenth Century.” 

Due to the stress laid by Gumplowicz 
upon the conflict theory of social develop- 
ment, however, some of the significant 
features of the Berber’s doctrine were al- 
most totally obscured. Even the com- 
paratively recent and comprehensive esti- 
mate by Barnes regards Ibn Khaldun 
almost exclusively from the conflict-theory 
standpoint; the same is true of that by 
Franz Oppenheimer, the present-day cham- 
pion of the conflict theory. It is all the 
more gratifying, therefore, to call attention 
to a book which does justice to the Moslem 
thinker in his capacities as an exponent of 
Kulturgeschichte, of a comprehensive theory 
of history free from value-judgments, and 
of a balanced sociology having as its pri- 
mary focus the fact of social change. 

Professor Schmidt’s little volume of 
sixty-seven pages has more packed within 
its covers than many ponderous tomes— 
that must be granted. It is to be hoped, 
however, that Professor Schmidt, splen- 
didly equipped as he is to work with the 
Arabic sources, will some day present the 
learned world with a bulky volume on Ibn 
Khaldun, for the Berber eminently war- 
rants all the time and trouble that one man, 
at least, can lavish upon him, particularly 
when that man is no mere philologist, 
but gives evidence of a thorough under- 
standing of the methodological problems 
with which Ibn Khaldun grappled. In the 
meantime, no one interested in social or 
sociological theory can afford to miss this 
book. 


Howard BECKER 
University of Pennsylvania 


CoubDENHOVE-KaLmRGL, Herra. Das 
Wesen des Antisemitismus. Pp. 284. 
Wien: Paneuropa Verlag, 1929. 


With its bold challenge on its cover to the 
Swastika of the Hitlerites, this classic non- 
Jewish defense of the Jewish position is 
brought up to date by the son of the author, 
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. who provides an interesting memoir of his 


father, and an introductory chapter and a 
conclusion which discuss post-war anti- 
Semitism. Father and son are like-minded 
in their sympathies for the Jews, but not in 
their faith in ultimate world-wide tolerance. 
The elder Kalergi, who retired from the 
active life of an Austrian diplomat to amass 
a, great library devoted to the Jewish prob- 
lem and to pen the results of his studies, 
created a mild sensation a generation ago 
by his thoroughgoing study of anti-Jewish 
feeling and its causes. He had to disclaim 
Jewish origin, so warm and complete was 
his espousal of the Jewish people. 

Attitude apart, the volume is a mine of 
exact and carefully compiled information on 
the denunciations of the Jews and in the 
detailed exposure of the fallacies involved in 
the current prejudices against the Jewish 
people. Kalergi hews even closer to the 
line than Josephus did in his famous Against 
Apion, for he examines, minutely, aspersion 
after aspersion and builds each rejoinder 
out of a mass of evidence for which he gives 
chapter and verse from Bible, Talmud, or 
rabbinic writings or from anthropologists or 
social scientists. 

Kalergi assumes that the Jews are a na- 
tionality artificially created, to wit, an 
amalgam of many nationalities that sup- 
ports a common religion and has been 
fostered by voluntary as well as by forcible 
separation from other peoples. This, he 
believes, is the consequence of religious 
concepts. Their codes, the pressure under 
which they have lived, and the callings they 
have followed have evolved the specific 
Jewish physical and moral types. 

This definition leads to at least a partial 
acceptance of the Herzlian Zionist theory 
that the movement of the mass of Jews out 
of Europe will advantage the minority re- 
maining there and accepting more of 
assimilation than has hitherto been possi- 
ble. ‘The son is less responsive to this atti- 
tude. His is the rhetorical invitation to 
the “better minds” to join forces in slaying 
the monster, anti-Jewish prejudice. Either 
conclusion is less important than is the ma- 
terial painstakingly brought together to 
substantiate the viewpoint. | 

. ACOB DE Haas 

New York City 
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Micue1s, RopERT. 
viii, 269. Munich: Duncker u. Hum- 
blot, 1929. 

This volume by the distinguished sociol- 
ogist now of the University of Perugia, 
Italy, is a collection of sociological studies 
on the theme, perhaps above all others, 
upon which the author is uniquely pre- 
pared to speak. Thoroughly steeped in the 
languages and cultures of Western Europe, 
trained in history and economics, produc- 
tive in general social theory, Professor 
Michels can approach the phenomenon of 
patriotism with an almost unrivaled depth 
of formal and informal experience. The 
four chapters of the present book deal re- 
spectively with the myth of the fatherland, 
the relation between love of fatherland and 
love of homeland, the sociology of the 
stranger, and the sociology of the natianal 
anthem. Every generalization is sup- 
ported by telling citations gleaned from 
years of bibliographic research. 

It is no reflection against the first two 
chapters to say that the principal contribu- 
tions are made in the last two chapters. 
Seldom has a richer body of generalizations 
on the sociology of assimilation been 
gathered in one place than in the pages, 
beginning at 151, where the author sum- 
marizes the circumstances which facilitate 
the denationalization of the immigrant. 
The section on the sociology of the political 
refugee shows that the author is aware of 
the rich empirical material which recent 
world events have rendered available. 
Very little has been added to the topic 
“music and polities” simce Plato, and 
Professor Michels provides a welcome 
exception to this. He traces certain con- 
nections between the state ideal and the 
musical character of the patriotic songs. 

It is very much to be hoped that Profes- 
sor Michels will rapidly push ahead with 
the preparation of his more exhaustive and 
systematictreatment of thesubject. Hehas 
already placed himself among the small group 
of eminent scholars who are probing the 
foundations of patriotism, nationalism, and 
allied manifestations, and his peculiar quali- 
fications justify theacademic world in expect- 
ing monumental treatises from his facile pen. 

Hanoi D. Lasswaun 

University of Chicago 


Der Patriotismus. Pp. 
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ScHuBURLEN, Paur. Die Sekten der Gegen- 
wart und neuere Weltanschauungsgebilde. 
Stuttgart: Quell-Verlag, 1980. 

Dean Scheurlen deals with sects and cults 
indiscriminately in this interesting book. 
His obvious bias is that of a state church 
official who regards independent religious: 
organizations as a peri to the religious unity 
of his people. What brings such hetero- 
geneous religions and religious movements 
as Mormonism, Christian Science, Spiritual- 
ism, Pentecostal movement, Anthroposo- 
phy, New Thought, The Brethren, and The 
New Apostolic church into a common pic- 
ture for him is the fact that they have all 
increased their strength in Germany since 
the war, having profited from the general 
religious confusion of the nation and from 
the new liberty which the dissolution of the 
bond between state and church provided. 

The religious thought and life which he 
describes ranges from the simple Christian 
faith of the Brethren to bizarre religions of 


‘various kinds. Most of the cults are known 


to us as well as to Germany. Quite a 
number have had their origin here, as for 
instance Russellism, Mormonism, and 
Christian Science. Others are indigenous 
to the German soil and are unknown among 
us. They all receive an adequate historical 
treatment and the author is at pains to trace 
the oriental and other foreign sources of 
their thought. Sometimes he assumes 
rather uncritically that the discovery of 
such sources is enough to damn them. 

The book is hardly of great importance to 
American readers, The same task which 
the author sets himself has been performed 
by various scholars among us and with 
rather a large degree of objectivity. The 
social and economic backgrounds of the 
various movements receive scant attention 
and the treatise is therefore of only slight 
value to the social scientist. 

RerHoLtp NIEBUHR 


Union Theological Seminary 


Lozzarr, Lurar. God in Freedom. Pp. 
xxxix, 794. New York: The Macmil- 
lan Company, 1980. 85.00. ; 
We have here a massive volume written 

by a former Prime Minister of Italy who 

throughout his long life has been a protag- 
onist of religious liberty. It is edited by 
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Max J. Kohler from a translation by Al- 
fonso Arbib-Costa, and contains, m addi- 
tion to lengthy Appendices, supplementary 
chapters by William H. Taft, Irving Leh- 
man, Max J. Kohler, and Dora Askowith. 

The publisher’s claim that this is “the 
most valuable and comprehensive work on 
religious liberty written in the last hundred 
years” should not be construed to mean 
that it is a systematic treatment of the sub- 
ject. It is rather a collection cf lectures, 
articles, and letters written over a period of 
many years, which includes historical 
sketches of religious leaders, essays on the 
relation of science and religion, evaluations 
of Buddhism and Christianity, book re- 
views, a discussion of the spiritual contribu- 
tion of St. Francis of Assisi, and other 
themes not intimately connected with the 
relations of church and state. 

Of necessity there is a good deal of repeti- 
tion and always an eloquent defense of 
personal values rather than a dispassionate 
examination of the relations beiween cer- 
tain social phenomena. While deplorable 
that a clean-cut distinction between facts 
and values is not maintained, it so happens 
that the reviewer shares Luzzatti’s rever- 
ence for freedom of thought and therefore is 
inclined to feel that a worthy appeal has 
been made against dogmatism and bigotry. 
For readers who do not accept Luzzatti’s 
ethical assumptions, the impact of fact and 


logic will not be severe, 
The author, while not a true scientist, is a 
scholar of great erudition. His book is not 


comprehensive but does contain historical 
material of great value concerning the rela- 
tion of church and state in Italy, Japan, 
Scotland, France, and the United States. 
Certainly most readers of this book, 
whether conservative or liberal, will feel 
that they have listened to the words of a 
sincere and kindly man, a statesman who is 
a genuine humanitarian. 
CLIFFORD KIRKPATRICK 
University of Minnesota 


Wesrn, Max. The Protestant Ethic and 
the Spirit of Capitalism. Translated by 
Talcott Parsons, with a foreword by R. 
H. Tawney. Pp. xi, 297. New York: 
Charles Scribner’s Sons, 1930. 83.00. 

Kravs, J. B. Soholasttk, Puritanismus, 
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und Kapitalismus: eine vergleichende 

dogmengeschichtliche Ubergangsstudie. Pp. 

vi, 880. Munich and Leipzig: Duncker 

and Humblot, 1980. Paper covers, 14 

marks, cloth binding, 17 marks. 
Brenrart, Wenner. Maz Webers Lehre 

vom geschichtlichen Erkennen: ein Beitrag 
zur Frage der Bedeutung des “‘ Idealtypus”’ 

fiir die Geschichtswissenschaft. Pp. 98. 

Berlin: Ebering, 1930. 38.80 marks. 

Max Weber’s masterly analysis of the 
Protestant ethic and the part it has played 
(and perhaps still plays) in the develop- 
ment of modern capitalism has long been 
known to students of economic history who 
can read the difficult German in which the 
author’s thought is clothed. Other stu- 
dents have perforce been content to repeat 
the encomiums or strictures made by their 
more fortunate brethren. Now, however, 
an English translation of the great essay is 
available, so that all those formerly de- 
barred may decide for themselves upon the 
merits of the historical and methodological 
controversy that began in 1904-1905 when 
the study first appeared and that has been 
raging ever since. 

Taleott Parsons, the translator, deserves 
high praise for his excellent rendering; the 
same painstaking care has been lavished on 
the humblest footnote as on the text itself, 
and every page bears witness to such skillful 
avoidance of stylistic ambiguities or in- 
felicities that a fine heeling for linguistic 
values must be credited to him in addition 
to his obvious familiarity with religious and 
economic history. 

The vitality of Weber’s thesis is perpetu- 
ally demonstrated by the large number of 
studies that focus upon it each year; some 
one is always “refuting” or “‘reénforcing”’ 
it. Unfortunately, those who discuss 
Weber do not always completely under- 
stand him, so that much labor, if not love, is 
lost. Kraus’ analysis of the differing 
economic ethics of Scholasticism, Anglican- 
ism, and Puritanism, however, is not at 
first glance open to this objection; he seems 
to understand Weber fairly well, even when 
he takes direct issue with him. Kraus has 
conducted a careful study of the pre- and 
post-Reformation periods in England, and 
concludes that although Puritanism did a 
great deal to liberate “‘the spirit of capital- 


198 


ism” from the bonds previously laid upon 
it by the proponents of Just Price, the 
spirit was economic and not religious in 
origin. The wealth of source material 
drawn upon and the absence of obvious 
value-judgments make the study extremely 
useful, although m the reviewer’s estima- 
tion, Weber’s fundamental position is not 
seriously threatened by this work of Kraus. 

The reason why it is not seriously threat- 
ened lies in Weber’s use of the idéal-typical 
method. He never claimed empirical ac- 
curacy for his ideal-typical studies, but 
merely asserted that understanding of the 
empirical chaos could result only from its 
subjection to heuristic constructs that at 
bottom are nothing more than working 
fictions pragmatically validated. Conse- 
quently, Kraus is vigorously belaboring a 
straw man. If this.is a hard saying, refer- 
ence need only be made to Bienfait’s discus- 
sion listed above, or to the similar analyses 
by Herman J. Grab (Der Begriff des Ration- 
alen in der Soziologie Max Webers, 1927) 
and Berhard Pfister (Die Entwicklung sum 
Idealtypus, 1928). Indeed, although he 
nowhere explicitly mentions ideal types or 
their creator, Weber, Vaihinger, in his 
Philosophy of “As If,” has laid down the 
basic logic of the ideal-typical method. 
Fortunately, Vaihimger has been translated, 
so that those who do not read German can 
get some idea of the logical aspects of the 
controversy. 

Weber, Kraus, Bienfait, Grab, Pfister, 
Vaihinger, and others who have bearing 
upon the struggle between the strict eco- 
nomic determinists and those representing 
a concept of functional causation into which 
nonmaterial culture traits such as religious 
ideology may enter, sometimes seem like 
futile hair-splitters; nevertheless, serious 
study will reveal their fundamental im- 
portance, not only for economic history and 
theory, but for the methodology of all the 
social sciences as well. 

Ry 8 Howard BECKER 

University of Pennsylvania 


Rice, Sruart A. (Ed.). Statistics tn Soctal 
Studies. Pp. xii, 222. Philadelphia: 
University of Pennsylvania Press, 1980. 
88.00. 

Here is a book which cannot be neglected 
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by any serious scholar im the fields of politi- 
cal or social science. Not that it is a manual 
of statistical devices, ready to hand for the 
novice in quantitative technique. ‘There is, 
in fact, surprisingly little discussion of 
statistical technique, as such, throughout 
the volume. Its value lies in the fact that 
it contributes one of the most informed and 
thoughtful explorations of the field of so- 
cial and political statistics that have been 
published. If read in conjunction with a 
more formal methodological treatise, such 
as Lundberg’s, it serves as an invaluable in- 
troduction to this new research tool. 

Not the least useful feature of the papers 
entering into the volume is the fact that for 
the most part they refrain from overstate- 
ments of the possibilities of the quantita- 
tive method; rather, they poiat out with 


“commendable candor its many limitations. 


Moreover, they devote a substantial propor- 
tion of their discussions to a topic that is all 
too often glossed over in the literature of 
statistics, namely, the pitfalls awaiting the 
investigator who does not keep a wary eye 
out for ambiguity in the definition of units, 
and bias in the selection of samples. Par- 
ticularly noteworthy in this respect are the 
contributions of H. S. Carter (Medical 
Economics), R. G. Hurlin (Dependency) 
and Gehlke and L. Marshall (Crime and 
Judicial Procedure). 

The essays of S. A. Rice and Donald 
Young have considerable theoretical as well 
as practical interest—the former, for its 
acute critical analysis of the measurement of 
altitude as developed by Thurstone; the 
latter, for its searching and devastating 
criticism of the confusion of biological with 
cultural entities in the measurement of race 
differentiation. 

W. F. Ogburn’s and Clifford Kirkpat- 
rick’s studies are more truly methodological 
than the others, being concerned with the 
application of the method of correlation to 
marriage and divorce and to personality 
maladjustment. Ogburn’s discussion is 
more factual than Kirkpatrick’s, the latter 
being little more than a sort of research 
prospectus. 

The papers by Irving Fisher, J. C. 
Gebhart, and Herman Feldman, dealmg 
with prohibition enforcement, are useful 
chiefly as “case studies” of the bedevilment 
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that awaits the student when he tries to 
apply simplistic interpretations to complex 
social phenomena. 

Rice’s general introduction is of con- 
siderable interest, as providing a sort of 
historical framework for the entire volume. 
The reviewer feels bound, however, to ex- 
press some misgiving towards the statement 
(page 8) that the quantitative method may 
be utilized as “‘a foundation for the power 
of prediction and social control, the secur- 
ing of which may be regarded as the ulti- 
mate objective of scientific social research.” 
If interpreted in a limited sense, no excep- 
tion can be taken to this statement. If 
taken, however, to cover the wider ranges of 
social movement and social change, it is 
open to very grave question. Even if more 
than a fraction of the tangled threads of 
causation entermg into any major social 
phenomenon could be unraveled, by the 
statistical or any other method, there is no 
assurance whatsoever that they could be 
brought under social control. There are 
great ground swells of cultural, economic, 
psychological, and biological forces that ap- 
pear to be amenable to conscious social 
control only indirectly and tardily. One of 
the minor tragedies of the existing economic 
depression is the wreckage it has made of 
the instrumentalities (based upon an am- 
plitude of statistical data) that have been 
devised for controlling it. Would it not be 
well for the melioristically-inclined social 
scientist to recognize the limitations under 
which he must—at least for the present— 
operate, namely, within the framework of 
major social forces? 

Nines CARPENTER 

University of Buffalo 


GirForD, Epwarp W., and BLock, Gwun- 
DOLNE Harris (Compilers). Califor- 
man Indian Nights Entertainments. Pp. 
823. Glendale: The Arthur H. Clark 
Company, 1930. $6.00. 

This compilation is a very useful collec- 
tion of myths from the various linguisti- 
cally and culturally diverse tribes of abo- 
riginal California. It brings together a large 
number of carefully chosen myths hitherto 
to be found only in scattered scientific pub- 
’ Heations, often in text form and so difficult 
to use. A map and a general introduction 
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based on Mr. Gifford’s many years of Cali- 
fornian research serve to place this collec- 
tion of tales in their cultural setting. 

The volume is organized in such a way 
that it will be useful to students of literature 
as well as to students of anthropology, but 
the authors have not sacrificed accuracy 
and the critical use of their material in 
order to produce any sort of spurious 
picturesqueness. The volume is well got- 
ten up and attractively illustrated. 

M. Mmap 

American Museum of Natural History 


Forrist, Karte R. Missions and Pueblos 
of the Old Southwest. Pp. 386. Glen- 
dale: The Arthur H. Clark Company, 
1929. $6.00. 

This is primarily a diffuse and annotated 
guide book to the Southwest, with its 
principal emphasis upon the vanished’ 
Spanish civilization which survives only in 
scattered ruins and local place names. 
Material upon this early Spanish period has 
hitherto been inaccessible to the average 
reader, hidden away as it was in old chron- 
icles, records of religious orders, and church 
registers, nowhere organized in a consecu- 
tive and readable manner. 

The author’s treatment of the Spanish 
invasion and occupation is the most valua- 
ble contribution of the book, although the 
guidebook style—*‘From Sante Fé North 
to San Juan; From San Juan to Taos,” 
and so forth—serves to overparticularize 
and dwarf the wide horizon of the Spanish 
attempt permanently to include the South- 
west within the borders of New Spain. 

The book is too bulky, too full of trave- 
logue details of long rides and sunrises, for 
the student who wishes to extract factual 
material from it. Although it purports to 
deal with the Southwest Indians, the Indian 
material would better have been omitted, 
as it is throughout superficial, in many cases 
inaccurate, and continuously unrevealing. 

M 


American Museum of Natural History 


Huntrvaeton, C, C., and Cartson, ER A. 
Enstronmental Basis of Social Geography. 
Pp. 499. New York: Prentice-Hall, 
Inc., 1929. $4.00. 

Professors Huntington and Carlson have 

attempted the difficult task of treating in a 
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single volume on geography the elements of 
the environment and the activities of man 
as related to the environment. Their 
= method is a great advance over the usual 
discussion of physiography, climate, and the 
‘other environmental factors in one volume 
and man’s activities in another. It is un- 
fortunate, however, that they have not 
carried their innovation to its logical con- 
clusion, for within their volume they have 
retained the old division. In the earlier 
chapters, location, climate, and land forms 
are discussed with some relationships 
pointed out. In the later chapters, man’s 
utilization of the environment is presented. 
Such an arrangement leads to repetition. 
It also makes impossible, because of limits 
of space, any adequate treatment of agri- 
culture or, mining or forestry, and manu- 
facturing has been dismissed with a few 
incidental paragraphs. If the authors 
hold to their definition of geography as the 
study of relationships, as given on page ð, 
it should be possible to make their ap- 
proach by way of the relationships, with the 
introduction of the environmental factors 
at the points where they function in the 
explanation of the relationships. 

The authors have been much too pains- 
taking in their definitions and in their 
minute classification. In a text intended 
for college use, a definition of such terms 
as “emigration,” “immigration, ” “birth 
_ rate,” and “death rate,” or the derivation 
of the words “anthropology” and “‘eth- 
nology” seems scarcely necessary. 

It is doubtful whether American geogra- 
phers will care to follow the authors in their 
attempt to distinguish physical geography 
and social geography as the two main di- 
visions of the field, in which physical geog- 
raphy is not to be confused with physiogra- 
phy, or in their attempt to supplant the 
term “human” by “social” in the deigis 
tion of the geography of man. 

Joun E. ORCHARD 

Columbia University 


Krozerre, E. T., and Recxuess, W. C., 
Social Psychology. Pp. vii, 578. New 
York: Longmans, Green & Company, 
1981. 88.00. 

This is an elementary textbook written 
from the sociological point of view. It 
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presents no new systematic psychological 
theory, but rather catalogues those mental 
processes that are of special importance to 
sociology, specializing in the social func- 
tions of instinct, imagination, language, and 
attitude. The composition of man’s social 
nature is of more concern to the authors 
than is its explanation. 

An interesting distinction is drawn be- 
tween personality and rôle, which goes far 
toward clearmg the confusion between the 
psychological and the sociological approach 
to the study of the mdividual in society. 
There is also a convenient reprinting of 
several classifications of instincts, wishes, 
and attitudes. As their preface indicates, 
the authors draw their materials from 
many contemporary writers, most promi- 
nently perhaps from Faris, Thomas, Mc- 
Dougall, and E. H. Allport. This diversity 
does not however result in a new synthesis, 
but makes for a certain unfortunate pedes- 
trian quality in the book. The volume 
includes class exercises, numerous case 
studies, and a rich Bibliography. 

Gorpon W. ALLPORT 

Harvard University 


Roprnson, Virernta P. A Changing Psy- 
chology in Social Case Work. Pp. xvi, 
204. Chapel Hill: University of North 
Carolma Press, 1980. $2.50. 


In this little book Miss Robinson presents 
one of the most challenging discussions of 
social case work that has ever appeared. 
Part I traces “‘the background of mfluences 
leading up to the psychological emphasis of 
the present day.” Part II sets forth the 
author’s own philosophy of case work, 
centering everythmg about the concept 
“relationship” as interpreted by the psy- 
choanalysts. Emphasis is laid on the 
meaning of circumstances and experiences 
to the individual. Dynamic interaction 
between visitor and client displaces “norms 
of social welfare.” 

Some of the practical implications of 
Miss Robmson’s philosophy are these: 
History-taking is relegated to the back- 
ground in favor of studying the forces active 
in the individual at the time, “the way 
these forces interact with her [the case 
worker’s] attitudes,” and “the therapeutic 
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limitations and possibilities of the relation- 
ship.” Ifa client wishes nothing but fuel, 
“we must ask the question whether it 
might not be better to give the load of coal 
and let it go at that as a simple relief pro- 
cedure, rather than to intrude upon his 
fundamental problems when he has indi- 
cated no readiness to have us there.” 

All these and many related issues are 
ably discussed by Miss Robinson in this 
book which no case worker can afford to 
neglect. 

Stuart A. QUEEN 

Detroit Community Union 


Best, Harry. Crime 'and the Criminal 
Law in the United States. Pp. xvii, 615. 
New York: The Macmillan Company, 
1930. 6.50. 

The subtitle of this book indicates that 
the author wished to present the problem of 
crime and criminal! law in the United States 
“primarily in its present-dey social 
aspects.” It would have been more to the 
point had he said “‘statistical” instead of 
“social,” for the major part of the book 
consists of statistics—yards of tables, and 
pages after pages of statistical summaries 
deal with the extent of crime, the condition 
and the characteristics of the criminal 
population as reflected in the prison popu- 
lation, forms of punishment, means of 
release from prison, penal institutions, 
preventive measures, and so forth. 

The value of much of this material is 
extremely debatable, for too much reliance 
has been placed on the criminologically 
least valuable of all statistics—prison 
statistics. The introductory hundred 
pages outline in a cut-and-dried fashion the 
law of crimes and the agencies for adminis- 
tering justice, including the police. The 
book is presumably prepared for courses in 
criminology; but the paucity of historical 
matter, the extreme reliance on question- 
able statistics, the lack of psychological, 
psychiatric, and sociological analyses, and 
the high price are Jikely to make it of little 
or no value as a text. Furthermore, no 
attempt has been made to assist the average 
teacher of criminology with devices such as 
topics for discussion, subjects for short 
papers, and bibliographical guides. In 
other words, here is a book which has little 
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to offer in comparison with some of the 
really excellent texts in the field. 
THORSTEN SELLIN 
University of Pennsylvania 


Horxıns, ALFRED. Prisons and Prison 
Building. Pp. xii, 140. New York: 
Architectural Book Publishing Company, 
1980. $5.00. 

Mr. Hopkins has written a distinguished 
work on prison architecture. Every phase 
of construction is discussed in the light of 
administrative requirements, and through 
the entire book runs a progressive and 
sound philosophy of penal treatment. 
Numerous illustrations add value to the 
presentation. The author is convinced of 
the need for a scientific study and classifica- 
tion of prisoners as the basis for a building 
program, and is opposed to large and, in 
the main, to walled prisons. Finally, he 
recognizes that “good administration is a 
far more vital factor in prison welfare than 
good building’——a statement which all 
legislators and those in control of penal 
institutions might well ponder. 

THORSTEN SELLIN 

University of Pennsylvania 


Social Welfare Laws of the Forty-eight 
States. Des Moines: Wendell Huston 
Co., 1930. 

Mr. Huston has gathered within two 
covers and in a convenient classification by 
state, laws dealing with: poor relief; public 
administration of charity and correction; 
dependent, neglected, and delinquent chil- 
dren; social msurance; and institutional 
care of the classes mentioned above. It is 
planned to keep this compilation up to date 
by a loose-leaf supplement service, and in 
this manner provide a source of reference 
which should be welcomed by the social 
worker, the administrator, and the research 


student. Altogether it is a meritorious 


undertaking. 
THORSTEN SELLIN 
University of Pennsylvania 
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FOREWORD 


Tus volume on Organized Commodity Markets is a successor to the 
volume on American Produce Exchange Markets, published by the 
American Academy twenty years ago, in September, 1911. That vol- 
ume sought to present the economic services of grain, cotton, and coffee 
exchanges, essentially the only types of commodity exchanges operating 
in the United States at that time, and the practices connected with the 
conduct of their business. Since that time commodity exchanges have 
been organized on a comprehensive scale with respect to many more of 
the nation’s leading commodities, such as sugar, molasses, butter, eggs, 
rubber, copper, tin, lead, cocoa, raw silk, hides, jute and burlap, cotton- 
seed and cottonseed meal, cottonseed oil, and live stock. The list is ever 
increasing, and almost every year some new commodity exchange is 
organized with reference to a basic commodity not previously dealt in 
on an organized futures market. 

The changes wrought within the field of commodity exchanges during 
the past twenty years have been so numerous and important as to sug- 
gest the desirability of a new and up-to-date volume. ‘The material in 
the volume is presented under three main divisions. The first ten 
articles, comprising the first division, deal with the important principles, 
practices, and economic factors essential to all organized commodity 
markets. The next thirteen articles, comprising the second division, 
relate to special commodity markets not discussed in the previous vol- 
ume. The third division is devoted to articles on commodity exchanges 
in England, Germany, France, Japan, and Italy, whereas the previous 
volume was confined to American exchanges. 

S. S. HUEBNER 


The Insurance Service of Commodity Exchanges 


By S. S. Hurpwmr, Pa.D., Sc.D. 


Professor of Insurance and Commerce, Wharton School of Fmance and Commerce, 
University of Pennsylvania, Philadelphia, Pennsylvania 


N discussing the economics of com- 

modity exchanges it is quite natural 
to emphasize the “marketing” and 
“financing” aspects. But commodity 
exchanges mean much more to the 
business world than the mere furnish- 
ing of trading rooms and the physical 
equipment and the financial require- 
ments necessary for trading. Those 
aspects represent essentially the me- 
chanical side of commodity exchanges, 
and not their soul side. They con- 
stitute the phases that can be seen by 
the eye, whereas the important thing 1s 
the large collective group of services, 
which is unseen, and which fulfills the 
function of insurance against loss. 
All types of insurance, such as life, fire, 
and marine insurance, may also be 
discussed from the standpoints of their 
financial arrangements and their or- 
ganization for marketing their pro- 
tective service. But the real soul of 
any insurance institution is the service 
for which it exists, namely, “risk 
bearing” and “risk elimination,” and 
not the mechanical procedure of con- 
ducting the business. It is from that 
standpoint that this article is written. 


AVAILABILITY OF A CONTINUOUS 


MARKET 


Because of the presence of a large 
group of speculators, many of them 
always ready to buy or sell at any 
particular time, our leading commodity 
exchanges furnish a continuous market 
to producers, distributors, creditors, 
and ultimate buyers. Such a market 
may be defined as one which enables 
buyers or sellers to obtain or to dispose 


of the commodity, even in large quanti- 
ties, at any time during business hours, 
and at a price varying but slightly from 
the last previous quotation. Under 
normal conditions (and panic condi- 
tions are comparatively rare), the daily 
price range on commodity exchanges is 
surprisingly small, and all interests in 
the market may count upon either 
obtaining or disposing of the com- 
modity at a very small sacrifice 
as compared with the last recorded 
quotation. 

Because of the existence of such a 
continuous market, the commodity is 
given the quality of liquidity. There 
is assurance to all interests in the 
particular trade that the commodity is 
practically synonymous with money, 
i.e., that the commodity may be con- 
verted into cash at a moment’s need, 
or, vice versa, that cash may be con- 
verted into the commodity. The pro- 
ducer has the assurance that he can 
sell at any time, the dealer that he can 
promptly meet orders by buying what 
he is called upon to sell if he does not 
already possess the same, the creditor 
that he can always protect his loans 
by selling the collateral before it is too 
late, and the ultimate buyer that he 
can promptly obtain the necessary raw 
material, for convenient delivery peri- 
ods, to fulfill his orders for the manu- 
factured product. 

Moreover, because of the two-sided 
nature of all organized exchange mar- 
kets—the “bull” or “long” and the 
“bear” or “short”? sides—there is 
assurance of a much greater degree of 


stabilization of prices than would be 
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the case if these two contending 
speculative forces were absent. If the 
price tends to rise to an unwarranted 
level, in the light of existing circum- 
stances, the bear interest in the market 
will resist the movement; and vice 
versa, if prices tend to be unduly de- 
pressed, the bull interest will serve as a 
check upon the unwarranted decline. 
Both of these speculative interests 
serve not only to furnish a continuous 
market on either the buying or the 
selling side, but also to lessen the range 
of price fluctuations for each day as 
well as over longer periods of time. 


PURCHASES For Forurn DELIVERY 


Under modern business methods, 
manufacturers are obliged to contract 
for the delivery of their finished goods 
at a definite time and price, yet orders 
must be accepted long in advance of 
their fulfillment. In the meantime the 
greatest variation in the price of the 
necessary raw material may occur, 
sufficient to wipe out all profit under 
the manufacturer’s contracts or pos- 
sibly to bring him to the verge of 
bankruptcy. Such gambling is cer- 
tainly not relished by any sensible 
manufacturer. While interested in his 
trade profit as derived from his regular 
business operations, the manufacturer 
is anxious to avoid the hazard of 
speculative fluctuations in the price of 
the basic commodity essential to his 
business. Unless he has a means of 
insurance against that hazard, it be- 
comes necessary to buy at once the 
requisite raw material, at the prevailing 
price which serves as the basis of his 
calculations when accepting the order, 
every time he decides to close a con- 
tract for future delivery of finished 
goods. Yet, even then, he may not 
have the necessary storage facilities or 
may not desire or be able to finance 
purchases of raw material so long in 
advance of requirements. 


The hazard referred to is easily 
obviated through the purchase of 
“futures,” either from some owner of 
the commodity or from a short seller. 
In this way the manufacturer can 
arrange for delivery of his raw material 
at designated future monthly delivery 
periods, suitable for his purpose, at 
prices quoted at the time of purchase, 
which can therefore be used in cal- 
culating the adequacy of the price 
offered to him for the finished goods. 
Reliance may be placed upon these 
future contracts, since they are secured 
through the deposit of adequate mar- 
gins, under exchange rules, to assure 
their fulfillment at the date of matu- 
rity. The uses of future contracts are 
many and extend to many different 
trade interests, although we have 
illustrated with the manufacturer only. 
Their nature and serviceability in 
different commodity markets is re- 
peatedly emphasized in the articles of 
this volume. Suffice it to say here 
that their fundamental service to 
business is that of insurance against the 
possible loss of trade profit. 


Henarna 


Two entire articles of this volume are 
devoted to hedging (or “price insur- 
ance” as it is frequently called) as it 
applies to the grain and cotton markets, 
and a further extended explanation is 
therefore unnecessary. Moreover, all 
of the numerous articles relating to 
other kinds of commodity exchanges 
emphasize the practice as vital, and the 
point is repeatedly made that a futures 
market in the commodity was or- 
ganized primarily to afford the ad- 
vantages of insurance against price 
fluctuations. Such an imsurance 1s 
required by dealers who are obliged to 
accumulate huge stocks of a given 
commodity with a view to distributing 
the same gradually to a consuming 
world as needed, because during the 
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period of such distribution a decline 
in the value of the holdings may easily 
ruin the dealer. Creditors are mter- 
ested in such insurance as a means of 
maintaining the solvency of those to 
whom they advance credit with the 
basic commodity as security. In fact, 
everybody who actually handles the 
commodity as a trade proposition with 
a view to earning a normal “trade 
profit,” as distinguished from specula- 
tive gain through variations in price, 
will find the hedging service highly 
desirable. ` 

Hedging refers to the practice of 
making two contracts of an opposite 
though corresponding nature at about 
the same time, one in the trade market, 
where the actual physical commodity 
is handled, and the other in the specula- 
tive market furnished by commodity 
exchanges. Thus, a purchase of cotton 
in the trade market is promptly offset 
by a short sale for an equal amount on 
some exchange for delivery at some 
convenient future month. From that 
time on, assuming a close relationship 
between prices in the futures and cash 
markets and between the “basis grade”’ 
and the grade actually held,! the holder 
of the cotton is substantially freed 
from the gamble of a severe decline in 
price. Any loss in the cotton held is 
offset by a corresponding gain on the 
short sale. No matter how severe the 
decline, the dealer is always even as 
regards the wholesale price, and to this 
he may add the customary trade profit 
which he is seeking to earn through the 
physical handling of the cotton for 
clients. 

But when disposing of his actual 
cotton to some client in the trade 
market, a hedger must at the same 
time close out his short sale with a 
purchase on the exchange. In other 

1 For an explanation of these relationships, see 


W. H. Hubbard’s article on “‘Hedging in the 
Cotton Market ” 


words, both contracts are entered into 
at the same time, and in order to avoid 
speculation, both must also be termi- 
nated at the same time. Similarly, a 
short seller in the trade market, who 
has promised to deliver actual cotton 
to some client at some future delivery 
date, may insure his trade profit by 
hedging with a purchase of a future on 
the exchange. 

Being reasonably assured of their 
regular trade profit, middlemen are in 
position to operate on the basis of a 
smaller margin of profit per unit of 
commodity than would be possible in 
the absence of insurance against specu- 
lative loss, with the result that the 
difference between the price received 
by the producer and that paid by the 
consumer is materially reduced. 

All insurance may be said to rep- 
resent a hedging operation. The 
possessor of a $50,000 life value, for 
example, goes to a life insurance com- 
pany to hedge that value with a 
$50,000 life insurance policy. After 
that, no matter what happens, the 
insured is always even financially, 
since he has his life if he lives, while his 
dependents have the money value of 
that life should he die. The owner of a 
850,000 building goes to a fire insurance 
company to hedge the same with a 
850,000 fire insurance policy. There- 
after he is financially secure, since he 
has the building if it does not burn, or 
its equivalent in cash if it should burn. 

Similarly, the owner of $50,000 worth 
of cotton goes to the speculative ex- 
change market (the insurance institu- 
tion which is made possible through the 
existence of four necessary factors: 
namely, a large body of speculators, a 
continuous market, a future contract, 
and short selling) to hedge that value 
against loss through a price decline, 
with a short sale for the same amount. 
Thereafter he is financially secure, just 
like the owner of a life value or of a 
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building, since any shrinkage in the 
value of the cotton is offset by the gain 
derived from the short sale, which 
serves the same purpose as an insurance 
policy. 

In life, fire, and marine insurance, 
owners go to insurance companies to 
rid themselves of speculative risk by 
transferring it to an organization more 
_ competent to carry it. In this case, 
dealers go to speculative operators on 
exchange markets to transfer to them 
the speculative price hazard which they 
themselves do not desire to carry. 
The author believes that the com- 
modity exchange business made a 
serious mistake in adopting the ex- 
pression “hedging,” a term quite 
mystifying to the public as compared 
with the expression “insurance,” and 
that it would have been much better to 
employ the expressions “insurance 
sales” and “‘insurance purchases,” as 
is done in Japan. 


PROMPT AND EFFICIENT FINANCING 


Because of the existence of a con- 
tinuous market and the practice of 
hedging, our commodity exchanges 
afford the service of insurance for 
creditors. Enormous amounts of 
credit are necessary to the movement 
of the nation’s basic commodities 
through the various stages from pro- 
ducer to consumer. Bankers are will- 
ing to enlarge greatly the volume of 
credit on commodities dealt in on ex- 
changes (i.e., they are willing to accept 
a much smaller margin as between 
market value and size of loan), since 
they know that the collateral can be 
sold on a moment’s notice in a con- 
tinuous market which fluctuates but 
slightly in the course of an hour or a 
day. 

Bankers also highly indorse the 
practice of hedging, which serves as the 
basis of credit in a way comparable to 
that of fire, marine, and life insurance. 


They can afford to be much more 
liberal by way of volume of credit and 
interest rates charged with firms who 
are known to insure their holdings 
regularly against price declines. Just 
as we speak of “insured paper” in the 
field of banking credit, so reference is 
also constantly made to “hedged 
paper.” Moreover, the ready and 
more liberal financing of exchange 
commodities enables producers to mar- 
ket to middlemen huge quantities 
within a few months, for cash. Middle- 
men and manufacturers, in turn, are 
enabled through such favorable credit 
arrangements to conduct their opera- 
tions much more economically, as well 
as on a basis of smaller margins of 
profit. 


CLEARING OF INFORMATION— 
DiIscouUNTING 


Numerous articles in this volume 
make clear the importance of com- 
modity exchanges as collectors of in- 
formation essential to the determina- 
tion of prices. With respect to any 
given commodity, all the exchanges are 
united by wire communication, so that 
they really constitute one broad market 
upon which the entire speculative 
world may concentrate to interpret the 
bearing of events upon prices. The ~- 
average individual finds it exceedingly 
difficult to keep in daily touch with all 
of the current news relating to a trade 
which covers so wide an area (even 
world-wide) as do most of our exchange 
commodities. He is relieved of this 
difficulty by hundreds of speculative 
interests which are constantly bent on 
ascertaining the facts and interpreting 
them with respect to the future course 
of prices. 

The speculative group is concerned 
with present facts only as they have a 
bearing on the future All known 
influences, brought to the attention of 
many through the informative service 
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of exchanges united by wire with all 
sections of the world, are therefore 
given careful consideration by traders, 
dealers, and manufacturers, with a view 
to anticipating the future. Our specu- 
lative markets, in other words, serve to 
discount the future. Uninformed buy- 
ers, or those in the trade unable to 
acquire information regularly from the 
widely scattered sources, are therefore 
protected in their purchases or sales of 
future contracts by a large group of 
experts whose interpretation of news 
into current prices furnishes a degree 
of accuracy much greater than would 
be the case under a nonexchange 
system. 

Speculation also serves as a regulator 
of consumption. Each year’s crop, be 
it ever so small, must be made to meet 
consumption needs throughout that 
year. Speculation constantly concerns 
itself with the rate of consumption, and 
thus serves as insurance against the 
development of an unfortunate short- 
age or surplus during the latter portion 
of the year. Each season’s crop, be it 
large or small, should be adjusted to the 
year to which it applies. If there is 
great shortage, an early rise in the 
price based upon a statistical analysis 
of the situation will retard consumption 
and thus make the commodity last to 
the end of the season. Should there be 
redundancy, an early decline in the 
price will hasten consumption and thus 
clean up the surplus by the time the 
next crop matures. 


Continuous Prick REGISTRATION 


Without organized exchanges, the 
individual purchaser or manufacturer 
would be unable to ascertain the fair 
price of the commodity. Transactions 
if private, would probably be a poor 
index of the general judgment, and 
might easily be designed to mislead. 
In a business of such huge dimensions 
territorially, where producers and ulti- 


mate buyers are so widely separated, it 
is easy to Imagine the amount of fraud 
and the ill effects of unfounded news. 
But today every newspaper of any 
importance publishes regularly the 
quotations as established on the ex- 
changes. Reflecting the average com- 
bined judgment of the expert specu- 
lative world, these quotations are given 
gratis to all, and constitute a real 
assurance of fair dealing. No one need 
be misled as to the current price obtain- 
able, and the humblest producer can 
easily ascertain the cost differential 
(involving transportation, insurance, 
and other costs) between his locality 
and the central market where the 
quotations are made. The exchanges, 
moreover, exercise every reasonable 
precaution to protect their quotation 
service against improper use. 


Tax ARBITRAGING SERVICE 


With respect to distribution and 
price, commodity markets are vitally 
concerned with the just determination 
of differentials between localities, 
monthly delivery periods, different 
grades of the commodity, and in some 
instances (as for example various kinds 
of grain) different kinds of products of 
an analogous nature so far as substitu- 
tion for similar consumption purposes 
is concerned. Justice to producers, 
dealers, manufacturers, and consumers 
requires that there be a proper harmony 
among all these important factors, and 
to this end there must be an expert 
ascertainment of the costs, the rela- 
tive quantity relations, and other fac- 
tors which make up these various 
differentials. 

Such an ascertainment is essentially 
the work of arbitragers. Should the 
price in one locality, considering cost 
differentials, be cut of line with the 
price prevailing in another center, 
arbitragers will buy in the low market 
and at the same time sell in the high 
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market, thus causing the product to 
flow from the place where it is needed 
relatively less to the place where need 
for it is greater. They follow the same 
plan of buying and selling with refer- 
ence to two monthly delivery periods, 
or two different grades, whenever 
they regard the price differential un- 
warranted. Through their constant 
watchfulness, they give to the trade a 
reasonable assurance of equitable treat- 
ment as regards the differences in price 
occasioned by distance, time, grade, or 
kinds of analogous products. 


DISCIPLINARY CONTROL or CONDUCT 
AND PRACTICES 


In a business where producers and 
ultimate buyers are so widely separated 


territorially, it is easy to understand - 


how a lack of rigid and systematic con- 
trol of business ethics and practices of 
the various individuals constituting the 
market would lead to much unfairness 
and fraud. Absence of such control 
would certainly mean heavy risk and 
loss to innumerable individuals. One 
of the outstanding services of exchanges 
is the maintenance of just and equitable 
principles of trade. To this end ex- 
changes formulate and enforce upon 
their members standards of honesty 
and equitable usages. ‘They also regu- 
larize the trade in the interest of fair 
dealing by controlling the dissemina- 


tion of quotations, the grading of the 
product, the licensing of warehouses, 
the conditions of storage, the forms of 
contracts used, and the conditions of 
settlement under such contracts. 

Exchanges represent the organized 
competitive system as contrasted with 
the monopolistic. Open cutthroat 
competition is impossible in large 
markets, and we must choose between 
organized competition and monopoly. 
It would be well for critics of exchanges 
to understand this. Put an end to our 
grain, cotton, and other organized ex- 
change markets, and it would inevi- 
tably follow that the marketing of the 
commodity under consideration would 
soon be under the auspices of some 
monopolistic system. The risk ele- 
ment would be the principal motivating 
force, since capital is always unwilling 
to assume avoidable risk. Monopolies 
have their method of protecting capital 
against the hazard of price fluctuations, 
just as competitive exchange markets 
have theirs. It is necessary to choose 
between “risk, bearing” and “risk 
elimination” under a system of cen- 
tralized ownership of the machinery of 
marketing, and risk bearing and risk 
elimination under an organized com- 
petitive system which controls the 
problem for its component competing 
interests through the various practices 
discussed in this paper. 


The Hedging of Grain! 


By G. Wricut Horrman, Px.D. 
Assistant Professor of Insurance, University of Pennsylvania, Philadelphia, Pennsylvania 


MONG the useful functions of 
future trading, the one most fre- 
quently mentioned is that of hedging. 
This is due in part to its widespread 
use in grain and cotton, in part to the 
fact that it insures against a highly 
important commercial hazard, and in 
part to the fact that its beneficial 
effects can be easily and objectively 
demonstrated. While there are other 
functions of future trading of primary 
importance, particularly the market- 
making function, it is more difficult 
to prove their value as a service free 
from features not economically or 
socially desirable. It is mainly for this 
reason that the merit of hedging is so 

often and so strongly emphasized. 
There are some, however, who are 
skeptical of the practical value of 
hedging. As a rule their opinion is 
based upon an examination of the 
course of cash or spot prices compared 
to future prices, in which only a very 
rough resemblance is revealed. Upon 
the assumption that the data employed 
are adequate, the conclusion is rightly 
drawn that little, if any, price protec- 
tion can be obtained. Yet the fact 
remains that firms do hedge and con- 
tinue to do so despite its apparent 
unprofitableness; and it is well known 
that a business practice is not continu- 
ously engaged in year after year by 
large groups of companies when it can 
be proven to be unprofitable. It must 
be, therefore, that hedging is an eco- 
nomically sound business practice, but 
difficult to demonstrate as such from 

available published data. 

1 This article is drawn from materials in the 


author's forthcoming book relating to future 
trading upon organired commodity markets. 


It is proposed in this article to out- 
line the principal factors which must be 
accounted for in order to make an 
adequate statistical test of the value 
of hedging, and to examine some of 
these factors in their application to 
hedging practice. To accomplish this 
purpose, consideration will be given to: 
(1) the concept of hedging, (2) the 
extent of hedging, (8) “basis” losses 
or gains, (4) factors affecting basis loss 
or gain, and (5) what hedging will and 
what it will not accomplish. 


Tae Concert of HEDGING 


Hedging may be defined as the prac- 
tice of buying and selling futures to 
offset an equal and opposite position 
in the cash market and thus avoid the 
risk of uncertain changes in price. It is 
engaged in by merchants, millers, ship- 
pers, and others whose business it is to 
market or merchandise the actual 
product. It is based upon the as- 
sumption that the cash price of this 
commodity and the price of future 
contracts in it will parallel each other 
in movement after due allowance has 
been made for any seasonal trend in 
cash prices. 

If a merchant has acquired a cash 
supply of some commodity and as a re- 
sult finds himself exposed to the hazard 
of a decline in market price, he may 
hedge by selling short in the futures 
market, an equal quantity of the same 
commodity. On the assumption that 
cash and futures prices will advance or 
decline together, he is now so placed 
that any losses or gains due to unfore- 
seen market changes, resulting from his 
cash position, will be offset by equal 
gains or losses from his futures posi- 


8 THE ANNALS OF THE AMERICAN ACADEMY 


tion. If prices decline, he will lose 
on his cash holdings but gain to a 
corresponding amount on his futures; 
if they advance, he will gain on his cash 
position but lose correspondingly on 
his futures. 

The concept of hedging as it is ap- 
plied to commodities is thus compara- 
tively simple. There- is an existing 
risk, viz., the hazard that market 
prices will unexpectedly move so that 
a loss will be incurred. This risk is 
hedged or offset by setting up another, 
the counterpart of the first. A con- 
dition precedent to every hedging 
operation is, therefore, that there be an 
existing market risk. 

The effect of setting up this counter- 
balancing position in the futuresmarket 
is to shift the price risk formerly borne 
by the hedger to a second party. ‘This 
point is highly important to an under- 
standing of the usefulness of future 
trading in this field. It may be con- 
veniently illustrated by means of a 
diagram. In Figure I, a trade interest 
is pictured as a buyer of five thousand 
bushels of wheat. As a result of this 


Hedger buys 
5,000 bushels 


ice eS wheat 


simply a form of insurance in which a 
wide variety of merchandising and 
marketing interests compose the in- 
sured, and a much wider variety of 
speculators constitute the insurer. As 
crop and marketing conditions vary 
from season to season and from year 
to year, so the demand for an adequate 
amount of hedging position varies. 
This the speculative interest supplies, 
taking the opposite end of hedge 
trades, passing them about from one to 
another as their inclination and finan- 
cial status dictate, but always as a 
group carrying these contracts forward 
until no longer needed as a hedge. 
The needs of a particular firm, as 
well as of the entire group of hedging 
interests, are minimized somewhat by 
the fact that their trade position may 
in part be counterbalanced by off- 
setting forward sales against actual 
holdings. This is commonly the case 
with milling concerns, for example. 
At any given time a milling company 
may have on hand grain and flour to an 
amount equal to, say, 4,000,000 bush- 
els. Jt may have unfilled forward 


ee es [ence | #~ 5, ee AE (ong) 
of wheat futures 


Fiaurr L—T]lustration of the shifting of price risk by hedging. 


purchase he is long in the cash market 
by this amount, and subject to the 
hazard of declining prices. He hedges 
by selling short an equal quantity of 
wheat futures to a speculator. His 
posttion is now in balance, with the 
effect of shifting to the shoulders of the 
speculator the hazard of a market 
decline. 
_ The entire activity of future trading 
similarly consists in either assuming 
risk as speculators or in shifting risk as 
hedgers. The subject matter of future 
trading is thus a part of the broad field 
of risk and insurance. Hedging is 


sales of flour equal to 1,500,000 bushels. 
In this case it is necessary to hedge by 


`a sale of futures, only the net’ of these 


two amounts, viz., 2,500,000 bushels. 

Balancing the trade position in this 
fashion and hedging only the net 
amount is the usual practice of all firms 
following a consistent policy of hedging. 
Similarly with many cash firms enter- 
ing the futures market, some of whom 
are net long and some net short in their 
trade position, within certain limits 
their hedge sales and purchases offset 
each other, in which case a speculator 
does not appear on the opposite end of 
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the future bought or sold as a hedge. 

But the extent to which hedgers as 
individuals or as a group can thus sup- 
ply their own needs is decidedly limited, 
due mainly to two difficulties. The 
first is that their needs, both as individ- 
uals and as a group, vary greatly with 
the seasons of each crop year—a fact 
which we will illustrate in the following 
section. The second difficulty arises 
out of the fact that a hedge must be 
placed at the time of sale or purchase, 
and for this purpose some one must at 
all times stand ready to take up the 
hedge. The probability of another 
trade interest being in the market at 
that instant for an exactly equal and 
opposite amount of futures is rather 
slight. Speculators function to supply 
these needs both from minute to minute 
and from season to season. 


Tar Exrunt or Hepeine 

Hedging in grain in the United States 
became an established practice in the 
decade 1870-1880. Future trading be- 
gan at Chicago in the late fifties and 
was greatly stimulated by the wide- 
spread speculation of the Civil War 
years, to emerge a well-established 
practice following the war. As it 
developed, those dealing upon the 
Board divided mto two groups. A part 
continued to carry on a merchandising 
business in grain, while the remainder, 
which gradually grew to be the larger 
part, gave more and more of their time 
to the speculative market in futures. 
In 1882 the New York State Legisla- 
ture conducted an investigation into 
the methods of trade of the New York 
Produce Exchange. In the commit- 
tee’s report there is a description of the 

2 Of a similar nature is the practice of giving up 
a future, in which case a future used as a hedge 
by one trade interest is passed along to another 
without the intervention of a speculator, though 
the latter may in fact be carrying the opposite 


end of the contract. Cf. Hoffman, G. Wright, 
Hedging by Dealing in Grain Futures, p. 52 f. 


then novel practice of selling futures 
against purchases of wheat in the 
Northwest to protect against a decline 
in price during the winter months.’ 
Corn was frequently bought during 
these early years in the fall of the year 
and stored in flat boats on the Ilinois 
and Michigan Canal or at country 
points, and a May or June future was 
sold against it. Stevens deseribes 
the practice as being very common and 
extensive in 1887,5 and since that time 
it has continued so. 

It is difficult to estimate with much 
precision the extent of hedging m 
grain. The Federal Trade Commis- 
sion in its Report on the Grain Trade’ 
devoted some time to the extent of 
hedging at country points. Little if 
any hedging is done by the farmers. 
Very few understand either trading in 
futures or hedging, and in addition, 
they prefer to speculate for a rise in 
price if they are in a position to hold 
their grain. Among country elevators 
the practice is not general except in the 
spring wheat area in the Northwest. 
Here the method of sale and the type 
of elevator, play an important part, 
the consignment .method and the 
“line” type of elevator showing the 
highest percentage of hedging, because 
of terminal market financing and han- 
dling. But in other sections of the grain 
belt the percentage of elevators report- 
ing hedging to be the regular practice 
or carried on to some extent ranged 
roughly from fifteen to forty-five per 
cent.’ 

1 Testimony and Report of the Special Senate 
Commuittes Appointed to Investigate the System of 
Making Corners and Dealing tn Futures, N. Y. 
Senate Doc. 45, 1883. 

“Cf. Taylor, C. H., History of the Chicago 
Board of Trade, Chi. Vol. II, p. 897. 

$ Stevens, A. C., “Futures in the Wheat 
Market,” Q. Jour. of Economics, Oct., 1887. 

t Report of the Federal Trade Commission on the 
Grain Trade, Vols. I-VII, Washington: 1920-26. 

1 Report of the Federal Trade Commission on the 
Grain Trade, Vol 1, Appendix 2. 
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At the terminal markets and in the 
export and milling trade it is the usual 
practice to hedge at all times. Here 
the margin of profit per bushel is small 
and the hazards of price too large to 
carry an open position. Beyond these 
steps, such as among food-products 
companies, bakers, jobbers, and retail 
dealers, it is not the practice to hedge. 
Greater latitude in adjusting buying 
and selling margins makes it less neces- 
sary to insure against the price hazard, 
in addition to the fact that these inter- 
ests are less familiar with the details 
of hedging and futures. 

Additional light upon this question 
is to be found in the investigations of 
the Grain Futures Administration of 
the United States Department of 
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Agriculture. For the period January 
1 to April 18, 1925, the separate ac- 
counts in wheat futures carried through 
members of the Chicago Board of 
Trade were classified by the Grain 


Futures Administration according to 


their character. Of the total of open 
short contracts carried forward, over 
thirty-five per cent were for the account 
of hedgers, and in this classification 
only hedge accounts of 100,000 bushels 
or over were included. Could the 
classification have been made to include 
small hedge accounts, the proportion 
of short interest would probably have 
exceeded forty per cent. 

Of the total open contracts in wheat 


8 Fluctuations in Wheat Futures, Sen. Doc. 135, 
69th Cong. Ist Sess., 1926, p. 45. 
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futures currently carried forward, the 
hedging interest upon the principal 
grain futures exchanges is thus an 
important one. It was pointed out in 
the preceding section that to a limited 
extent these open contracts have a 
hedge interest at each end. This, 
however, cannot often be the case, 
since the hedge contracts on the long 
side for most of the year are consider- 
ably smaller. For the period covered 
by the study just cited, they amounted 
to only three per cent of the total long 
Interest.° 

In a more recent study," the position 
in the futures market of a group of 
large hedging accounts in corn is 
compared with the visible supply of 
corn over a period of four years. This 
comparison is shown in Figure II, in 
which the amount and the variation of 
the short hedge position are shown on 
the negative scale and the correspond- 
ing amount and variation of the United 
States visible supply, being a long 
market position, are shown on the 
positive scale. 

Attention is called to two significant 
points in the chart: (1) the short hedge 
position offsets in general the long 
visible position, and (2) there is a 
pronounced seasonal variation in both 
the visible and the corresponding hedge 
requirements. The visible supply of 
grain is the amount in store at the 
principal terminal points of accumula- 
tion. Making allowance for the fact 
that only the large hedging accounts 
are included, and for only the Chicago 
Board of Trade, Figure II supports 


° Cf. Reports by Members of Grain Futures 
Exchanges, Part I, pp. 18-21, for a study cover- 
ing the period January—October 81, 1927, includ- 
ing wheat and corn for Chicago, Minneapolis, 
Kansas City, and Duluth. The proportions of 
hedging interest in Minneapolis, Kansas City, 
and Duluth are considerably larger than at 
Chicago. 

10 Trading in Corn Futures, U.S. Dept. of Agr. 
Bul. 199, 1930. 


the statements that the terminal 
elevators regularly hedge their holdings 
and that for certain seasons and years 
their hedge requirements assume large 
proportions. 


Basis Lossus og GAINS 


When a merchant buys or sells for- 
ward a shipment of grain, he hedges by 
an equal and opposite futures contract. 
These two transactions are made at 
prices which bear a definite relation to 
each other. For example, the cash 
trade may have been made at seven 
cents over the future bought or sold as 
a hedge. Later, when this hedge is 
closed, this relationship may have 
changed, widening say to ten cents or 
narrowing to three cents. This change 
has the effect of either increasing or 
diminishing the hedger’s gross profit, 
and if large, it becomes highly impor- 
tant. ‘The value of hedging is meas- 
ured in large part by the depend- 
ableness of this cash-future price 
relationship. 

The term “basis” is employed es- 
pecially in the cotton trade to describe 
this relationship. It is a generic term 
used with reference to a number of 
closely related situations. Thus, the 
“buying basis” refers to the amount 
bid or paid per unit over or under some 
specified future, and the “selling basis” 
similarly means the offer or sale price 
over or under some specified future. 
Basis gain or loss refers sometimes 
to gross and sometimes to net profit 
or loss resulting from a round trans- 
action relative to some future used as a 
hedge. 

An illustration set up for the purpose 
will aid in understanding the nature of 
basis gain or loss. Here the sale of a 
lot of 25,000 bushels of No. 2 White 
oats is sold at a price 11% cents over the 
September future. This lot was pur- 
chased at 4 cent under the September, 
so that the gross profit, or basis gain, 
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Date Description Amount 
Aug. 4 Bought 25,000 bu. No. 2 W. oats @ }4¢ under “Sep.” 
19 Sold 25,000 bu! No. 2 W. oats @ 134¢ over “Sep.” 

Gross basis gain on 25,000 bu. @ 2é $500 . 00 

Less cost of handling * (expected) 468 75 

Net basis gain (unexpected) 31 23 


3 Including storage, commissions, interest, overhead expense, and competitive profit. 


amounts to 2 cents per bushel or $500 
on the lot. From this are deducted 
those expenses, together with a trade 
profit, which may reasonably be ex- 
pected and allowed for at the time the 
transaction is undertaken. After de- 
ducting these items, a small net basis 
gain remains. It is this last item 
which is unexpected and which if large 
will greatly affect the resulting profits 
of the company. 

This illustration is of course greatly 
simplified. In practice it is seldom if 
ever possible to identify a particular 
lot of grain in this fashion with a 
future transaction from the time of 
purchase to the time of sale. The 
purchases or sales of cash grain, while 
based upon the futures price, are 
merged with other lots and bought and 
sold in varying quantities and grades 
and at varying actual prices. The 
futures, too, are separately handled, 
so that they cannot be allocated to 
specific lots of cash grain, especially 
where only the net trade position is 
hedged. Instead, the hedger buys each 
lot of grain on a basis which promises 
to yield a profit in the light of the 
future used as a hedge, and later he 
attempts to sell similarly, as favorably 
as possible relative to the future price. 
At the end of the year he totals his 
gains or losses in his cash business and 
in his futures used as a hedge, and, 
after accounting for his position open 
_ at the beginning and at the end of the 
year, calculates a combined total profit 


or loss. In this his business is not un- 
like any other in which costs and profits 
are difficult of calculation on a per item 
basis. His unexpected or net basis 
gains or losses he hopes will balance 
out as an average for the year, and if 
his judgment on each trade is good and 
a sufficient number of trades are made 
to insure a law of average, this should 
be the case. 

To illustrate better the method of 
handling cash transactions relative 
to the futures market used as a hedge, 
Table I has been prepared. Here are 
shown the car-lot purchases of wheat 
and oats made by a Chicago firm dur- 
ing one trading session on the Chicago 
Board of Trade. The number of cars, 
the grade of grain, the price of the 
September future used as a basis for 
each purchase, the premium or discount 
agreed upon, the actual cash price paid 
and the hedge sale are shown for each 
transaction of the day. These various 
lots after purchase are merged by the 
firm according to their quality. and 
some are mixed with others and their 
specific identity lost, particularly with 
reference to the future sold against 
them. Nevertheless each purchase was 
made with specific reference to the 
future price, with adjustments for 
grade or class of grain, and when later 
it is offered for sale, it will again be at a 
figure based upon the then prevailing 
future price. 

The hedger’s business thus pertains 
largely to problems of basis. He is 
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TABLE I—Can-Lot PURCHASES or WHEAT AND Oats MADE BY A LEADING FIRM UPON THE CHIcAGo 
Boarn or Traps on Avavat 11, 1930, Seowrva Premiums anp Discounts BASED UPON 
THE SEPTEMBER 





Price of : Hedged by Sale of 
mg Doy Premiom | 
of Description at Time Discount Paid 
Cars ye Paid Amount Future Price 
ates ———— 
(Cents) (Cents) (Cents) ne) (Cents) 
1 94 4 Under Sept. | 9314 
1 94 wy * g 93 5 Sept. 931% 
1 9834 | 5 ie ae 88 
1 9334 ‘4 j s3 98 
1 9334 a 9314 5 Sept. | 9334 
1 a 4 a ay 89 
1 93 wW “ i 98 
1 938 hg o “ « 8134 
1 9334 |a “o “s 90 10 Sept. | 935% 
l 94 sy “o “~ 9034 
1 93 ll os 82 
2 933, liy “o « 92 
1 938 II “ “ | 99% 
l oa s 98 5 Sept. | 933% 
l 94 cí 4c 93 
2 94 34 4c ís 9314 
1 41% yew « 41 
1 AWA. ee Se a 4034 15 Dec. | 455% 
l 4] A ce 4c 4034 
8 4134 A “ < 41 
l 4ix |1% ‘ 40 
1 41 ee y 4034 5 Dec. | 451% 
1 41 4 éit 46 4034 
1 ak |r“ « 4014 
1 414, |1 “© “ | 408% 15 Dec. | 445% 
2 4134 yew s | aii 
1 41 3 41 
2 4144 ye * J 40 5 Dec 45 
1 4144 y eee Al 
1 41 September | 41 10 Dec. 4414 
1 4134 144 Under Sept. | 40 
1 4114 tg ct «¢ 4034 
l aa aT S 4034 
2 4134 yee « | gy 
9 41 4 1 ce cc 4034 
l 41 á “o a 4034 25 Dec. | 444% 
1 AK © u 4034 
2 ay Jis = a 4014 
2 41%, age e a 4l 
5 413 L74 (Z r 4034 
2 4144 a 4l 20 Dec. | 44 
1 41 ww 40% 
a Smutty. 
b Rail billing 


a dealer in relative rather than absolute cents, so long as he is able to sell on a 
prices. It is of little moment to him more favorable basis than he buys. 
whether prices are high or low, whether He may, for example, fill his elevator 
corn is selling for a dollar or for fifty with ninety-cent corn and later sell it 
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for seventy cents. But if his hedge is 
sold and later bought in at a difference 
of twenty-five cents, a gross margin 
of five cents remains to provide his 
trade profit. On the other hand, if 
competition is keen, costs are higher 
than anticipated, or any one of a 
thousand things occurs to inject into 
the cash-futures spread a divergence 
adverse to a favorable selling basis, his 
profit will be in part or wholly lost. 


Facrors Arractine Basis GAIN OR 
Loss 


The factors causing basis gains or 
losses may be divided into two groups: 
those which are expected by the hedger 
in the regular routine of his business, 
and those which are unexpected. 
While it is not possible to assign every 
cause of basis change to one or the 
other of these two groups, they can be 
broadly divided in this way, and in 
doing so a better understanding can be 
had of the whole problem of cash and 
‘futures prices in their relation to 
hedging. ` 

We will consider first those factors 
which a hedger may reasonably expect. 
They may be grouped together under 
the heading of handling and carrying 
costs, and include such items as wages, 
interest, insurance, overhead costs, and 
an estimate of profit for the operation 
of the enterprise. These items are 


known in advance, for example, to an ` 


elevator company. They can be esti- 
mated fairly well on a per-bushel basis 
and accounted for in its bids or offers. 
If the firm is buying, its bids will tend 
to be placed sufficiently low relative 
to the future price and the probable 
cash sale price later, so that these costs 
can be met and a profit remain. If 
selling, its offer price will similarly tend 
to be sufficiently high relative to the 
future price to cover’ these regular 
expenses plus a trade profit. 
Buying and selling grain is, of course, 


subject to competition just as is any 
other business, and in years in which a 
handling and carrying charge cannot 
be fully obtained, it may be wise to 
operate at a margin sufficient to cover 
no more than the barest prime costs. 
But competition also operates here as 
elsewhere to widen these margins in 
other years and continually to tend to 
bring them back to a normal amount 
when they are out of line. Considered 
over a series of years, therefore, there 
is a margin of basis gain which may be 
expected. 
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Figure JII.—Seasonal Movement in Grain 
Prices. 


This fact is brought out in the sea- 
sonal movement in cash prices as a 
crop year advances. If over a period 
of years cash prices rise from the fall to 
the following summer as a seasonal 
average, this must clearly be due to the 
fundamental costs of carrying forward 
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the supplies. In Figure III there is 
shown a seasonal average for wheat, 
corn, and oats. It is based upon the 
figures given in the accompanying 
Table UL, being an average of twenty- 
two years from July, 1900 to June, 


nct involve this seasonal trend growing 
out of carrying costs. Thus, suppose 
five thousand bushels of May corn were 
bcught on January 14. The purchase 
price would reflect the cost of carrying 
this corn to the month of May. Were 


TABLE U—Twenrr-Two-Ysar Average or Monruir Cass Pricest yor Waeat, Corn, AND 
Oats BASED on THE Pertops Jury, 1900-JUNE, 1914 anp JULY, 1921—Jung, 1929 


(In cents per bushel) 

Month No. @ H. W. No. 8 Yellow No. 3 White 

sa Wheat, K. C. Corn, Chicago Oats, Chicago 
July. 98.68 72 91 43 36 
August..... 07.14 75 55 87 36 
September 98.41 73 64 88 28 
October. 100 55 71 09 88 64 
November 100.46 62 96 89 14 
December 102 55 60 96 40 91 
January. 105. 50 61.78 41.86 
February . ano aasan 105.96 62 68 42 18 
March . Sie set Te ae ade 105.32 63 09 41 86 
ADP asc c ge haw e 4S 105.14 . 64 82 42,55 
May.. 1908.00 868.36 43.59 
June g Wess ar + dias 106 .36 69 . 64 44,18 





a Monthly cash prices are averages of reported car-lot sales as compiled by the U. S. Depart 
ment of Agriculture. 


1914 and from July, 1921 to June, 
1929. 

There is for each grain a definite 
upward movement of prices as the 
season advances. The figures are 
plotted on ratio paper in order not only 
to show the actual average increase 
from month to month but also to per- 
mit of direct comparison in the amount 
of upward swing between grains. Corn 
has the largest amount of seasonal 
advance in proportion to its price, oats 
ranks second, and wheat third. This 


seasonal movement is somewhat larger 


than carrying charges alone will ac- 


count for, because of a gradual upward 
trend in the level of all commodity 
prices. This trend factor will account 
for only a small part of the average 
seasonal advance. 

In contrast to cash prices, futures do 


this future bought on March 14, the 
same carrying charge would be re- 
flected in the price, since the time of 
delivery is the same. So from day to 
day and from month to month any 
particular future will reflect a uniform 
rather than an accumulating carrying 
caarge. 

If the cash prices are compared with 
future prices over a period of several 
months using the same future through- 
out, they will normally rise relative 
to the future, reflecting this accumulat- 
ing carrying charge. There are, how- 
ever, seasons in which this is not the 
case, and for certain periods cash prices 
decline relative to future prices. This 
is the case usually from the close of one 
crop year to the beginning of another. 
Wheat, for example, is harvested in 
July, August, and September in the 
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United States and Canada. If any 
of the old crop is carried into this new 
harvest period it will have to compete 
with supplies in which no carrving 
costs have as yet been incurred. As 
a result, cash prices will as a rule 
decline from a premium over the future 
during the month of May to a discount 
under the future by July or August. 
This is not a serious handicap to the 
hedger, however, because as a rule 
most of his supplies have been disposed 
of by the close of the crop year. That 
which remains unsold, however, must 
be carried into a new crop future, and 
in all likelihood, at a sizable per- 
bushel loss. 

There are many other periods during 
which, for the time being at least, 
cash prices do not mise relative to 
future prices. The factors which ac- 
count for these abnormal periods are in 
individual detail many, though as a 
rule they are reflected in the visible sup- 
ply of the principal grain centers. If 
these supplies are large and elevators are 
filled, additional purchases will be made 
only at increasing discounts of the 
cash under the future price. This is 
but another way of saying that eleva- 
tors will buy at such times only when 
their prospective margin of profit is 
large. 

Conversely, in times of small supplies 
at terminal elevators, cash prices are 
likely to be high relative to future 
prices. Available supplies are needed 
to meet an immediate demand, while 
commercial supplies a few months 
hence will probably be ample. Cash 
prices as a result are high compared 
with the price of futures. If, as time 
passes, commercial supplies do increase, 
cash prices will decline relative to the 
future price. In these periods, those 
long of actual supplies and short in 
futures as a hedge will probably sustain 
a basis loss considerably in excess of 


carrying costs. 


COMPARISON OF CASH AND FUTURE 
Pricns 


It is not easy to demonstrate these 
elements of basis change from avail- 
able data of cash and future prices. 
The principal difficulty is that strictly 
comparable figures are not available. 
As a result, comparisons covering a 
period of time are likely to include so 
many conflicting factors that the effect 
of any one of them is partly ór wholly 
obscured. If, for example, it is desired 
to study the effect of a carrying charge 
upon the relation of cash to future 
prices, we ought to use as cash prices 
the quotations of the precise quality 
of grain most likely to be delivered 
upon the futures contract. By doing 
so we eliminate the important factor 
of grade differences. But such quota- 
tions are difficult to obtain even on an 
approximate basis. Similarly, if it 
were desired to find the basis gain or 
loss upon specific lots of grain, it would 
be necessary to maintain the separate 
identity of each lot with respect to 
quality, weight, and position; and these 
are conditions which in actual practice 
will seldom be found. 

In Figure IV, cash and future prices 
of wheat are compared for five succes- 
sive seasons. A ten-month period, 
August to May inclusive, the time dur- 
ing which the bulk of the crop passes 
through commercial channels, is shown 
for each year. The data used for both 
cash and future prices are monthly 
averages and represent actual prices 
only in generalized form, the minor 
variations from day to day being 
smoothed through the process of aver- 
aging. The average cash price of No. 2 
Hard Winter wheat is compared with 
the most active wheat future each sea- 
son. For the months from August to 
November the December future was 
used, and from November through 
May, the May future. In order to 
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With respect to 
it assumes that his hedge 


changes occurring in the futures prices 
relative to the cash each month, while 
is shifted from the December future 
to the May future during the month of 
November, at the average difference in 
price prevailing in that month. Table 


improving the ease of comparison be- 


tween the two series. 


Fiaurn [Y.—A comparison of cash and future prices in grain. 


and November were adjusted each year the hedger, 


make the curve of future prices a con- 
tinuous one throughout each season, 
the December future prices for the 
months of August, September, October, 
by an amount equal to the difference 
prevailing in November between the 
December and May futures. This 
adjustment in no way affects the 
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III, at the end of this article, presents 
actual and derived prices used in the 
chart. 

Part A of Figure IV shows the meas- 
ure of general correspondence between 
cash and future prices for each of these 
five seasons. Cash prices rise and fall 
in their broad movements in line with 
future prices from month to month for 
each period. ‘There are, however, some 
months during which cash prices de- 
cline as futures advance, and more 
where they advance as futures prices 
decline. 

In Part B of Figure IV, cash prices 
are shown as pure relatives of future 
prices, each successive month showing 
the amount by which cash prices ranged 
below or above the futures price as a 
base. In this form the general level 
and the trend of prices have been re- 
moved, bringing into clear relief a fact 
already developed, viz., that cash prices 
normally rise relative to future prices 
as each crop year advances. ‘This is 
_ an expected basis gain through which 
the costs and the profits of carrying 
grain forward are met. 

Attention is called to the fact that 
in the first four of the five years shown 
in Figure IV, cash prices closed the sea- 
son above the future price, and that 
for the year 1925-1926, cash prices 
were at a premium throughout the 
season. Not infrequently it is held 
that the futures market cannot satis- 
factorily serve as a hedge when the cash 
commodity is selling at a premium. 
Figure IV is a good illustration of the 
measure of truth in this belief. Years 
in which at the outset cash prices are at 
a premium are likely to be poor years 
in which to earn a carrying charge 
(1925-1926) while those in which a 
large discount prevails at the outset 
are likely to be excellent seasons (1929— 
1930). But years in which only a 
partial carrying charge is in sight at the 
time of hedging may also prove profit- 


4 


able through an advance of cash prices 
to a premium during the latter part of 
the season. Furthermore, cash prices 
are likely to go to a premium during 
or immediately prior to the delivery 
month, because they reflect country- 
run grain while the future pricereflects 


the lowest shade of the grade. 


UNEXPECTED FACTORS 


Relative changes between cash and 
future prices are due to both expected 
and unexpected factors. It is the un- 
expected factors which weaken the 
effectiveness of hedging. If, then, 
cash and futures prices are to be com- 
pared to test the extent to which their 
movements parallel one another, for 
the purpose of determining the effec- 
tiveness of hedging, this should be done 
with the full knowledge that a measure 
of seasonal variation is present and 
should be allowed for. 

There remain, however, many un- 
expected factors to test continually the 
ability and the judgment of those who 
regularly hedge. If this were not true, 
the business of merchandising grain 
would indeed be an inviting field. 
Grain may go out of condition and, as 
a result, ultimately sell at a large dis- 
count instead of at a premium. If 
such a situation threatens, it will be 
reflected at once in the cash-futures 
spread. Deliverable cash supplies at 
the principal points of accumulation 
and particularly at the market where 
delivery is permitted on future con- 
tracts, are an extremely important 
factor. When these supplies are small 
during or immediately preceding a 
delivery month this factor is almost 
certain to cause cash prices and current 
future prices to rise more rapidly than 
the more distant futures. 

Purely local conditions often have a 
pronounced effect upon cash prices 
while influencing future prices little if 
any. ‘Thus, variations from day to day 
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in receipts and shipments have a more 
pronounced influence upon cash than 
upon future prices. Changes in ex- 
change rates, in freight rates, and in 
other conditions of sale or shipment, 
actually occurring or threatening to 
occur, constitute additional problems. 
The plan of adjusting differences for 
grades of grain deliverable on future 
contracts and probable changes to be 
made in these differences adds another 
problem which frequently assumes im- 
portant proportions. These and many 
other factors of less importance go to 
make up the unexpected causes of basis 
gain or loss, and constitute at all times 
important problems to the hedger. 


Tae Uses or HEDGING 


There are several important pur- 
poses which may be properly attributed 
to the practice of hedging, but the list 
is by no means as long as is sometimes 
supposed. Its principal service is to 
insure various trade interests against 
unforeseen or uncertain price changes. 
As we have seen, this is accomplished 
by shifting the price hazard to the 
shoulders of the speculative group. 
But the risk is shifted in a general 
way only, relying upon a law of large 
numbers to minimize the imperfections 
in failing to offset unexpected basis 
gains or losses. 

It is sometimes claimed that hedging 
insures a trade profit to those employ- 
ing it. A moment’s reflection will 
show that this is not the case. The 
grain business is not a monopoly but 
on the contrary is highly competitive; 
and were a trade profit really insured, 
this would be a most desirable field to 
enter. Instead, the grain merchant 
is continually faced with problems the 
Improper handling of which means 
certain loss, and against which a hedge 
will avail nothing. ‘Thus, grain can get 
out of condition, expenses can exceed 
estimates, and demand can change; 


and these misfortunes one should not 
expect to be offset by future contracts 
sold as a hedge. The price hazard, 
which is very important, is shifted 
and thus insured; but other and numer- 
ous elements are not so shifted. 

The insurance element in hedging 
ean be viewed in another way and is 
frequently so regarded. A firm buys 
for the purpose of subsequent resale 
at a profit to some other interest in the 
grain or grain products business, selling 
a future of equal quantity as a hedge. 
If, later, business falls off so that a 
profitable sale in the trade cannot be 
made, it can deliver upon the hedge 
sale. Suppose, for example, that 15,- 
00) bushels of No. 2 Red Winter wheat 
are bought on November 20 at an 
average price of $1.17 Chicago, and 
that 15,000 bushels of May wheat 
futures are sold as a hedge at $1.20. 
If the month of May arrives without 
the hedger being able to find a buyer 
willing to pay a figure above the then 
prevailing May future price, the alter- 
native of delivering at $1.20 upon the 
hedge may be used. While it is prob- 
able that a cash sale at a premium can 
be made at some time during this period, 
if not, the future can be used as a 
last resort. Viewed in this light, it 
becomes a sort of optional contract of 
sale, giving the hedger the right to 
“put” (.e., sell) his grain on the futures 
contract if conditions so develop that it 
appears advisable. 

This, too, is an insurance feature, 
though somewhat different in theory 
than the usual purpose in hedging. 
It is also much more limited in its 
application. Grain which is not lo- 
cated at the market where the hedge 
is >laced or in the channel of shipment 
to this market cannot be profitably 
de.ivered on the hedge contract. Nor 
is 1t advisable as a rule to deliver any 
grade other than a passable quality of 
No. 2; and unless the concern is large 
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enough to engage profitably in mixing 
operations, it 1s again not often eco- 
nomical to deliver on future contracts. 
Finally, those buying futures as a 
hedge and those engaged in milling 
or some grain products business cannot 
usually use the futures market either 
to accept or to make delivery. 

Hedging is used to obtain better 
credit facilities. Some of the larger 
banks at terminal points insist upon 
the merchant hedging his supplies be- 
fore accepting grain receipts as collat- 
eral. This is not an invariable prac- 
tice, but when the commodity is not 
hedged the percentage of its value 
which will be advanced is usually 
lower. In private banking practice, 
these percentages vary somewhat with 
market conditions; but the proportions 
of ninety per cent when hedged and 
seventy-five per cent when unhedged 
are fairly representative. 

A third use, which is a kind of corol- 
lary to hedging, is that of shifting 
hedges. A firm which is net long in its 
trade position will carry a net short 
position of equal quantity in the fu- 
tures market. ‘This short position may 
be carried at any one of several markets 
and in any one of several futures. By 
following closely the prices prevail- 
ing in these various markets and fu- 
tures, and taking advantage of any 
temporary “spread,” a profit in the 
form of an improvement in the buying 
basis may be obtained. This the 
larger firms are continually doing, and 
to the extent that their income is in- 
creased from these spreading opera- 
tions, they are able to bargain more 
effectively against their competitors. 

Some firms carry the process a step 
farther by adding a spreading position 
to their hedge. If for example they are 
net long in actual supplies to the ex- 
tent of 800,000 bushels, they may carry 
a futures position against this of 2,000,- 
000 bushels short and 1,200,000 bushels 


long, thus greatly enlarging their 
spreading operations. This extra 
spread of 1,200,000 bushels is of course 
speculative in character, though if 
effectively handled, it may be a princi- 
pal source of income. 


Inpreect Errects or HEDGING 


Among country elevators, hedging 
is often used as a supplement to the 
regular methods of sale Country 
elevators, particularly in Iowa and 
Ulinois, receive “track” and “to 
arrive” bids each day from interior and 
terminal markets and from various 
local products companies. These bids 
offer opportunities for the profitable 
disposal of a large part of their regular 
purchases. But at times they are not 
entirely satisfactory either in price or 
conditions, and at such times a futures 
hedge is used to avoid any price 
hazard. Later, when satisfactory bids 
are available, sale can be made through 
these and the hedge removed. Hedg- 
ing is thus employed by these elevators 
as a collateral means of keeping “even” 
in the trade market. 

A final result of the practice of hedg- 
ing consists of its indirect effect upon 
those interests who do not themselves 
hedge. We have touched upon this 
function in the preceding paragraph. 
Country elevators do not need to hedge 
all of their purchases, because in many 
cases they can sell at once on a “to 
arrive” or “on track” basis, with an 
interval of time to deliver upon their 
sales. But these bids are available 
to them in no small measure because 
those sending them out from the larger 
markets are able to hedge. A terminal 
elevator is willing to bid the country at 


u Evans, Frank, “Hedging and Storage Prob- 
lems,” an address before the Second Short 
Course in Grain Elevator Management, College 
of Agriculture, Univ. of Ilinois, 1926, is an ex- 
cellent statement of hedging policy for country 
elevators. 


TABLE UI]—Mownrsty Average or Case Sates or No. 2 Harp Winter Waeat, Cuicaao, 
COMPARED wits MONTHLY AVERAGE or Dany Crosia Furors Prices, CHICAGO, FOR 
5 Seasons, 19285-198085 


Futures price Cash 
Ba 5 Danks, akc pasate’ minus 
Month Monthly Adjusted oe adjusted 
Future average future future 
price price puse price 
1925—26: 
Aug. z .| Dee. a 158% 155% 16214 -+ 634 
Sept. ‘A Dec. (old) 14814 14474 16214 -+ 734 
Oct.... ... | Dee. (old) 14114 bond eee Bx) fas 
Oct.. : = Dec. n 14234 18814 154 +1544 
Nov ‘ ..| Dee. (new 156 |... ea PET 
Nov. . May 15184 15134 16134 +- 954 
Dew .. . May 17037 17032 17634 + 6 
Jan... ...| May 1758 1755 182 + 614 
Feb. wee} May 16934 16984 17634 -+ 634 
Mar. .. +} May 160 160 16634 + 632 
Apr. _ | May 16234 16234 167 + 41¢ 
ay .. ...| May 162 162 16584 + 835 
1926-27. 
Aug els Es Dec. 14014 14434 13784 — 654 
Sept. , .-| Dee. 13654 140% 13634 — 434 
eis wanes .| Dee. 140% 14514 14444 — Ig 
Nov. . . ....] Dee. 13744 ee Ween 3 ; 
Nov. so) May 14134 141% 14054 E S 
Dec. | May 1397 139%% 14234 + 236 
Jean..  .. ...| May 13954 13954 14814 + $54 
Feb. .. .. -| May 14034 14034 14044 — 3 
Mar. aS wia May 137 18744 1871% + 34 
Apr. .. .| May 18374 183% 186% + 8 
May L. | May 144 144 146% + 21% 
1927—28 
Aug Dec 1433 14934 18844 — jl 
Sept Dee 13284 13934 132% — 86 
Dec. 1271 13454 12784 — 6% 
Nov Dec. 1286% Poo Semenn Get. aratai 
Nov May 13314 13334 12814 — 5 
Dec May 13134 13134 13034 — 13% 
Jan May 13034 13034 12954 — is 
Feb May 131 13184 18314 + 14 
Mar May 188 188 141 -+ 284 
Apr May 15274 1527% 15534 + 21$ 
May May 152 152 15934 + 734 
1928-29. 
Aug. Dec 1173 . 12514 113% —11}34 
Sept Dec. 1153 128 115 — 81% 
Oct Dec. 116% 123% 1173% a 
Nov Dec. 11534 erate Ue eee. Ce 
Nov May 12844 12831% 1185 — 4346 
Dec May 12134 12134 119 — 134 
Jan May 12314 12314 124 + 114 
Feb y 130 180 12844 — 134 
Mar May 126 126), 12444 — Ole 
Apr May 117 11734 11734 
ay May 104 104 10834 -+ 43% 
1929-80 
Aug. Dec. 148% 15434 13034 — 24h 
Sept Dec. 138 50 13054 — 1934 
Oct... 2... Dec. 130 14134 126%% 1434 
Nov Dec. 121% f 
Nov May 18254 18234 1203 — 12 
Dec May 18414 13414 12634 — 716 
Jan May 128 1283 12334 — § 
Feb May 117 117 117 — Ve 
Mar May 110 110 10634 — 384 
Apr May 108% 1088 10634 — 2% 
y May 103$% 108 102% as BZ 


a Cash prices from Bureau of Agricultural Economics; future prices from Grain Futures Adminis- 
tration, U. S. Dept. of Agriculture. 
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a, definite price for delivery one month 
hence, only because it can promptly 
hedge all acceptances in the futures 
market. This indirect benefit extends 
in fact back to the farmer, in so far as 
country elevators are willing to freely 


buy at all times from the farmer. 
They are willing to do this only because 
the price risk may be quickly passed on 
through acceptances of “track” or “to 
arrive” bids or a hedge sale in the 
futures market. 


Hedging in the Cotton Market 


By W. Husrace Hussar, A.B. 
Author, Cotton and the Cotton Market; formerly, member of firm of Hubbard Brotheis and Company 


T has long been a practice for mer- 
chants dealing in certain commodi- 
ties to “hedge,” or protect themselves 
against variations in price, through the 
purchase or the sale of contracts for 
future delivery upon the floor of an 
exchange regularly organized for the 
purpose of carrying on such transac- 
tions. So far as cotton is concerned, 
dealings in a crude form of future con- 
tracts for the express purpose of hedg- 
ing, or securing protection, preceded 
the formation of the New York Cotton 
Exchange in 1870. 

Prior to the Civil War, 1860-1865, 
the marketing of cotton had been a 
simple process, the very considerable 
risk involved in the methods of the 
day being offset by an equally wide 
spread between the price at the farm 
and in the cotton mill. In the fall of 
the year sailmg vessels, owned or char- 
tered by American or European mer- 
chants, gathered at the Southern ports 
and there the agents or supercargoes 
gradually bought enough cotton to fill 
the holds. Once laden, the vessel 
proceeded on the long ocean voyage to 
New York or Boston, or across the 
Atlantic to Liverpool or Havre. On 
arrival, the cotton was unloaded, the 
bales resampled, and the samples 
hawked about the market until sold. 

Weeks and even months passed be- 
tween the shipment of the cotton and 
its sale, during which time the mer- 
chant assumed the risk of the market. 
He was compensated by large profits 
when successful in his venture. It 
should also be stated that the risk was 
considerably reduced through the fact 
that no news likely to affect the price 


could be transmitted much faster than 
the ship itself could sail. 


Oriern oF Furure Trapine 

The Civil War completely disrupted 
the cotton trade, and when business 
was resumed, it was speedily found 
that the old methods would not do. 
The fast steamers stopped at Halifax 
each way, news was immediately tele- 
graphed to New York, and prices 
began to change at a rate which threat- 
ened to ruin merchants having cotton 
at sea. Conditions were naturally 
much worse when the cable was laid 
and the land lines were working day 
and night between New York and the 
south. 

Many experiments were made before 
a method was finally evolved to reduce 
these risks of the business. Merchants 
began to trade in “cotton to arrive.” 
No specific lot of cotton was sold on 
these contracts, no samples were 
shown, and no ship was mentioned. 
The contract simply called for the 
delivery of so many bales of cotton, 
“basis middling, nothing below low 
middling,” to arrive during one of two 
months. The length of time was al- 
lowed to provide against any delays in 
the voyage. ‘This coupled month, as, 
for example, January-February de- 
livery, was continued in the Liverpool 
market after future trading began. 
The Liverpool quotations were always 
given for the current month, as, for 
example, December, and then for 
January-February, February-March, 
March-April, and so on. ‘The single 
month contract was not adopted in 
Liverpool until the exchange there 
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reopened in 1914 after the panic at the 
start of the World War. 

These “to arrive” contracts began 
to be traded in actively in the New 
York market. In fact, so much busi- 
ness was done in them that brokers 
tired of running around the street and 
began to meet informally in the office 
of Jas. F. Wenman and Son. From 
this it was but a step to the formation 
of the New York Cotton Exchange in 
1870, the first regularly organized 
market in any commodity for dealings 
in contracts for future delivery. 

The “to arrive” contract was altered 
somewhat and became the future con- 
tract, in which trading was done be- 
tween certain specified hours, under 
stated rules and regulations, and sub- 
ject to the disciplinary methods of the 
exchange; all of which was a marked 
advance over the old custom, which 
gave rise to frequent disputes as to 
contracts. 

Moreover, new definitions sprang up. 
Dealings in cotton “on the spot,” or 
cotton warehoused in the port of New 
York, transactions in “f.o.b.”’ cotton, 
or cotton “free on board” cars or 
vessels, the purchase or the sale of the 
new contracts for future delivery 
known as “futures’—all were well 
recognized parts of the trade. It will 
be necessary to remember that the 
“spot” transactions now refer to the 
purchase and the sale of lots of cotton, 
whether for present or for forward 
delivery, in contra-distinction to pur- 
chases and sales of contracts for future 
delivery of cotton, known as “futures.” 


Trmory oF HEDGING 


The theory of hedging with future 
contracts is simple im itself. It is 
merely that, by means of purchases or 
sales of futures, spot transactions on 
the other side of the account may be 
protected, or “covered,” against fluc- 
tuations in price. For example, a 


mill, bemg able to sell some goods for 
delivery in the month of January, de- 
sires to buy the cotton to make those 
goods during the month of December. 
The merchant, when asked to name a 
price on which the mill can figure the 
cost of his raw material, glances at the 
future board, selects December de- 
livery as his hedge, and names a price 
to the mill. Upon acceptance, the 
merchant buys one hundred bales of 
December futures in New York as a 
hedge. We will suppose that it costs 
him fifty points to land his cotton at 
the mill, and he desires twenty-five 
points profit. 

Future contracts call for the delivery 
of 50,000 pounds of cotten in about one 
hundred square bales, and prices are 
quoted in hundredths of a cent per 
pound. A simple arithmetical calcula- 
tion will show that each hundredth of a 
cent, or each “point,” as it is called, is 
equivalent to 85 on one hundred bales 
of cotton, or 50,000 pounds. One 
hundred points, $500, equal a full cent 
per pound. 

Our merchant desires to make a 
profit of twenty-five pomts, or a 
quarter-cent per pound. He sells the 
cotton to the mill at 10.75 cents and 
buys as a hedge a December contract 
in New York at 10 cents. As this is 
done in the month of August, he has no 
means of telling what the price of cotton 
may be m December, when he must 
deliver to the mill. However, he has 
hedged himself, so that the fluctuation 
in the market does not matter. If 
the price advances, so that he is com- 
pelled to pay 12.50 for the cotton when 
landed by him at the mill door, this 
loss of two cents per pound on his 
spot transaction is offset by the profit 
in his future hedge. He has sold the 
December contract at 12 cents per 
pound and he has still retained his 
desired profit of twenty-five points, 
even though the actual cost of the 
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cotton has, in the meantime, advanced 
2 cents per pound. 

Conversely, let us suppose that the 
merchant finds it necessary, when the 
cotton is moving most rapidly to 
market in the fall of the year, to buy 
considerably more cotton than he can 
at once sell to the mills. He knows 
that he can sell it at some date at a 
profit, if he can now store it without 
risk. He buys the cotton at fourteen 
cents per pound, sells December fu- 
tures against it, and sees the market 
decline to eleven cents, yet is able to 
sell to the mill at a profit. The loss on 
the spot cotton has been taken up by 
the profit on the futures, which he 
“covered in” when he sold the cotton 
from his warehouse. 


Vouume or TRANSACTIONS 


The foregoing are purely theoretical 
transactions to show the principles of 
hedging. As will be seen, they do not 
at all take into account the residue 
of risk which remains in any human 
action, no matter how careful tke actor 
may be to protect himself. The first 
illustration, where the spot cotton was 
sold and the future bought, is called a 
“long hedge.” This is because the mer- 
chant bought the contract for future 
delivery and, in so far as the trading 
ring on the exchange was concerned, he 
was “long” of the market. In the 
second instance, where the spot cotton 
was bought and the futures sold, it 
was a “short hedge.” In so far as the 
exchange transaction was concerned, 
he was “short” of the market. A 
good many “short sales” on the ex- 
changes are not short at all, being 
merely covering operations. 

Manufacturers often do their own 
hedging; that is to say, when not of- 
fered spot cotton by merchants at a 
price they deem reasonable, they sell 


goods forward and buy futures as a. 


cover. As there are many cotton mer- 


chants in the world, and as the pro- 
ducers also hedge themselves, it can 
be seen that, under normal conditions 
of the market, a very large number of 
transactions are constantly being made. 

There is an erroneous idea that the 
speculator alone affords protection to 
the hedger, and that without the specu- 
lator, the merchant could neither buy 
nor sell. The matter of speculation is 
discussed elsewhere. Its functions are 
of the utmost importance and its ab- 
sence is greatly felt in all markets. 
Nevertheless, it is perfectly possible 
for a merchant or a mill to buy or sell 
futures as a hedge and have the other 
side taken by another merchant or mill 
seeking protection. The American 
merchant selling futures against cotton 
in his warehouse has his contract 
bought by a Liverpool merchant buy- 
ing against a sale to a Manchester mill. 
The American manufacturer buying 
contracts against a sale to China has 
his futures supplied by a merchant in 
Bombay anxiously seeking protection 
against cotton he has bought in that 
market. 

With the instantaneous communica- 
tion now afforded all over the world, 
markets, when not hampered by ex- 
traneous conditions, tend always to 
seek the same level. Consequently, 
the hedges will move from market to 
market seeking the best protection 
available, with the result that in the 
New York market, where futures trad- 
ing is largest in volume, we will find 
buyers and sellers from all over the 
world. Hedging is really trade insur- 
ance, effected in a market open to, and 
used by, the cotton trade of the whole 
world. 


GRADING oF COTTON 
We assumed in our illustrations that 
the futures market afforded one hun- 
dred per cent protection; but this is not 
the fact. Such protection is not af- 
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forded by ordinary insurance. The 
future contract calls for the delivery of 
about one hundred square bales of 
American cotton, 50,000 pounds, and 
allows the delivery of all grades of 
cotton down to and including “low 
middling,’ with the value of those 
grades to be based upon the grade 
known as “middling.” In other words 
the future contract calls for “basis mid- 
dling, nothing below low middling.” 

The Department of Agriculture is- 
sues sets of samples of grades, known as 
“standard boxes,” as follows: middling 
fair, strict good middling, good mid- 
dling, strict middling, middling, strict 
low middling, low middling, strict good 
ordinary, and good ordinary. The last 
two grades named are not deliverable 
on future contracts. 

Grade is determined primarily by the 
“bloom” or whiteness of the cotton 
and by the amount of seed, motes, bits 
of leaf and sticks, trash, and foreign 
matter of all sorts which may have 
worked into the cotton in process of 
picking. The brightness of the cotton 
makes it valuable for certain fine goods; 
all the trash must be cleaned out in the 
“picker room” of the mill, with re- 
sultant loss in weight of actual, spin- 
nable cotton. 

These are all white grades, but there 
are also colored cottons. Color is due 
to either frost or weather damage. 
Simple dry frost produces lovely golden 
tinges; wet frost will produce deep red, 
or, as the Department has preferred to 
call them, “yellow” stains. Long con- 
tinued wet weather in the picking 
season produces spotted, gray, and blue 
cotton. All these are recognized by 
the Department in the various lower 
grades named above, but none are de- 
liverable “when below the value of low 
middling white cotton.” 

The value of these different grades 
when delivered on future contracts is 
determined as provided in the United 


States Cotton Futures Act, which 
covers all the future trading of the 
country. We need not go into detail, 
but it will suffice to state that the aver- 
age of the prices quoted in spot markets 
designated by the Secretary of Agri- 
culture is used to determine how many 
points “on,” or above the value of mid- 
dling, or how many points “off,” or be- 
low the value of middling, each grade 
shall be valued. 


VALUATION BY STAPLE 


Cotton is also valued by staple— 
that is to say, by the length of the 
fibers. The experts of the Department 
pulled out the staple of various lengths, 
placed the fibers carefully on a card- 
board, and had them photographed. 
In this way a card was made up which 
is issued as a guide to staple. On the 
card, the Department has illustrated 
the following lengths: inch and 34, inch 
and 5%, inch and 1%, inch and 34, inch 
and 14, inch and \%, inch, % inch, and 
34 inch. Lengths of inch and \% and 
above are “specialty cottons.” 

The American specialties originally 
were grown in the Mississippi Valley 
and along the Atlantic coast, the latter 
producing the famous Sea Island crop. 
These were slow-maturing growths, 
peculiarly susceptible to weevil damage 
so that the pest almost wiped them out. 
In recent years there has been a slow 
recovery in staple production from new 
varieties of seed which are rapid-matur- 
ing. Much of the American staple 
cotton, however, is now grown under 
irrigation in the Far Southwest and is 
known as “American Egyptian” cot- 
ton. Lengths under % inch are not 
deliverable on future contracts. Pre- 
miums are paid for lengths above 1, 
but to avoid congestion of extra staple 
cotton in stock of cotton “certificated” 
for future delivery, these premiums are 
small as compared to the usual market 
value. 
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Weather greatly affects staple as 
well as grade. A long, severe drought 
in the growing season will lessen the 
natural oil in the cotton and thus both 
shorten and weaken the fibers. Long 
continued wet weather during the pick- 
ing season, when the cotton hangs open 
in the boll, will seriously weaken and 
sometimes “rot out” the staple. There 
are provisions in the future contract 
prohibiting the delivery of “immature” 
or “perished ” staple. 


“Basis” DEFINITION 


The mill desires “even running cot- 
ton,” that is, cotton of approximately 
the same grade and of almost exactly 
the same staple. The mechanical and 
technical reasons for this desire need 
not be here discussed, but they exist 
and are binding. To take up a hun- 
dred bales of cotton, “basis middling, 
nothing below low middling,” would 
necessitate the mill’s classing out all 
the cotton and using only those bales 
which were suitable for its purpose. 

It is the business of the cotton mer- 
chant to assemble and class out the 
bales and be in position to offer a mill 
one hundred bales of exactly the grade 
and staple which the mill desires. But 
this selection takes time, which costs 
money because of the interest on the 
capital invested in the cotton; it takes 
skill in grading and stapling, which 
costs money; it takes an organization, 
which costs money; it also requires that 
the merchant himself should live, in 
other words gain a profit, which costs 
money. 

Obviously, then, a hundred bales of 
strict middling inch staple is worth 
more than is a hundred-bale future 
contract. This premium is more than 
the exact difference in value between 
middling and strict middling in grade. 
Similarly, a hundred bales of even 
running low middling cotton, inch 
staple, is worth less of a discount under 


a basis middling future contract than 
the quoted discount as between mid- 
dling and low middling. 

The cotton trade sums up all this 
long definition in the short, five-letter 
word “basis.” This is the relation 
between even running cotton and fu- 
ture contracts. The word is used in 
various senses. For example, the mer- 
chant will speak of his “buying basis,” 
meaning the number of points on or off 
December at which he plans to buy 
cotton of a certain grade in the coun- 
try. He will speak of his “selling 
basis,” meaning the number of points 
on or off December contracts which he 
expects to obtain from the mill. The 
news dispatches will state that the 
basis has advanced or declined sharply, 
having such-and-such effect upon mar- 
ket Sentiment. We read a great deal 
of loose talk about basis when we study 
the reports of various legislative hear- 
ings on future markets. It should be 
remembered that, at bottom and cor- 
rectly used, “basis” means the relation 
between even running spot cotton and 
future contracts. 

Basis is the most important factor 
with which the modern cotton mer- 
chant has to deal. The price may ad- 
vance or decline several cents per 
pound without in the least affecting his 
position, since he is hedged and pro- 
tected against such changes. Let the 
basis, however, alter a quarter or a half 
cent per pound, and his profits may be 
cut or even completely wiped out, 
while a somewhat larger variation will 
cost him severe loss. Let us see why 
this is true. 


ILLUSTRATION OF Errects or Basis 


In our first illustration we assumed 
that the merchant sold cotton to a mill 
during the month of August, for de- 
livery in the followmg December. We 
assumed that he bought a December 
future contract at 10 cents as a hedge. 
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We further assumed that he must pay 
fifty points to land the cotton at the 
mill, and desired to obtain twenty-five 
points profit, and that consequently he 
offered the cotton seventy-five points 
on December, or 10.75 cents landed. 
Basis was not mentioned at all. 

Let us now assume that the merchant 
is selling even running middling, and 
that from past experience he has found 
that in his territory, under normal 
conditions, he can buy even running 
middling at approximately the same 
price as December New York. His 
basis then is “even” with New York 
futures, and he must buy the cotton at 
the same price as December in order to 
get his full twenty-five points profit. 
It is a normal season; he has no trouble 
with his purchase; middling is easily 
obtained at the same price as Decem- 
ber. So, when he has his hundred 
bales collected and ready to ship and 
the time comes to bill them out to the 
mill, he can simply sell out his future, 
ship his spots, and, as we have seen, no 
matter what the price may be, twenty- 
five points profit is secure. 

It has been better weather on the 
average all over the Cotton Belt than 
is customary during the picking season. 
The whole crop is high in grade, frost 
is long postponed, and there is a very 
unusual large supply of middling. 
Our merchant finds that he can buy his 
spots at a small discount, say ten points 
under New York instead of even with 
the future price. So far so good; he is 
now buying at 9.90 cents, with Decem- 
ber quoted at 10 cents. He has made 
an additional profit of ten points, or 
fifty cents a bale, and is very well 
pleased with his judgment on basis. 


Loss Causgp sy Basis 


But let us now assume that it has 
been a very wet fall, with an early frost 
followed by more rain, and the produc- 
tion of middling cotton is much re- 


duced. The general market has ad- 
vanced because of fears as to the total 
supply, and December is now quoted at 
12 cents. This does not concern our 
friend, smce he has hedged himself 
against such anevent. But what does 
concern him most seriously is the dis- 
covery that not only is the crop shorter 
than anticipated, but also the supply of 
middling cotton has been much re- 
duced. He has difficulty in finding 
bales of middling, and he begins to pay 
a premium of five or ten points higher 
than Decembers are quoted. 

Finally, to fulfill his orders, our mer- 
chant is paying twenty-five points 
above the price of December in New 
York. His profit is gone, but he still 
hopes to escape actual joss. But still 
he cannot get his cotton, since his sec- 
tion has been especially hard hit by the 
storm. He must go elsewhere in the 
belt to secure his cotton: he finds other 
merchants in the same predicament; he 
must pay twenty-five points more, or 
fifty points on December for his cotton; 
he has lost twenty-five points, or $1.25 
per bale. Yet, the actual advance in 
price of 2 cents a pound did not cost 
him anything. He has that 2 cents 
profit in his December contract. It 
was the basis which caused him the 
loss. December future contracts ad- 
vanced to 12 cents a pound but, mean- 
time, he must pay 12.50 cents for his 
even running middling. The impor- 
tance of basis may now be recog- 
nized. 

The writer years ago bought cotton 
unobtainable in Arkansas by his firm, 
in New Orleans, and, although the fu- 
ture market and the price of cotton 
generally had declined nearly three 
cents a pound in that Fall of 1904, his 
basis had advanced so that, on his pur- 
chases in New Orleans, his employer 
was losing a cent a pound, or $5 per 
bale. The crop was a large one that 
year, in fact the largest on record to 
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date; but the supply of the particular 
grade and staple needed had been cur- 
tailed by a sudden spell of bad weather 
late in the fall. The basis shot up in 
face of a declining market, and the loss 
therefore followed. 

Let us look at the other side of the 
picture. Every merchant, as the sea- 
son progresses, finds it necessary to 
accumulate a stock of cotton grading 
strict low middling and below. He 
may not desire to handle much of the 
lower grades but he finds it essential to 
buy them in order to obtain the better 
cotton to fill orders. Naturally, the 
producer and his agent, the “factor,” 
know well that the better cotton is 
scarcer in December than in September. 
They have the low end of the crop to 
sell, and they make “‘the high end sell 
the low.” In other words, they will 
no longer allow the merchant to pick 
and choose, even at a price; they 
compel him to buy both characters of 
cotton. 

The merchant hedges the surplus by 
selling New York May as a short hedge. 
-We will say that he must move that 
cotton out to the mill at 100 off May, 
New York, in order to get out with a 
small profit. Selling the “tail end” 
in a normal season is likely to be a slow 
process. Let us suppose he has mis- 
calculated the probable value of this 
cotton. He finds that New York May 
has gone up, influenced perhaps by the 
smaller acreage for the coming crop, by 
a small supply of deliverable cotton, or 
by other factors. But his low-grade 
cotton has relatively and actually gone 
down. He cannot now sell at 100 off, 
and he finds it necessary to sell at 150 
lower than May futures. Conse- 
quently, when he sells his spots and 
purchases his future cover, he finds that 
his selling basis is not 100 under May, 
but 150. He has lost fifty points on 
basis, half a cent a pound, or $2.50 per 
bale. 


SPECIALTY COTTON 


With specialty cotton the hedging 
problem is even more complicated, 
since it is difficult, at times almost im- 
possible, to figure a basis on New York 
futures for such cotton as inch and 14 
and higher. The best hedge for such 
cotton is the Egyptian futures con- 
tract traded in on the Liverpool Cot- 
ton Exchange, and this market 1s used 
to a certain extent by American dealers 
in long staple cotton. In some in- 
stances American futures are used as 
the best obtainable cover, but no one 
in the trade expects anything but rela- 
tive protection against “extras,” such 
as the very long cottons we have men- 
tioned. 

The inexperienced are sometimes as- 
tonished by the drastic changes in price 
of such staples. For example, in the 
panic of 1920, late in the fall, at a time 
when the staple market had completely 
collapsed, a bank official in New York 
called up and wished a quotation on 
some American-igyptian, and was 
told it was “about 33 cents.” He ob- 
jected that the quotation was wrong, 
and, as it was known to be only ap- 
proximate, the New Bedford office was 
asked to obtain the last sale. This 
proved to have been fifty bales at 82 
cents. When given the figure, the 
bank official exclaimed in horror-stricken 
tones, “Good Lord! We had a loan on 
some of that stuff margined some thirty 
cents a pound higher! We have been 
watching the future prices and there 
has been no violent change in a week; 
how can that stuff have gone down this 
way?” The gentleman had a very 
rude introduction to the dangers of 
basis, as exemplified in the case of cot- 
ton particularly difficult to hedge. 

The technical art of hedging in the 
cotton market depends entirely upon 
knowledge of basis. In part, this 
knowledge is obtained by experience 
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and by reflection upon experience; in 
part, as im all technical work, there 
seems to reside in some persons an un- 
canny faculty or ability to judge the 
movements of basis. Many a success- 
ful cotton merchant has become suc- 
cessful by study, reflection, and experi- 
ence; some of the very successful acquire 
their deserved reputation because, in 
addition to experience, they possess a 
peculiar ingenuity in forecasting basis. 
No cotton merchant succeeds for long 
unless he does pay close attention to 
his basis. It will be of interest merely to 
glance at some of the factors upon which 
judgment of basis must be founded. 
There are certain more or less fixed 
rules about basis, which may be called 
the “constants” of hedging, although 
they are by no means as fixed as the 
formule of a , mathematician or a 
scientist. There is the matter of 
weight, of the actual spinning value 
of each grade and the relation of that 
value to the basis middling future 
contract, the normal grade of the crop 
both in the belt as a whole and in the 
merchant’s own shipping territory in 
particular, and finally, the fact that the 
scarcity value of the higher grades 
tends to increase with each season. 


WEIGHT OF CONTRACTS 


In the matter of weight there is 
always a variation between the spot 
cotton to be hedged and the trading 
weight of the future contract. The 
standard contract on the American 
exchanges is for 100 bales, weighing 
50,000 pounds. Smaller contracts, 
known as “job lots,” are traded in on 
the New Orleans and Chicago ex- 
changes, but the regular contract is for 
the full 50,000 pounds. In Liverpool 
the future contract for American cot- 
ton is 100 bales, 48,000 pounds: The 
hedger, therefore, needs to bear in 
mind that he may be over or under 
hedged, according to the number of 


bales he is covermg, and also according 
to the average weight of the crop. 
That average is never exactly five 
hundred pounds to the bale, and a very 
light-weight crop may call for fewer 
contracts in hedging large amounts— 
a very heavy-weight crop, for more.. 
The apparent difference in weight 
between American and Liverpool fu- 
ture contracts is due to the fact that 
the American is gross weight, and the 
English net weight—without bagging 
and ties. ‘Theoretically, the two con- 
tracts work out the same; actually, in 
transferring hedges from one market to 
the other, the merchant must remem- 
ber that the Liverpool contract covers 
two thousand pounds, or four bales, less. 


SPINNING VALUES 


The actual spinning value of dif- 
ferent grades has been ascertained 
with reasonable scientific accuracy by 
experiments conducted both by private 
parties and by the Department of 
Agriculture. It is not necessary to go 
into these experiments, but it is a fact 
that there is an actual and substantial. 
difference in the spinning value of 
grades. The same is true of staple, 
and here the situation is further com- 
plicated by the matter of tensile 
strength of various growths of cotton 
which are of the same actual length. 
This difference m spmning value of- 
fers a firm constant for the difference 
in value between grades and also for a 
calculation as to theoretical difference 
in value of each grade from a basis 
middling contract. In other words, 
here lies the true foundation of basis— 
a foundation often entirely forgotten 
in the pull and haul of commercial 
transactions. 


LowERING OF GRADE THROUGH THE 
Crop YEAR 

The system of grading American 

cotton assumes that the average grade 
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of each crop shall normally be middling. 
All values are calculated back to that 
grade, and the neme itself connotes a 
central ground from which calculations 
may be made. Almost no actual crop, 
however, exactly averages middling. 
The merchant must assume in August 
that middling will be the average, and 
thenceforward, as the picking season 
progresses, he must modify his views of 
the current crop in accordance with 
weather conditions. 

Certain types of goods cannot be 
made out of low-grade cotton. Certain 
other types can be manufactured only 
from very high-grade cotton. Conse- 
quently, there is a certain fixed demand 
for the better grades, which must be 
met out of every crop. The weather 
conditions, then, will be most impor- 
tant in determining just what the 
premium on grades above middling 
will prove to be. A high-grade crop 
will naturally tend to lower that 
premium somewhat, although, as many 
mills can use middling or even to a 
certain extent strict low middling as 
well as strict middling, the tendency is 
to use the better grade when the price 
permits, so as to save expense in clean- 
ing. ‘This prevents a full fall in pre- 
mium due to a very large supply of 
better cotton. 

Conversely, if the better grades be 
scarce in a given crop, the “middle 
ground” mills tend to use more and 
more of the lower grades, because the 
expense of cleaning is less than the cost 
of the cotton. Weather conditions, 
as we shall see, figure prominently 
among the “variables” of basis. 

It is also evident that the merchant 
should know what grade is an average 
normal in his own territory, and should 
keep careful track of conditions in the 
territory from which he expects to buy 
the cotton he is selling forward on 
basis and hedging. The weather makes 
this a variable, too, but underneath is 


the constant of the normal. To ignore 
the normal and sell at a smaller basis, 
or to sell too heavily of any grade, 
trusting to luck that the crop may turn 
out unusually well, is simply to invite 
loss. 

Finally, because the weather very 
much affects grade, it 1s obvious that 
the normal course of basis should be 
steadily higher as the season progresses. 
The supply of better cotton is slowly 
exhausted, and strict middling, simply 
because it is searce, should command a 
higher premium in May than in Octo- 
ber. The converse is also likely to be 
‘true. ‘There is not so much low mid- 
dling in November as in May, and the 
discount tends slowly to widen out. 

In our first illustration we assumed 
that the merchant had discovered that, 
normally, he could buy middling in his 
territory even with December, New 
York—.e., at the same price. He has 
calculated the same normal basis on 
every grade. Let us assume that he 
figures that he can buy strict middling 
at 50 on December New York. We 
have seen that in selling to the mill he 
adds his profit and shipping charges 
to this buying basis to arrive at his 
offering price. He should have arrived 
at his scale of value by thought and 
experience, by estimating the relative 
importance to himself of the constants 
we have mentioned. He should have 
tested these calculations by actual 
experience and reflection on that 
experience. In short, he should have 
a very firm foundation for his basis 
figures. ‘Thus equipped, he is more or 
less prepared to grapple with the 
variables which will immediately and 
constantly confront him throughout 
any season. 


Toe WEATHER AND BASIS 
First and foremost in the matter of 
variables is the weather. “Man pro- 
poses and God disposes” is an old 
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saying, but nowhere is it more true 
than in the cotton trade. The very 
size of the crop depends, in the last 
analysis, on the weather; because even 
insect damage is greater or less, de- 
pending on rain, sunshine, and tem- 
perature. As sad experience shows, a 
crop having a most brilliant prospect in 
June may prove small in November. 
In an unrestricted market, with the 
usual trading and no threatening legis- 
lation, fear of a short crop will rapidly 
move the price up. 

Such a movement does not concern 
our merchant. He hedged himself 
against such a contingency; it does not 
matter to him if the price of cotton 
has advanced ten cents a pound. 
What does concern him is the relation 
between strict middling and futures— 
in other words, the “basis.” If that 
has advanced beyond his calculations, 
he has a “basis loss,” which may prove 
to be serious. For it is equally true 
that our large crop in June may still 
be a large, or even a much larger, crop 
in November, but a crop of most in- 
ferior character. 

In such an event, the better grades 
which our merchant has sold and 
hedged will be far higher in relation to 
futures, and his basis isin trouble. He 
must constantly watch the weather, he 
must quickly adjust and readjust his 
basis as the season progresses, he must 
compensate for sales on too low a basis 
by further sales on a rising premium, 
he must be active to take advantage of 
any easiness in basis to cover in what 
he may at a profit. Above all, he 
must not start the season at too low a 
basis, and he must not be tempted to 
hold his basis down longer than condi- 
tions warrant. Both of these are great 
temptations in the heat of competition. 


Tur Trapp anp Basis 


Another variable is the condition of 
trade. If the mills are well engaged at 


high prices, with a big margin between 
raw material cost and goods prices, 
they are indifferent to premiums. The 
cost of their cotton does not so much 
concern them; they are more alarmed 
lest, by using too low a grade, they may 
afford excuse for cancellation of an 
order on the ground of indifferent pro- 
duction. The war years are a classic 
example of this sort of thing. 

Conversely, in times of poor trade 
and low margins of profit and general 
economic disturbance, the mills must 
pay very close attention to costs. 
They bitterly resist any advance in 
basis. In such a situation a low-grade 
crop may find the premium on the 
high grades much lessened, even in 
some cases below those prevailing in a: 
preceding year when the grades were 
in better supply. The same is true 
of the discount on the lower grades, 
which may be far larger than war- 
ranted, at a time when the mills would 
rather not bother with cleaning them. 
Similarly, those same low grades may 
be at a considerably lessened discount 
when poor times require the mills to 
hold down their raw material cost in 
every way possible. They will buy 
the low grades eagerly whenever they 
can possibly use them, and spend the 
extra amount necessary for cleaning, 
because they figure that the net result 
to them is cheaper cotton. 

It is to be remarked that never were 
the discounts so huge as during the 
war, and that they have slowly nar- 
rowed over the intervening years. ‘The 
merchant must needs keep a close 
watch on general business and make 
due allowance for it in his basis calcu- 
lations. 


ExaMPLp oF Basis Loss DURING 1906 


We may mention the classic ex- 
ample of a large crop with poor quality 
coming at a time of active business. 
This was the crop of 1906. Business 


HEDGING IN THE Cotton MARKET 33 


was active in that year and there was 
an excellent demand for cotton at a 
steadily rising basis. At the same 
time the crop was large, a vast amount 
of cotton was open on the plants by 
October first, and there was every 
indication of an ample supply of good- 
grade cotton. Tempted by the wide 
basis and relying upon the crop pros- 
pect outside their office windows, 
many merchants in the South sold 
very heavily for forward shipment and 
hedged by buying futures in New York. 
They neglected to allow for the weather 
variable. 

A Gulf hurricane struck Mobile in 
October, spread like a fan up the 
Mississippi Valley, and finally dissi- 
pated itself m the interior of the coun- 
try. This was followed by a long pe- 
riod of rainy weather. The damage 
done to the quantity of the crop was 
negligible, but the damage done to the 
quality of the crop was disastrous. The 
future market flared up on news of the 
storm, then gradually sank back under 
the influence of the discovery that 
ample cotton was available for future 
delivery. It was the middling, strict 
middling, and good middling that was 
not to be found, although there was 
more than enough strict low middling 
and under. 

There had probably been more 
strict middling cotton sold than would 
have been produced had the quality of 
the crop not been injured. As it was, 
the basis at once shot up and kept on 
going up. Merchants found them- 
selves engaged in a wild scramble to 
buy what was actually the “minority 
interest” in the crop. Naturally, the 
losses were enormous, and many orders 
could not be filled at all and had to be 
carried over—at a price—to the next 
crop. Other commitments were filled 
by the purchase of Egyptian cotton in 
Liverpool and its shipment to Boston to 
fill contracts in New England. Some 


firms were ruined and others were 
permanently crippled, solely on basis. 
The year 1906-1907 was one of the 
most disastrous ever suffered in the 
American cotton trade. 

Such a basis risk 1s almost impossible 
to foresee. Its worst results can be 
avoided only by the exercise of care in 
selling forward on basis, by the refusal 
to take business in competition with 
others at a basis known to be danger- 
ous, and by care not to get over- 
extended at any time. ‘The lesson was 
a severe one but it was learned suff- 
ciently well so that in the next very 
poor quality crop, 1918, the basis loss, 
while severe, did not approach that of 
1906. Even in 1919, with business 
conditions better than in 1918, the 
Southern merchant refused to sell 
forward on basis to a dangerous de- 
gree, and, when the crop turned out 
low in quality, advanced his basis price 
immediately, so that the season did not 
prove to be a disaster. 


Basis AND SPECULATION 


Another variable to be weighed 
carefully is that of speculation, which, 
in so far as hedging and the basis are 
concerned, assumes two forms. First, 
there is the question of speculation in 
the general cotton market; second, of 
speculation in the basis itself. Specula- 
tion is of unquestioned value in any 
market, but, like all human endeavor, 
it is liable to abuse. In times of great 
public interest in the cotton market, 
when the public mind is inflamed by 
the notion that an absolute shortage of 
cotton will force prices higher and still 
higher, the merchant needs to con- 
sider his basis carefully. The excite- 
ment may easily run the price of future 
contracts far out of line with the value 
of even running cotton. 

The manufacturer naturally takes a 
more sober view of the situation than 
does the outsider. It is only in the last 
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stages of a bull market that mill 
treasurers sometimes succumb to the 
pressure of the prevailing hysteria in 
regard to a small supply, and get 
caught with long cotton. At some 
stage of the proceedings the retailer 
finds that the customer flatly refuses to 
buy goods at the going prices. This 
attitude, in recent years known as a 
buyers’ strike,” spreads back through 
the retailer to the jobber and then to 
the mill, which, in turn, is not now 
anxious to buy high-priced cotton, 
because the treasurer is afraid he may 
not be able to move goods made from 
such costly raw material. 

It takes some time for these symp- 
toms to develop, and they are never 
recognized by the excited markets until 
too late for the unwary to escape at 
least part of their loss. During these 
last stages of a bull market the basis 
gets narrower and narrower, until, at 
last, excited buying of futures forces 
them above certain better grades of 
cotton ordinarily at a premium. In 
times of particular excitement in New 
York, that market has been known to 
sell above Liverpool futures, the cost of 
transportation being ignored. When 
the collapse comes at last, the basis 
reappears with startling rapidity, spot 
cotton asserting its proper relation 
with futures, while following the general 
price level downward. 

In times of great speculative activ- 
ity, therefore, the merchant needs to be 
careful not to accumulate cotton at 
too high a basis and so have to carry a 
load through all the wild markets, and, 
more especially, not to get himself into 
a position where he will be forced out 
of his short hedges simply because he 
can no longer finance the margins. 


NeEcEssiry or HEDGING 
There is likewise at such times a 
very great temptation not to hedge 
spot cotton at all, but simply to ride 


_curities 


along “wide open,” as the trade calls it. 
Certain loss will follow this practice, 
the more certain because in itself it is 
bull speculation, although not recog- 
nized as such. The wilder the mar- 
ket, the higher the price goes, the 
more foolish it seems to have sold 
against your stock of cotton, the more 
certain you are to need that protec- 
tion. 

A single illustration will suffice. 
During the Fall and Winter of 1916, 
the future market, urged on by a short 
crop, by war prices for cotton goods, 
and by the prevailing speculative ex- 
citement then so prevalent in the se- 
markets, advanced above 
twenty cents a pound. This was the 
first time in some forty years that such 
a level for cotton prices had been at- 
tamed. The advance was fairly con- 
sistent all through the summer and 
fall, and many merchants in the South 
did not sell hedges agamst their pur- 
chases. If they did not have a place 
for the cotton on an order, they simply 
waited until they could sell, always at a 
higher price. In December of 1916, 
there was a violent decline in all mar- 
kets in expectation of peace, but, on the 
whole, the break was orderly enough 
so that hedges could be sold with fair 
results. Many merchants placed “stop 
loss orders,” that is to say, orders 
to sell futures as soon as a certain 
price was reached. These acted as 
protection, and it was a common 
saying that, in such times, short 
hedges should be handled only in this 
fashion. 

During the latter part of December, 
1916 and the first part of January, 
1917, while the speculative interest, 
which had been largely cleaned out by 
the so-called “peace markets” earlier 
in December, was not replaced, the 
slow advance caused merchants to 
withdraw their short hedges and again 
stay open on their cotton, relymg on 
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stop orders for rehedging in time. As 
a result, when the submarine zone note 
of February 1 became known, the New 
York future market collapsed like a 
pricked balloon. Thousands of bales 
of futures were thrown on a demoralized 
market through the operation of these 
stop loss orders placed by merchants 
who had been operating without hedge 
protection. In addition, every holder 
of cotton in the South became panic- 
stricken and attempted to sell out. 
May contracts in New York, which had 
closed the night before at 17.75, sold 
as low as 12.75 on the opening of 
February 1—a sheer drop of five cents a 
pound or $25 per bale. 

Such a cataclysm will not happen 
again in just that way. In fact, there 
is now a rule of the Cotton Exchange 
to prohibit trading two cents a pound 
below the preceding close. But Feb- 
ruary 1, 1917 was a most sensational 
illustration of the necessity of keeping 
cotton hedged, even when constant 
advances in price prove a severe 
temptation to do otherwise. 


SPECULATION IN Basis ITSELF 


Besides speculation in the general 
cotton market, we have speculation 
in basis itself. In years of good prom- 
ise, as in 1906, there is a constant 
temptation to obtain business by con- 
tinually lowering the basis, even þe- 
yond what past experience has shown 
to be a safe level. The result of such 
competition in basis early in the year 
is likely to be a wild rush to cover, 
and a rapidly rising basis a little later 
on. This movement brings the un- 
wary to believe that a scarcity of good 
cotton exists, and then the higher 
grades are purchased on an absurdly 
high basis, so that it is difficult to sell 
them after the turn of the year. The 
latter is very likely to occur where a 
general bull speculation im the market 


at large is in progress. 


CALL COTTON 


Speculation on basis brings us to the 
matter of “selling on call,” or “call 
cotton.” This is best understood by 
reminding the reader that hedging is 
not done by merchants alone; it is also 
practiced by the mill and by the pro- 
ducer. In the case of the mill, basis is 
just as important as with the merchant. 
It is equally absurd for the mill to buy 
futures as a hedge against goods sales 
with no reference to the value of the 
cotton to be used in making the goods, 
as it would be for the merchant not to 
figure his basis when hedging. _ 

So far as cotton goes, the mill, by 
attention to past records and knowl- 
edge of what the usual basis paid has 
been, is in position to make a fairly 
accurate estimate of what the relation 
between its even running cotton and 
futures should be. The task of esti- 
mating basis on finished material is 
not so simple, and requires more 
thought and calculation. But it can 
and should be done if goods are to be 
hedged by selling futures. In the 
case of the producer, of course, he is 
interested in gettmg a fair premium 
for his better grades, but he has the 
cotton and he cannot be so badly in- 
jured by basis as can the mill. 

In order to obtain a satisfactory 
basis for cotton which they propose to 
use during the season, mills are often 
forced seriously to consider buying 
raw material: early in the fall. Other- 
wise, the grades they require may be- 
come scarce, or may be bought by 
Europe, whose spinners and merchants 
are close students of basis and are 
shrewd buyers. If the mill can sell 
goods ahead, the operation is simple. 
It contracts for the cotton with a 
merchant at a price and lets him 
wrestle with subsequent events. It 
is not so easy, however, to buy cotton 
and sell goods simultaneously. Thus 
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the mill is confronted with the alterna- 
tive of buying the cotton and selling 
futures against it, or selling the goods 
and buying futures. In either case, 
the basis question is to be dealt 
with. J 

Some twenty odd years ago it oc- 
curred to some people in the trade that 
this troublesome matter could be 
settled by making a contract with the 
merchant for the grade and staple at a 
fixed number of points “on” futures, 
in other words at a fixed basis, but not 
settling upon the actual price until the 
goods were sold. The mill makes a 
contract with the merchant to deliver 
to it 100 bales of strict middling inch 
cotton at 75 points on December, price 
to be fixed when the mill notifies the 
merchant and the future is bought. 
Of course, if the merchant has already 
purchased the spots, he sells December 
against them and the buying order 
from the mill simply covers his short 
hedge. If he has not secured the cot- 
ton, the purchase of the mill is a long 
hedge for him. In either event, the 
basis is fixed at 75 on the price at which 
the contract for December delivery is 
bought. 1 

This is known as “call” cotton and 
when the mill orders the future bought, 
it is said to “call the cotton.” Such 
agreements usually have a clause re- 
quiring that the price must be fixed 
before the expiration of the future 
month to be used as a hedge. In 
other words, the mill must call before 
December contracts expire. 

In later years, more especially with 
the codperative associations, a similar 
system of selling on call has been 
inaugurated. ‘The association sells the 
cotton to a merchant or to a mill at a 
fixed basis, but itself reserves the right 
to call the price by selling a contract. 
Of course, so far as the mechanics of the 
operation are concerned, the procedure 
is the reverse of buying on call. 


DANGEROUS SPECULATION IN CALL 
COTTON 


Conceived as a method of avoiding 
speculation on basis, call cotton be- 
came one of the most dangerous forms 
of speculation on the market. The 
mill would stay short after the goods 
were sold and then be forced to cover 
in the last few days of the call month, 
usually at an abnormal premium over 
the remainder of the future list. More- 
over, the larger firms—who have al- 
ways had more or less difficulty with 
their hedges because the volume of 
purchases and sales tended to affect 
the future market and thus throw 
their basis out of line—began to con- 
centrate all their call sales to mills mto 
one delivery, preferably, December. 
They would then sell their hedges in 
January, and when the mill called, 
the December was sold and the Janu- 
ary bought. In this manner the firm 
secured an additional premium by the 
difference between December and 
January. 

Prior to 1914 the matter occasioned 
comment and some complaint, but the 
differences were kept within bounds 
and usually no outrageous manipula- 
tion was attempted. Since 1920, how- 
ever, the case has been different. The 
manipulation has been open, and 
limited only by the desire of the larger 
firms for profit, or by the necessity of 
making up for a bad year through the 
extra premiums thus obtained.. 

Similarly, the selling of cotton on 
call has proved to be a bad thing for 
the producer. The tendency is again 
to collect a quantity of call cotton in a 
single delivery and to get into a posi- 
tion where the hasty liquidation of a 
large number of call contracts throws 
an undue weight on the future market. 
As is always the case with speculative 
operations which go wrong, the liquida- 
tion of these call sales comes just at 
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the moment when it does the most 
harm to prices. This has been injuri- 
ous to the whole trade, so that various 
merchants’: associations in the South 
have attempted to stop this call selling, 
by passing resolutions and requesting 
their members either not to make such 
contracts or to have them very 
thoroughly margined. 


AGITATION to Remova Basis Risk 

As the basis risk is the gravest peril 
to the merchant and the mill when us- 
ing the future market, it is natural that 
there should have been constant agita- 
tion in the past twenty-five years to 
remove or reduce that risk by altering 
the provisions of the future contract. 
Two distinct phases of basis come up 
every season. In the first half of the 
crop year, the desire is that basis shall 
not advance rapidly; in other words, 
that when the merchant sells cotton 
forward and buys futures, the value of 
his even running cotton shall not run 
away from his future hedge. If it 
does, we have seen that he may suffer 
severe loss in fulfilling his contract. 
In the second half of the crop year, it is 
desired that the value of the low grades, 
hedged with sales of futures, shall not 
sink rapidly as compared to the value 
of the future contract. If it does, the 
merchant loses sharply in reselling his 
stock of cotton. 

As the greatest basis loss was in- 
curred in 1906, a loss which made an 
indelible impression on the trade, 
naturally the principal effort has been 
to devise a future contract so “strong” 
that it will not fall away from the 
higher grades as the season progresses. 
There has been much legislation along 
these lines, both by the exchanges 
themselves and by Congress. Some of 
the changes have been helpful and 
progressive. We may cite, as the 
provision which comes nearest to 
universal improvement, the clause of 


the United States Cotton Futures Act 
requiring that cotton deliverable on 
future contracts shall be of at least 
i%-inch staple. Other provisions have 
been fairly obvious failures; still others, 
by far the largest class, are hotly 
disputed. 


*Srrona” Furourp CONTRACTS 


One force which has been constantly 
used in the passage of legislation is 
propaganda to the effect that a strong 
future contract assists the producer. 
That belief is widespread but is open 
to serious question. If it were true 
that the normal crop contained more 
cotton middling and above than strict 
low middling and below, there would 
be no argument. The trouble is that 
this is not the case, most crops running 
lowerin grade, with the result that theex- 
clusion of the low grades has lowered the 
value of a large proportion of each crop. 

We may cite, as an illustration of 
what we mean, the two crops of 1918, 
a low-grade year, and 1920, a high- 
grade year. Business conditions were 
poor in 1913 and bad in 1920. We 
have taken a fair average of prices 
both in the case of January New York 
delivery and in the matter of differ- 
ences off middling for delivery on fu- 
tures. With January (1914) in New 
York at 18.14 in the late Fall of 1913, 
low middling was 125 off, or a net value 
of 11.89. With January (1921) de- 
livery in New York at 16.00 in 1920, 
low middling was 488 off, or a net value 
of 11.12. Admittedly, the 1920 dif- 
ference was a wide one, though not as 
wide as in 1919, but the result is cer- 
tainly striking. Although futures, rep- 
resenting the general value of cotton, 
were cents a pound higher in 1920, the 
actual value of low middling was 34 
of a cent lower. We should add that 
the producer still believes the contrary, 
and that few in the cotton trade differ 
from him. i 
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SOUTHERN WAREHOUSE DELIVERY 


As time went on and the abnormal 
war years faded into the background, 
it was discovered that a strong future 
contract lent itself very readily to 
manipulation by larger firms after the 
turn of the year. During the decade 
1920-19380 there has been a succession 
of “squeezes” in March, May, and 
July delivery, which cost the cotton 
trade a large loss. Agitation for a 
remedy began. Strangely enough, no 
attention was paid to the matter of the 
discount on low grades nor to the nar- 
row provisions of the future contract 
preventing the delivery of much cotton 
at the end of every crop. On the 
contrary, it was proposed by one of the 
large firms, admittedly a leader in the 
manipulation, that the number of 
points at which delivery on New York 
future contracts was permitted should 
be widened to include Southern ports. 
This is known as “Southern Delivery,” 
and the scheme was adopted in 19380. 

No fair trial of this new arrangement 
has been made. The Farm Board fell 
heir, in 1929-1930, to a large number of 
call sales made by various codperative 
associations, and to protect these, felt 
itself obliged, in turn, to run what 
amounted to a squeeze in the spring 
months of 1980. The attempt failed 
in so far as the general price of cotton 
was concerned, as world-wide busmess 
conditions proved too much of a handi- 
cap; but there was loud complaint of 
the squeeze, some of which came from 
those who had benefited by other such 
manipulation. 

The current year is well known to be 
one of deep business depression. ‘There 
are very wide differences, larger than 
carrying charges In some instances, be- 
tween deliveries in the New York future 
market. ‘There is also an enormous 
“certificated” stock of cotton avail- 
able for contract delivery, but the 


abnormal conditions have prevented 
any fair test of the new system. It 
remains to be seen whether or not the 
threat of dumping a very large amount 
of cotton at any one time in the fall 
of the vear will militate against the 
price of futures and thus disrupt 
hedges. It is also true that, as nothmg 
has been done to widen the contract, 
there might not be any increase in a 
normal year of cotton available for 
future delivery. In the latter case, it 
would make little difference at how 
many places cotton could be delivered. 
All that can honestly and fairly be said 
of Southern Delivery at the present 
time is that, since the experiment is to 
be made, it should be given every 
chance in several normal cotton sea- 
sons to prove its worth. | 


Liuvrations of HEDGING SYSTEM 


Hedging in the cotton market is 
successful in that it affords protection 
against the rapid and often wide move- 
ments of price which are so evidently 
the result of modern methods of rapid 
communication. It would be impos- 
sible to move the American cotton crop 
economically and successfully to mar- 
ket without the future market and 
hedging. But hedging is not complete 
trade insurance; it can never be a 
complete cover. The basis risk must 
always exist so long as cotton marketing 
involves world-wide competition, not 
only as regards American cotton itself, 
but also between American cotton and 
other growths. 

The hedging system is not perfect, 
but it was evolved, not in the labora- 
tory or in the study, but in the pressure 
of actual, practical, day-by-day busi- 
ness. Recognizing hedging as an inte- 
gral part of marketing the Ameri- 
can cotton crop, we must recognize 
the basis risk as an integral part of 
hedging, and make our calculations 
accordingly. 


Governmental Regulation of Exchanges’ 


By G. Wrieut Horrman, Pa.D. 
Assistant Professor of Insurance, University of Pennsylvania, Philadelphia, Pennsylvania 


HE commodity exchanges of the 

United States are regulated at the 
present time through Federal acts, 
through the statutes of the various 
states, and through the force of court 
interpretation of these statutes. It is 
not possible within the limits of this 
article to review in detail the history of 
these laws and court interpretations. 
They extend back over many years, 
finding their origin in early English 
regulation, and have passed through 
many and varied cycles of thought. 

In all of this regulation, however, 
there are certain basic trends of opinion 
the ultimate expressions of which are 
to be found in the laws in force at the 
present time. To a certain type of 
mind, for example, the practice of 
short selling wherever found is eco- 
nomically harmful, and exchanges 
which provide facilities for this type 
of trade are condemned for this if for 
no other reason. Others see in the 
operation of exchanges a thinly dis- 
guised organization for commercial 
gambling, and upon purely ethical 
grounds view them as undesirable. 
Still others, while granting certain ele- 
ments of desirability, hold that the 
business of trading in futures lacks an 
element of materiality which other lines 
of business have, and exchange meth- 
ods of operation should be closely 
supervised for this reason. In review- 
ing and appraising the present-day 
legislative status of this subject, there- 
fore, we will need to trace broadly the 
development of these fundamental and 
underlying concepts. 


1 This article is an abstract of materials from 
the author’s forthcoming book relating to future 
trading upon organized commodity markets. 
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THE BACKGROUND oF REGULATION 


Most of the present-day legislative 
proposals and enactments owe their 
existence to the widespread belief that 
a profit derived from risk-bearing is not 
a legitimate one. The basis for this 
belief is not difficult to find. In the 
main, it grows out of the fact that risk- 
bearing does not assume a material 
form. Utility imparted in goods, such 
as that created by the grower or the 
manufacturer, can be seen and ob- 
jectively demonstrated. The shoe 
manufacturer can say, “Where for- 
merly there was leather, now there are 
shoes”; and the farmer can say, “ With 
one bushel of corn I have produced 
ten.” So, to a somewhat less extent 
though still by a tangible demonstra- 
tion, the creator of place utilities can 
point out that goods have been trans- 
ported from points where they are not 
needed to points where they are needed. 

The producer of time utilities, how- 
ever, simply holds goods or supplies 
them to a later date. And while it 
will be freely admitted that these goods 
may be needed much more at this later 
time, it is not so apparent that the one 
holding them has rendered a service 
commensurate with their higher value. 
The goods are exactly the same in form 
and in exactly the same location; and 
from all outward appearances at least, 
the prospective purchaser is being 
offered the same article as that in exist- 
ence several months before. Quite 
naturally, therefore, he reasons, as does 
the grower or the shipper, that this ad- 
dition in value to pay the storeman is 
somewhat unwarranted. It is of course 
quite generally recognized that some 
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reward is necessary to pay for the 
capital tied up in the goods, but little 
consideration 1s given to the risks in- 
volved, particularly that of a decline in 
price. Quite generally it is assumed 
that the hazards involved are inciden- 
tal, deserving no separate consideration. 
On this assumption, losses sustained 
are overlooked and profits derived are 
regarded as windfalls. This attitude 
is kept alive also by the fact that un- 
usual gains from speculative ventures 
are played up in the press and ‘magni- 
fied in the popular mind, while losses 
are quietly forgotten. 


EARLIEST LEGISLATION 


Holding this thought in mind that 
‘the creation of time utility in general 
and risk utility in particular are today 
popularly regarded as less productive 
than the creation of form and place 
utility, it is not difficult to account for 
past and present governmental regula- 
tion upon the matter. 
laws, passed at the dawn of modern 
commerce, were direct prohibitions 
against the engrossing or the forestall- 
ing of goods from the market. While 
these acts, the earliest of which were 
passed in the reign of Edward I, were 
partly designed to prevent merchants 
from cornering or squeezing the market 
and are thus forerunners of our modern 
laws governing monopolies and trusts, 
they were in part designed to prevent 
profit from the holding of goods, be- 
cause this in itself was believed to be 
unjustified. Thus Cunningham writes 


English merchants were not to forestall 
wine in Gascony, or buy it up before the 
vintage, and the time of the common pas- 
sages; nor were they to charge high for the 
wine on the pretense that they ran risks. 
Cost of carriage was a charge that could be 
checked, and this might, doubtless, be 
allowed for when sale was made in London; 
but remuneration for risk was obviously re- 


garded as a mere excuse for arbitrary de- 


The earliest 


mands on the part of the merchant, and 
these were not to be permitted at all. 


It is from reasoning of this character 
that we find an early application of the 
English common law on gambling to 
certain types of contracts in stocks and 
commodities. While the harshness of 
the earlier laws against forestalling 
lessened somewhat in the course of 
time, the thought remained that trans- 
actions in goods, to be legitimate, must 
have some semblance of materiality. 
Thus, while one might buy and store 
goods for a rise in price and later sell, 
reaping the difference in price, it be- 
came a form of commercial gambling 
and contrary to public policy to make 
a similar profit in a rise in prices with- 
out any direct or indirect connection 
with the actual handling of the goods. 
Here the element of materiality con- 
tinues, and this concept is the basis of 
our present-day laws governing com- 
mercial wagers. 

It is interesting to note that the first 
important English act passed to regu- 
late exchanges was designed to prevent 
trading likely to cause a fall rather 
than an advance in price. It is known 
as Sir John Barnard’s Act (7 Geo. I, 
c. 8) and was passed in the year 17843 
to prevent “the infamous practice of 
stock jobbing.” It branded as com- 
mercial wagers all dealings in differ- 
ences in stocks, and attempted in 
particular to prevent short selling by 
declaring every sale null and void in 
which the seller did not actually own 
and possess the stock at the time of 
contracting. Here the thought is again 


*.Cunningham, Wiliam, English Industry and 
Commerce, VoL. I, p. 294. Citedin Emery, H. C., 
Speculation on the Stock and Produce Exchanges 
of the United States. 

3 Stevens, A. C , (Pol. Sei. Q. VLI, p. 420) cites 
an earlier act regulating stock jobbers, passed in 
1697, which however was of minor importance 
and was allowed to lapse after a period of ten 
years. He also cites a Dutch law against short 
selling in securities, passed in 1619. 
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clearly brought out, both with reference 
to dealing in differences and in short 
selling, that such intangible forms of 
trade should not be countenanced. 

This act however was not effective, 
though it remained a law until 1860, 
when it was repealed. Short selling 
was in fact given definite approval by 
the highest English court in the famous 
case of Hibblewhiie v. McMorine (6 M. 
and W. 462) in 1888, several years be- 
fore Sir John Barnard’s Act was re- 
pealed, and since that time it has been 
well established under English common 
law. The concept of commercial gam- 
bling as the contracting to buy or sell 
goods with the express or implied intent 
of not fulfilling the contract but only 
settling by an adjustment of price dif- 
ferences has remained, however, and 
continues to be the basis of court de- 
cision in all such cases at the present 
time. 


DEVELOPMENT OF STATE LEGISLATION 


Future trading did not develop in 
this country to any large extent until 
the latter part of the decade 1860- 
1870. It thus became a practice sub- 
ject to a body of existing court opinion 
as well as several statute acts. These 
had been developed primarily with 
reference to stock trading and had their 
origin in earlier English experience. 
As speculation in stocks and commodi- 
ties grew, other states added statutes 
until at the present time over three 
fourths of the states have some specific 
legislation bearing upon one or more 
phases of this subject. 

Following the lead of earlier English 
laws, our states have enacted legisla- 
tion intended mainly to define and to 
prohibit transactions in which there is 
no intention of fulfillment and in which 
the basis of settlement is purely upon 
price differences. Contracts of this 
sort are usually made at so called 
“bucket shops,” and for this reason 


4] 


much of the legislation is directed 
specifically against this institution. 
There have, however, been other and 
significant laws relating to future trad- 
ing passed by various states, and these 
too will need to be reviewed in order to 
indicate the trend of political thought. 
One of the earliest of the state laws 
was passed by New York in 1812, de- 
claring all contracts involving short 
selling in securities null and void.‘ It 
was reénacted in 1830 but proved in- 
effective, and in 1858 was repealed. 
“In 1897 an act was passed specifically 
permitting short sales. It is interest- 
ing to note that this followed by four 
years a similar act by England authoriz- 
ing short sales. In 1841 the State of 
Pennsylvania passed a law declaring 
all time contracts in securities extend- 
ing beyond a period of five days void,’ 
but this was subsequently repealed. 
As late as 1905, Arkansas had a law 
stating that “the buying or selling or 
otherwise dealing in what is known as 
futures, either in cotton, grain or any- 
thing whatsoever, with a view to profit, 
is hereby declared to be gambling.” ® 
While the law is perfectly clear, its 
force was largely set aside by court 
opinion and in 1929 it was repealed. 
In California a clause was included 
in the constitution at the time of its 
original adoption in 1879 declaring that 
“all contracts for the sale of shares of 
the capital stock of any corporation or 
association, On margin, or to be de- 
livered at a future day, shall be void, 
and any money paid on such contracts 
may be recovered by the party paying 


‘R. L. 187, sec. 18. Cited in Dewey, T. 
Henry, A Treatise on Contracts for Future De- 
livery and Commerctal Wagers, p. 18, New York: 
Baker, Voorhis & Co., 1886. 

E Laws of Pennsylvania, 1841, p. 398, sec. 6, 
from Dewey, op. otf. p. 20. 

8 Digest of the Statutes of Arkansas, Secs. 1634, 
1685, from Dewey, T. H, Legislation Against 
Speculation and Gambling in the Forms of Trade, 
p. 15. 
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it by suit in any court of competent 
jurisdiction ”; but this was modified in 
1908 by inserting the clause “without 
any. intention on the part of one party 
to deliver and of the other party to re- 
ceive the shares, and contemplating 
merely the payment of differences be- 
tween the contract and the market 
prices on divers days.”” ‘The effect of 
this modification was to set aside the 
earlier provision making margin trad- 
ing or future trading in stocks per se 
void or voidable, making it a regulation 
against commercial wagers. 

Two points in particular should be 
emphasized as trends in the legislation 
by the various states. The first is that 
earlier laws designed to prohibit short 
selling have been either repealed or so 
modified that this practice is not of it- 
self prohibited. In fact in several of 
the states separate acts have been 
passed specifically declaring short sell- 
ing to be legal. Second, there has been 
a marked tendency among the various 
states either to repeal earlier acts de- 
claring contracts for future delivery 
null and void or to modify them so that 
they legalize those contracts made in 
ordinary trade upon organized and es- 
tablished markets, while prohibiting 
those created purely to trade in price 
differences. 


PRESENT-DAY STATE REGULATION 


Three fourths of the states have laws 
at the present time passed specifically 
to regulate bucket shops.* ‘These laws 
are on the whole very much alike in 


T Constitution of California, Art. IV, Sec. 26. 

8 The laws of each state and of the District of 
Columbia, together with the two major Federal 
laws relating to futures, are to be found in loose- 
leaf form (and kept currently up to date) in 
Business Laws of the World, United States Unit, 
Vol. VU, published by Commerce Clearng 
House Inc., loose-leaf division of the Corporation 
Trust Company, Chicago. It is from this source 
that references in the present article to current 
laws have been obtained. 


their attempt to regulate this practice. 
All of them emphasize the feature of 
dealing in differences, and define bucket 
shops as places or rooms in which con- 
tracts of this character are either 
bought or sold or offered for sale or 
purchase. They then prohibit the 
operation of such places within the 
state and provide a penalty of fine or 
imprisonment or both against an owner 
or an operator. Under many of the 
laws, the mere exhibition or display of 
quotations with the intent of offering or 
assisting in a plan of trade involving 
no genuine intent of delivery is a felony. 
An additional section requires that 
every brokerage firm executing orders 
for others shall supply upon written 
demand by any customer “a written 
statement containing the names of the 
persons from whom such property was 
bought or to whom it has been sold, 
. . . the time, place where, the amount 
of and the price at which the same was 
either bought or sold,” and any failure 
to supply such a statement is prima 
facie evidence of bucketing. 

In addition to features directed 
against keepera of bucket shops, many 
of the states also have provisions in 
their acts making it an equal offense 
for any person as a principal to enter 
into or assist in making such contracts 
upon bucket shops, and declaring all 
such contracts null and unenforceable 
in any court of the state. 

The ways of bucket shops are, of 
course, many. But the principles 
underlying their operation are clear and 
the acts of the various states are suff- 
ciently broad to permit prosecution of 
almost any sort of scheme. Their in- 
tent is to defraud their patrons. To 
accomplish this, they encourage their 
customers to enter into contracts prom- 
ising profit if prices advance. How- 
ever these contracts may be handled, 
whether nominally executed upon a 
recognized exchange or not, the house 
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assumes an opposite position to the 
customer, gaining if the customer loses 
and losing if the customer gains. They 
must have quotations from some source 
to operate. If they are to remain in 
business, either their trade must in- 
clude both buying and selling customers 
which offset each other, thus permitting 
the house to profit from commissions 
without the costs of execution or the 
risk of the market, or the market must 
so move, where they are forced to take 
an opposite position to their customers, 
that they will gain and their customers 
lose. As arule most of their customers 
are on the long side, so that the bucket 
shop can flourish only in generally de- 
chining markets. If, on the other 
_ hand, the market chances to go against 
them, they can as a last recourse close 
up and begin anew elsewhere.’ 


EXCHANGES Resist Bucket SHOPS 


In the enforcement of laws pro- 
hibiting bucket shops, the various 
states have long had the active support 
of organized exchanges. In fact the 
exchanges have been the principal ele- 
ment in suppressing bucketing schemes 
and in advocating adequate legislation. 
By exercising strict control over the use 
of their quotations they have in large 
measure prevented the opening of 
bucket shops. To successfully launch 
this type of enterprise so that prospec- 
tive customers will be encouraged to 
trade, it is essential for the place of 
business to have every earmark of the 
usual brokerage office, and the quota- 
tion service is most important. But if 
he obtains a ticker, it is still necessary 
for the operator to handle his business 
so skillfully that he will avoid detection 
by exchange and state authorities. 
This he is not likely to be able to do if 
his operations are carried on in any 
wholesale fashion. 


* Cf. Hall, John, Jr., Gold Bricks of Speculation, 
Chicago: Lincoln Book Concern, 1904, 


In recent years, because of the 
vigilance of the exchanges and of the 
various states, the older, out-and-out 
bucket shop has become very scarce; if 
undertaken, this type of trade is more 
likely to appear as an occasional bucket- 
ing of individual orders, or what 
amounts to the same thing, the trading 
against a customer’s position, either 
form being difficult to detect if care- 
fully done. 

In strenuously resisting the bucket- 
shop movement, the exchanges are not, 
of course, interested solely in the welfare 
of society at large. To permit these 
private enterprises to operate all about 
them is not unlike the creation of so 
many rival exchanges, all of which are 
bidding directly for the business of the 
larger board, And in this the bucket- 
shop keeper is situated very well, since 
the quotations are already prepared 
for him and since he has low or no 
financial or disciplinary standards to 
maintain. But of greater importance 
is the fact that to permit open bucket- 
shop operation is continually to jeop- 
ardize the business standing of the 
organized markets. The public does 
not sharply differentiate between the 
type of business done in a bucket shop 
and the open contracts executed on a 
public market through established 
brokers; and if it is the victim of sharp 
practice, the exchange system as a 
whole is blamed. In this light, the 
bucket shop is a kind of black sheep 
cousin among exchanges, which if not 
killed will continue, though unwanted, 
as a part of the family. 


INTENTION OF DELIVERY 


Closely allied to the laws of the vari- 
ous states prohibiting bucket shops are 
those prohibiting trades involving no 
intention on the part of the buyer or 
the seller or both to receive or deliver 
the actual commodity. Invariably 
coupled with this provision is its natural 
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corollary that the buyer or the seller or 
both shall not trade solely to benefit 
from price differences. 

Twenty of the states have at the 
present time specific legislation upon 
this matter. The law of New York 
State is fairly representative of that of 
other states. Here it is a felony for 
any person to make or offer to make 
any contract in securities or commodi- 
ties: (1) with the intention that such 
contract shall be settled upon the basis 
of quotations on any board of trade or 
exchange without intendmg a bona 
fide purchase or sale; or (2) with the 
intention that such contract shall be 
settled when the price shall reach a 
certain figure and without intending a 
bona fide purchase or sale; or (8) with- 
out intending actual bona fide receipt 
or delivery, but intending a settlement 
based upon the difference in public 
market quotations prevailing between 
the time of purchase and of sale. 

These three provisions all contain the 
same basic thought that trading shall 
not be permitted in which there is no 
mtention of delivery, but mstead, a 
deliberate intent to settle each con- 
tract according to prevailing prices in 
the open market. Transactions in 
bucket shops when judged by this 
standard must necessarily be illegal. 
But this provision is somewhat broader 
than simply a bucketing act. It also 
makes illegal all transactions made 
through the usual channels of regularly 
organized exchanges if it can be proved 
that either buyer or seller did not con- 
template delivery at the time of con- 
tracting, but only a settlement in price 
differences. ; 

To those familiar with the practical 
details of future trading, the legal quali- 
fications of contemplating delivery 
must appear somewhat superiicial. 
A speculator weighs to the best of his 
ability the various factors in the mar- 
ket situation. If he buys a particular 


future, it is with the knowledge that if 
the’price rises he will be able to sell at a 
profit. He knows very well, also, that 
if the price falls he must sell his future 
and limit his loss. These are matters 
about which he contemplates, and, if he 
acts, they measure his intentions. For 
that large body of speculators who 
have no contact whatever with the cash 
business, their interest is limited to 
probable price changes and the factors 
likely to cause them. While they are 
thoroughly aware that if their con- 
tracts are left open until the delivery 
month they will have the right (or the 
obligation) to receive or deliver the 
actual commodity, they certainly do 
not contemplate nor intend doing this. 
Nor does it seem likely that they plan 
to fulfill their contracts by the symbolic 
method of offsets, since their knowledge 
of clearing methods is not much greater 
than that of merchandising the actual 
goods. 

It would appear that a far better 
criterion upon which to judge whether 
or not a given set of acts constitute 
gambling would be that of economic 
usefulness. Does future trading serve 
a useful purpose in the light of attend- 
ing costs? Are certain types of trading 
economically of value and others eco- 
nomically harmful? This is an objec- 
tive standard, and though it may be 
tedious and difficult to arrive at sound 
conclusions from a study of available 
information, it is by no means an im- 
possible task. In contrast, to test a 
given set of actions by the subjective 
standard of intention to deliver or re- _ 
ceive requires a measure of insight into 
human nature impossible to obtain. 


Tan GAMBLING FHATURE 


As a matter of fact, a close study of 
many of the leading cases involving 
this subject will reveal that the courts 
have frequently looked beyond this 
principle of intention for something 


` 
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more substantial to guide them. In 
contrasting gambling with lawful forms 
of trade, it is pomted out that a gamble 
or a wager involves pure chance, in 
which one party gains what another 
loses, with no accruing benefit to both 
parties or to society at large; while in 
the ordinary forms of trade, both 
parties stand to gain as an outcome of 
the bargain, which in turn benefits 
society. ‘This is an emphasis upon the 
economic usefulness of ordinary trade, 
in contrast to its absence in a gamble or 
a wager. 

Making sure in each case that both 
buyers and sellers of futures have the 
right of delivery, in order to prove that 
a particular trade or trading is gam- 
bling in character, it should be neces- 
sary to establish one essential point, 
namely, that the trade or trading did 
not serve any useful purpose. Using 
this standard, certain types of futures, 
such as hedges, could at once be placed 
in the list of economically useful trades; 
while others, such as those not ade- 
quately financed, or occasional “fly- 
ers” made during periods of unusual 
price movement, would fall at the 
other extreme as pure gambling. 

In addition to the specific state laws 
regulating the trade in futures, other 
and more general statutes are to be 
found bearing upon the subject. Thus, 
general acts relating to fraud may be 
applied to methods of trade in futures 
as in any other field. In a general way, 
too, the so-called “blue sky laws” of 
the various states exercise a beneficial 
effect upon irregular trading practices, 
especially in the licensing and the regu- 
lation of security dealers and salesmen. 
Those who are inclined to engage in 
sharp practice in stocks are often to be 
found in similar activities in commodi- 
ties. 

Mention should also be made of the 
general statutes of the various states 
governing gambling. Eleven states at 


the present time rely entirely upon a 
general gambling act to prosecute cases 
involving bucket shops as well as all 
types of contracts in which no fulfill- 
ment is intended. Eighteen additional 
states have a bucket-shop act but rely 
upon the gambling laws to regulate 
commercial wagering through organiza- 
tions and by methods other than those 
of bucket shops. 

It is of interest to note here also that 
within the last few years quite a num- 
ber of states, in revising their laws 
bearing upon this subject, have seen 
fit to insert a section specifically stating 
the type of future trading which is 
valid within that state. Thus the 
State of Arkansas (Act of 1929) pro- 
vides: 


Sec. 2. CONTRACTS FOR THE SALE OF 
FUTURES WHICH ARE Vawip.—That all 
contracts of sale for future delivery of cot- 
ton, grain, stocks, or other commodities (1) 
made in accordance with the rules of any 
Board of Trade, exchange or similar institu- 
tion where such contracts of sale are exe- 
cuted and (2) actually executed on the floor 
of such Board of Trade, exchange or similar 
institution and performed or discharged 
according to the rules thereof; and (3) when 
such contracts of sale are made with or 
through a regular member in good standing 
of a cotton exchange, grain exchange or 
similar institution organized under the Law 
of the State of Arkansas, or any other state 
shall be, and they are hereby declared to be 
valid and enforceable in the courts of this 
State according to their terms, provided, 
that contracts of sale for future delivery of 
cotton ... must also be made subject to 
the provisions of the United States Cotton 
Futures Act... 


A similar clause is to be found in the 
laws of Georgia, Mississippi, Okla- 
homa, South Carolina, Tennessee, and 
Texas. Usually these laws have re- 
placed earlier acts of a very restrictive 
character, and they indicate a definite 
movement among the Southern states 
to differentiate in their laws between 
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transactions and exchanges which are 
economically useful and those which 


are not. 


STATUTES OF ILLINOIS 


Partly because of their importance 
in the regulation of future trading 
upon the Chicago Board of Trade and 
among brokers and others within the 
state, and partly because of particular 
features in the law, special reference is 
here made to the statutes of Hlinois. 
The laws of Illinois legislate against 
bucket shops as well as broadly cover- 
ing transactions in the nature of com- 
mercial wagers. But they also include 
an act passed in its original form in 
1874, regulating options, forestalling, 
and corners. This latter act was 
amended in 1918 and now reads as 
follows (portions in italics being the 
amendment of 1918): 


Sec. 308. GAMBLING IN GRAIN, OraER 
‘Cosamoprrigs.— Whoever contracts to have 
or give to himself or another the option to 
sell or buy, at a future time, any grain, or 
other commodity, stock of any railroad or 
other company, or gold, where tt is at the 
time of making such contract intended by both 
parties thereto that the option, whenever exer- 
cised, or the contract resulting therefrom, shall 
bs settled, not by the receipt or delivery of auch 
property, but by the payment only of difer- 
ences tn prices thereof, or whoever forestalls 
the market by spreading false rumors to 
influence the price of commodities therem, 
or corners the market, or attempts to do so 
in relation to any such commodities, shall 
be fined not less than $1,!° or more than 
$1,000, or confined in the county jail not 
exceeding one year, or both; and all con- 
tracts made in violation of this section shall 
be considered gambling contracts and shall 
be void. 


The first part of this act relates to 
options (i. e., puts and calls) in futures 


10 In the earlier act this figure was $10. 

u A similar act is in force in Ohio. See Secs. 
13069 and 18070 of Pages’ Anno. Gensral Coda, 
1926. 


and not to future trading itself. Prior 
to the amendment of 1913 it stood as a 
direct prohibition of all option trading, 
though in fact it was regularly disre- 
garded. With the amendment of 1918 
the trade in options was indirectly 
legalized by prohibiting only those con- 
tracts in which, at the time of contract- 
ing, it is the intention of the parties to 
settle by the payment of differences. 

The latter part of this act is of inter- 
est in that it appears to be a remnant 
of the older English laws on forestall- 
ing. ‘These provisions, too, have been 
more honored in the breach than in the 
observance. It has long been recog- 
nized that the mere buying or accumu- 
lating of property to be later sold is 
not of itself injurious but more often 
beneficial to society. Corners or at- 
tempted corners can, however, be 
prosecuted on the ground of conspiracy 
under common law where it can be 
shown that there existed a combination 
to control prices. Contracts may also 
be nullified as gambling transactions 
where it can be shown that the price 
was deliberately advanced to force the 
short sellers to settle by an adjustment 
of price differences." 


DEVELOPMENT OF F'RDERAL 
REGULATION 


The laws passed by the various states 
relate more to the regulation of future 
trading than to the regulation of ex- 
changes. Stated in another way, they 
relate only indirectly to organized 


12 It has, however, been applied to futures 
where the intent of the parties was to settle by an 
adjustment of differences, this being interpreted 
as an option. Pearce v. Foote, 113 Ill. 228, and 
others. 

u U. S. v. Patton, 226 U. S. 525. See Report 
of the Federal Trads Commission on ihe Grain 
Trade, Vol. V, p. 322 f., where it is also suggested 
that the Sherman Anti-Trust Act might be ap- 
plied. On this latter point see Albers v. Moffitt, 
Mo. 187 S. W, 908. 

14 Gilman, S. P., Stock Exchange Law, p. 237, 
Ronald, 1923. 
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exchanges. ‘The statutes pertaining 
to bucket shops and to commercial 
gambling generally, while useful, do 
not attempt in any comprehensive 
fashion to regulate or even broadly to 
supervise the regular organized’ mar- 
kets. In fact, under the laws of several 
of the states these principal markets 
are given the definite approval of the 
state by legislative enactment. It has 
long been felt by certain groups, and 
particularly by the agrarian interests, 
that control should be extended over 
the organized exchanges and that this 
control should be of a positive rather 
than a passive nature. 

The attitude of the farm element is 
easy to explain. The commodities 
dealt in upon these exchanges are pri- 
marily farm products. The method 
of trade through the medium of future 
contracts is utterly foreign to the expe- 
rience of the farmer, and in addition is 
intricate and difficult to understand. 
At most, the average farmer is in a posi- 
tion to know only that future trading 
is closely related to the products he 
has for sale, that these products fluc- 
tuate widely in price, and that not in- 
frequently they decline to his disadvan- 
tage. At such times he is naturally led 
to believe that the system of exchange 
trading is fundamentally at fault. 

When an inquiry was attempted, 
either through governmental action or 
privately, it was generally found that 
the exchanges had no accurate knowl- 
edge of the fundamental forces under- 
lying the operation of their organiza- 
tion. Upon the principal markets, not 
even a record of the total volume of 
trading was to be had, not to mention 
the individual operations of the prin- 
cipal traders. When questioned upon 
these matters, the answer of the ex- 
change was that it did no business, 
that it was just a meeting place, and 
that the business of the individual 
member was strictly confidential. 


Of greater importance, however, is 
the fact that the leading exchanges 
usually did not want to look into their 
own business. The fact should never 
be lost sight of that the organization 
of exchanges permits just one vote for 
each member. As a result, the con- 
structive element, however much it 
may desire an improvement in methods 
of operation, cannot make a change 
without a majority vote; and the ma- 
jority have generally been satisfied to 
continue without change. Inquiries 
either by governmental authority or 
by the exchange have thus generally 
ended with little more than the collec- 
tion of an extensive array of opinion 
giving small satisfaction to any one. 
It is from a background of this sort 
that agitation for Federal legislation 
has continued for the past forty years. 


ÅTTEMPTS TO PROHIBIT FUTURE 
TRADING 


The earliest act of importance bear- 
ing upon Federal regulation of ex- 
change trading was passed by Congress 
during the Civil War. It was an at- 
tempt to prohibit future trading in 
gold. All contracts “for the purchase 
or sale of gold coin or bullion to be 
delivered any day subsequent to the 
day of making such contracts,” and 
all short sales in gold or bullion were 
made unlawful and void. It was fur- 


15 Stat. at Large, 1864, Ch. 127 approved June 
17, 1864. While this act is generally recognized 
as being the first Federal attempt to regulate 
future trading, Emery cites an earlier statute ap- 
proved March 8, 1868, taxing all transactions in 
gold which have more than three days to run 
before maturity. This earlier statute (Stat. af 
Large, 1868, Ch. 74) also provided that any loan 
of currency or money on the security of gold or 
silver coin of the United States made in excess of 
the par value of coin pledged as security shall be 
void, this provision being obviously designed to 
prevent depreciation of United States notes in 
use at the time. This act, in so far as it was 
covered by the act passed the following year, was 
repealed at that time. 
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ther declared to be unlawful for any 
person to buy or sell gold coin or bullion 
at any other place than the ordinary 
place of business of either the seller or 
the buyer, the thought in this last pro- 
vision being to break up the organized 
markets in gold flourishing at that time. 
Gold was at a premium; or in other 
words, the credit money of the Gov- 
ernment (greenbacks) was at a discount 
and it was thought that this might be 
corrected by prohibiting speculation 
in gold. The act, however, apparently 
had the opposite effect and was re- 
pealed on July 2, 1864, just two weeks 
after its passage.¥ 

It was not until 1888 that further 
consideration was given to future trad- 
ing by the Federal Government. In 
that year a bill was introduced into 
Congress “‘to prohibit the mailing of 
letters and money orders relating to 
future contracts.” |! In 1887 two bills 
were introduced to prohibit dealing in 
futures and to punish those engaging 
in it;1* but none of these bills were re- 
ported out of committee nor were they 
given any extensive consideration. In 
1890 Mr. Butterworth of Ohio intro- 
duced a bill !° which, if it did nothing 
else, served to stir up interest in the 
subject. It proposed to tax dealers in 
options and futures. It was reported 
out of committee but did not come up 
for a vote. 

In the First Session of the Fifty- 
second Congress (1891~1892) a deter- 
mined effort was made to enact 
legislation to prohibit future trading. 
Several bills were introduced into the 
House and the Senate. After extended 
consideration and hearings, the House 
Committee on Agriculture reported 
out a measure (popularly known as 


18 Stat. at Largs, 1864, Ch. 209. 

7H R. 5007, 48th Cong., Ist Sess. (1889-84). 

18 H, R. 6689 and H. R. 7051, 50th Cong., 1st 
Sess. (1887-88). 

19 H., R. 6358, 5lst Cong., Ist Sess. (1889-90). 


the Hatch Bill *°) which proposed to 
levy a prohibitive tax upon all future 
contracts made in a specified list of 
commodities including grain and cot- 
ton. Extended debates were held in 
the House and the bill was finally 
passed by a vote of 167 to 46. It was 
later passed by the Senate, with slight 
amendments, by a vote of 40 to 29. 
As reported out of conference, it was 
necessary for the House to approve the 
amended bill. The time was then 
short, as Congress was to adjourn in 
three days, and in order to bring it to a 
vote it was necessary that the House 
suspend the rules. This required a 
two-thirds vote and was not obtained, 
the vote on the motion to suspend the 
rules being 172 to 124, and thus the 
amended bill was not voted upon by 
the House. In the following Congress 
the bill was reintroduced but was mate- 
rially altered in committee. It still 
remained a tax measure, and failed of 
passage by a wider margin. 

While one or more bills were intro- 
duced in at least one of the sessions of 
each Congress following the Fifty- 
second, interest waned somewhat until 
1908, when another series of proposals 
began. In the Sixtieth Congress (1907- 
1909) twenty-five bills were introduced, 
almost all of which were designed to 
prohibit future trading; in the Sixty- 
first Congress (1910-1911) seventeen 
were introduced, and in the Sixty- 
second, forty-two. Some of these 
bills were regulatory in character, while 
others were prohibitive; some were 
placed under the power of Congress to 


1 H. R. 7845. 

1 Emery, H. C., op. ot., p. 219 ff., gives an ex- 
cellent summary of this legislation. See also 
Stevens, A. C., “The Utility of Speculation in 
Modern Commerce,” in Pol. Sot. Quarterly, Sept., 
1892. 

2? From a tabulation made by Phillips, Louise, 
“ History of the Subject of Options and Futures 
in Congress as reported in the Congressional 
Record,” U. S. Dept. of Agr. (ms.), 1920. 
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tax, and others under the commerce 
clause. Extended hearings were held 
but none of the bills were enacted into 
legislation. 


PROVISIONS AND EFFECTS or THRER 
Acts 


In response to a resolution of the 
House of Representatives, the Com- 
missioner of Corporations prepared 
and published in 1908 a report on Cot- 
ton Exchanges. ‘This report, in five 
parts, served as the basis of legislation 
passed in 1914 and repassed in 1916 
under the title of the United States 
Cotton Futures Act." While the 


House Resolution was sufficiently broad ` 


to permit the Bureau of Corporationsto 
study almost any phase of future trad- 
ing in cotton, interest centered mainly 
in the problem of difference systems. 
The Cotton Futures Act, in turn, 
reflecting the work of this report, regu- 
lates the cotton exchanges only in the 
limited field of difference systems and 
the grading of cotton, with no attempt 
to provide broad supervision of trading 
and prices. It is based upon the tax 
clause of the Constitution and provides 
in Section 8 for a prohibitive tax of 
two cents per pound upon each future 
contract of sales in cotton which does 
_ not comply with the conditions of Sec- 
tions 5, 6A, or 10. As Section 6A im- 
poses conditions upon the futures con- 
tract which largely destroy its liquidity, 
and Section 10 relates only to those 
contracts used in the spot trade as for- 
ward orders, the effect of the tax is to 
require all future trading to be done 
according to Section 5, under the direc- 
tion of the Secretary of Agriculture. 
Section 5 consists of several sub- 
divisions. It is required that deliveries 
on futures contracts other than the 
basis grade shall be adjusted according 
3 Report of the Commissioner of Corporations on 
Cotton Exchanges, Washington: 1908. 
439 Stat. at Large, 476. 


to commercial differences; that no 
grade below low middling cotton, nor 
cotton of irregular quality; nor of staple 
less than seven-eights of an inch in 
length shall be delivered; and that all 
cotton tendered on futures contracts 
shall be classed by officers of the Gov- 
ernment. In practice, the commercial 
differences provided for in this section 
have been measured by those prevail- 
ing daily upon ten spot markets of the 
uth. 

Section 9 authorizes the Secretary of 
Agriculture to 


establish and promulgate standards of 
cotton by which its quality or value may be 
judged or determined, including its grade, 
length of staple, color, and such other quali- 
ties, properties and conditions as may be 
standardized in practical form, which, for 
the purposes of this act, shall be known as 
the “Official Cotton Standards of the 
United States.” 


The carrying out of this provision has 
been of great importance in rendering 
qualities and grades for cotton more 
uniform among the markets of the 
United States and in the principal cot- 
ton consuming countries abroad. Simi- 
larly, the enforcement of Section 5 has 
served to improve greatly the quality 
of cotton offered on future contracts, 
and more particularly to do justice to 
all parties concerned in establishing 
differences in prices to be paid or al- 
lowed where grades other than the 
basis grade are tendered upon con- 
tracts. Aside from these technical 
remedies, however, the Federal Cotton 
Futures Act does not attempt to 
improve trading conditions. 

In this connection, mention should 
be made of the United States Grain 
Standards Act ** and the United States 
Warehouse Act. These acts were 
both approved August 11, 1916, and 
both, in a measure at least, relate to 


26 39 Stat. at Large, p. 482. 
3t 89 Stat. ai Large, p. 488. 
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the regulation of future trading. The 
Grain Standards Act provides for Fed- 
eral standards for the grading of grain 
passing into interstate commerce, and 
for Federal supervision of the grading. 
While the actual grading is done either 
by state or exchange employees, these 
must be licensed by the Secretary of 
Agriculture, and their work carried out 
in accordance with the Grain Standards 
Act. Similarly, under the United 
States Warehouse Act, warehouses are 
licensed by the Secretary of Agriculture 
(though this is not compulsory) and 
general supervision is maintained over 
all such licensed operators by the Gov- 
ernment, to assure a quality of opera- 
tion commensurate with the Federal 
standards. 

The effect of both of these acts, so 
far as future trading and exchanges are 
concerned, is to raise and standardize 
the conditions of delivery upon future 
contracts, and in doing this, definitely 
to improve the contracts. This is in 
substance the same effect as that ac- 
complished under the United States 
Cotton Futures Act, though the par- 
ticular conditions of improvement are 
not precisely the same. 


ENACTMENT oF GRAIN FUTURES ACT 


Those who favored a comprehensive 
act regulating exchanges were not satis- 
fied by the three acts just reviewed, 
though nothing more was done until 
1920. During the World War, prices 
were regulated under an emergency 
measure—the United States Food Con- 
trol Act—and the problem of perma- 
nent legislation was held in abeyance 
for a time. In the Fall of 1920, occa- 
sioned by the precipitant drop in grain 
prices, Congress again took up a series 
of proposals to regulate future trading. 
Early in 1921, hearings were held by 
the House Committee on Agriculture, 
and later in the year by the Senate 
Committee on Agriculture and For- 


estry. For several years the Federal 
Trade Commission, with the codpera- 
tion of the United States Department 
of Agriculture, had been collecting 
material and conducting field studies 
into various phases of the whole prob- 
lem of grain marketing, and the knowl- 
edge derived from this source was freely 
drawn upon by those advocating legis- 
lation.2?7 As a result, the Future 
Trading Act became a law on August 
94, 1921.78 

This act was tested before the United 
States Supreme Court and on May 15 
of the following year its principal provi- 
sions were declared unconstitutional.?® 
It attempted to regulate grain futures 
exchanges through the imposition of a 
prohibitive tax, freeing the exchange 
and the transactions made upon the 
exchange from its application if certain 
prescribed conditions were fulfilled. 
In rendering its opinion the Supreme 
Court stated in part: 


The act is in essence and on its face a com- 
plete regulation of boards of trade, with a 
penalty of 20 cents a bushel on all “fu- 
tures” to coerce boards of trade and their 
members into compliance. When this pur- 
pose is declared in the title to the bill and is 
so clear from the effect of the provisions of 
the bill itself, it leaves no ground upon 
which the provisions we have been consider- 
ing can be sustained as a valid exercise of 
the taxing power. 


In rendering its decision the court 
also raised the question of whether the 
Future Trading Act would permit of 
boards of trade being regulated under 
the commerce clause of the Constitu- 
tion. The conclusion was that it would 
not, since nowhere in the act was any 
reference made to interstate commerce. 


21 See Report of the Federal Trade Commission 
on the Grain Trade, Vols. I and II of which were 
published in Sept., 1920. Also Report of the 
Federal Trade Commission on Wheat Prices, 
published in Dec., 1920. 

28 42 Stat 187 Ch. 86. 

29 Hill v. Wallace, 259 U. S. 44. 
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The court observed further that sales 
for future delivery on boards of trade 
could not come within the power of 
Congress to regulate interstate com- 
merce under any act, “unless they are 
regarded by Congress, from the evi- 
dence before it, as directly interfering 
with interstate commerce so as to be 
an obstruction or a burden thereon.” 

This last point served as a strong 
suggestion to the proponents of the 
act to redraft it, placing it under the 
interstate commerce clause instead of 
the taxing power. This was done im- 
mediately following the adverse deci- 
sion of Hill v. Wallace. The new bill 
was introduced into Congress at once 
and was approved September 21, 1922. 
It is entitled “An act for the prevention 
and removal of obstructions and bur- 
dens upon interstate commerce in 
grain, by regulating transactions on 
grain future exchanges, and for other 
purposes,” and is known as The Grain 
Futures Act.” In it a separate section 
(Sec. 3) is devoted to a careful recital 
of the importance of future trading and 
of the manner in which, through specu- 
lation, manipulation, or control, un- 
reasonable fluctuations in the prices of 
futures are an obstruction and a burden 
to interstate commerce in grain. Other- 
wise the act remains the same as the 
earlier Future Trading Act. 


UPHELD By SuPREMB COURT 


The Grain Futures Act fared better 
than its predecessor when tested in 
court. It was brought before the Fed- 
eral Supreme Court and was upheld in 
Board of Trade v. Olsen. The plain- 
tiff contended that the decision in Hill 
v. Wallace was conclusive against the 
constitutionality of the Grain Futures 
Act, since the two acts were the same 
in substance and language with the 

20 49 Stat. at Large, 998 Ch. 369. 


N Board of Trade of the Cuty of Chicago v. Olsen, 
226 U.S 1. 


exception of the enforcing feature and 
Section 8 just mentioned. Upon this 
point the court replied that these ex- 
ceptions were the very features neces- 
sary to render the act constitutional. 
The enforcing feature had been changed 
from that of the taxing power to that 
of the power to regulate interstate 
commerce. While future trading is 
not of itself interstate commerce, Con- 
gress found that through manipulation 
it was a constantly recurring burden 
and obstruction to interstate commerce 
and was for this reason subject to 
Federal regulation. 

The plaintiff strongly urged that 
future trading is not in fact a burden 
and an obstruction to interstate com- 
merce and that for the court to con- 
clude that it is, simply because it is so 
stated in the law or so declared by the 
legislative body, is to yield to Congress 
its right and duty to decide such con- 
stitutional questions. In answer, the 
court reviewed at some length the 
facts and the testimony submitted to 
Congress and presented for the court’s 
consideration, throwing light upon the 
question of whether or not the process 
of future trading does serve as a recur- 
ring burden and obstruction to inter- 
state commerce in grain. The conclu- 
sion, stated as follows, was that it does. 


It is clear from the citations, in the state- 
ment of the case, of evidence before com- 
mittees of investigation as to manipulations 
of the futures market and their effect, that 
we would be unwarranted in rejecting the 
finding of Congress as unreasonable, and 
that in our inquiry as to the validity of this 
legislation we must accept the view that 
such manipulation does work to the detri- 
ment of producers, consumers, shippers and 
legitimate dealers in interstate commerce in 
grain and that it is a real abuse. 


There were other points raised in the 
case, such as taking the property of 


2 United States v Ferger, 250 U S. 199, and 
later Stafford v. Wallace, 258 U. S. 521. 
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members without due process of law; 
but these were not found to be valid 
objections by the court. 

The earlier Future Trading Act in- 
cluded a section levying a tax upon 
grain privileges, i. e., puts and calls. 
It also included a section stating that 
if any portion of the act is held invalid, 
the validity of the remainder of the act 
shall not be affected thereby. When 
tested in court, in 1921, no objection 
was raised to the section taxing options, 
and hence it continued in force follow- 
ing the decision of Hill v. Wallace. 
Accordingly, the framers of the Grain 
Futures Act left out the section relating 
to options. On October 28, 1923, a test 
case was begun in a Federal Court to 
try the constitutionality of this section. 
It was carried to the United States 
Supreme Court and on January 11, 
1926, was declared unconstitutional.® 
Since that time the trade in grain privi- 
leges as such has been free from Federal 
regulation, though, of course, those 
options which are exercised and become 
future contracts are then subject to 
the provisions of the Grain Futures 
Act. 


FraTUuRHS oF GRAIN FUTURES Act 


Section 2 of the Grain Futures Act 
pertains to definitions and Section 8 
recites the provisions which we have 
just discussed, under which future trad- 
ing is found to be of national public 
interest and, through frequent specula- 
tion and manipulation in the prices 
thereof, an obstruction to and a burden 
upon interstate commerce in grain. 

Section 4 makes unlawful the use of 
any means of interstate communication 
for the purpose of making or offering 
to make contracts for the future deliv- 
ery of grain unless (a) “the seller is at 
the time of the making of such contract 
the owner of the actual physical prop- 
erty covered thereby, or is the grower 

Trusler v. Crooks, 269 U. S., 459. >» 


thereof, or in case either party to the 
contract is the owner or renter of land 
on which the same is to be grown, or is 
an association of such owners, or grow- 
ers of grain, or of such owners or renters 
of land”; or unless (b) “such contract 
is made by or through a member of a 
board of trade which has been desig- 
nated by the Secretary of Agriculture 
as a ‘contract market’ as hereinafter 
provided. . . .” This section is clearly 
designed to free from an application of 
law all forward delivery contracts in 
which farmers or farm interests appear 
as sellers and all futures contracts made 
upon “contract markets.” 

In Section 5 the Secretary of Agricul- 
ture is authorized and directed to desig- 
nate any board of trade as a “contract 
market” when it complies with the 
following requirements: 

(a) When located at a terminal mar- 
ket where cash grain of the kind speci- 
fied in the future contracts is sold in 
sufficient volume to reflect fairly the 
general value of the grain and the dif- 
ferences in value among the various 
grades; 

(b) When provision is made by the 
exchange, in such detail as the Secre- 
tary of Agriculture may by regulation 
direct, for the filing of reports of all 
transactions, either cash or futures, 
made upon the board, and for the keep- 
ing of a permanent written record of 
transactions by the board or its mem- 
bers for a period of three years (or 
longer if directed), such record to be 
accessible for examination at any time 
by an authorized representative of the 
Department of Agriculture or of the 
Department of Justice; 

(c) When provision is made by the 
exchange for the prevention of dissemi- 
nation by the board or its members of 
false or misleading crop or market 
information: 

(d) When provision is made by the 


exchange for the prevention of manipu- 
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lation. of prices or the cornering of any 
grain by the dealers or operators upon 
such board; 

(e) When the exchange does not ex- 
clude any duly authorized representa- 
tive of a farmers’ codperative associa- 
tion which agrees to comply with the 
rules of the exchange, but returns to 
its membership on a patronage basis 
' any excess of income over expenses. 

A commission composed of the Secre- 
tary of Agriculture, the Secretary of 
Commerce, and the Attorney General 
is provided for in Section 6. It is the 
duty of the commission, after a hear- 
ing, to suspend for a period not to ex- 
ceed six months, or to revoke, the 
designation of any board of trade as a 
contract market if it fails to comply 
with the provisions of Section 6. Or if 
the Secretary of Agriculture has reason 
to believe that any individual is vio- 
lating the provisions of the act, such 
person may be brought before the com- 
mission and the evidence heard, and, 
if guilty, the trading privileges of all 
contract markets may be withdrawn. 
An appeal is provided for, however, 
both for a contract market and for an 
individual, to the Circuit Court of 
Appeals, which, upon review of the evi- 
dence and based thereon, may affirm, 
modify, or set aside the commission’s 
order. 

Section 7 simply provides that upon 
a minety-day notice any contract 
market may have its designation va- 
cated. 

In Section 8 the Secretary of Agricul- 
ture 18 authorized to make investiga- 
tions, prepare materials, and publish 
reports upon such phases of the work of 
boards of trade and marketing gener- 
ally as he may deem of interest to the 
public and of use to Congress, pro- 
vided such data do not disclose the 
business transactions or the trade 
secrets of any person, or the names of 
customers. This last provision, how- 


ever, does not apply to those who are 
found guilty of violating the act. 

Section 9 makes a violation of the 
provisions of Section 4 of the act a mis- 
demeanor punishable by fine and/or 
imprisonment. Section 10 provides 
that if any part of the act is held in- 
valid, the remainder shall not be af- 
fected thereby. Section 11 provides a 
waiver of fine or imprisonment for two 
months following the passage of the act. 
Section 12 provides for the incurring of 
necessary expense for the enforcement 
of the act. 


OPERATION OF GRAIN Furores Act 


To carry out the provisions of the 
act, the Secretary of Agriculture has 
set up the Grain Futures Administra- 
tion as a separate branch of the Depart- 
ment of Agriculture. Field offices have 
been established, the principal one 
being, of course, at Chicago. Those in 
charge of the field offices have the duty 
of maintaining immediate supervision 
over the various exchanges designated 
under the act as contract markets. 
There are fourteen so designated at the 
present time, though some of these do 
not maintain active trading. 

To supervise these markets properly, 
it was realized at the outset that the 
principal facts regarding their trading 
activity would need to be tabulated 
currently and analyzed. Provision was 
accordingly made for daily reports to 
the Grain Futures Administration by 
the clearing members of each ex- 
change. Since each member of an 
exchange must either clear his own 
trades or have some other member clear 
for him, a complete survey of the trad- 
ing is assured by requiring all clearing 
members to report. Each clearing 
member is required to report the total 
of all customers’ contracts open on the 


“4 See Gensral Rules and Regulations of the Secre- 
tary of Agriculture with respect to Contract Mar- 
kets, U.S. Dept. of Agr., Mise. Circular No. 10. 
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books of his firm as of the close each 
day. These data are supplied as sepa- 
rate items for each grain and future, 
and are then brought together by the 
Grain Futures Administration as totals 
by futures, and all futures combined by 
grains. Itis then possible to know each 
day the aggregate position in each fu- 
ture and how each is changing, par- 
ticular interest bemg attached to the 
current or expiring future. Similarly, 
the actual amount and the relative 
changes of the volume of trading can 
be closely followed, both with respect 
to the market as a whole and with 
respect to each clearing member firm. 

These data of aggregate trades and 
positions, when considered with the 
movement of prices, afford an excellent 
summary survey of the market each 
day. They are not, however, in suffi- 
cient detail, even when analyzed by 
clearing firms, to follow the market 
operations of individual interests. In 
some cases, of course, the trading of a 
clearing firm represents in large part 
the individual operations of that firm; 
but as a rule the firm also handles as a 
commission merchant many other ac- 
counts, and as a result, the identity of 
individual interests is lost. Those 
accounts or traders whose operations 
are likely to be of significance as a mar- 
ket factor, either by causing unusual 
price fluctuations or by manipulation, 
are, as we have seen, the larger ones. 
To follow these currently, each clearing 
firm is required to report daily the mar- 
ket position of all customers whose 
position in any one future equals or 
exceeds a designated amount. These 
amounts for the Chicago Board of 
Trade have been placed at 500,000 
bushels for wheat, corn, and oats, and 
200,000 bushels for rye; though they 
can be changed by regulation to other 
limits if desired. 

These reports of the principal indi- 
vidual customers of clearing firms are 


referred to as special accounts, and 
constitute by far the most valuable 
source of information currently re- 
ceived by the Grain Futures Adminis- 
tration. They include all of the larger 
speculative accounts as well as all of 
the large hedging accounts. These can 
be followed in their individual relation 
to the current market situation, or they 
can be combined into groups whose 
characteristics of operation are similar. 
If at any time it is found that the size 
or the character of the trading of some 
one interest or group of interests 1s such 
that it threatens the stability of the 
market, action can at once be taken 
to limit or control further operations. 
This is usually done through the me- 
dium of an appropriate committee of 
the exchange. The committee is ad- 
vised of the situation, and, through its 
power to discipline members, takes the 
necessary steps to correct it. 


Resuarcu RBGARDING FUTURE 
TRADING 


In addition to these general super- 
visory duties, the Grain Futures Act 
provides for investigation and study 
of particular problems regarding boards 
of trade which may throw additional 
light upon their methods of operation. 
The results of these investigations have 
from time to time appeared in pub- 
lished form, some having been made in 
response to requests from Congress 
and some simply as independent inves- 
tigations, either in connection with 
abuses brought to the attention of the 
Grain Futures Administration or as 
problems promising worth-while results 
if broadly studied. 

In practical operation, the Grain 
Futures Act thus functions in the 
two-fold capacity of (1) immediate 
supervision over the various contract 
markets to meet problems currently 
arising, bearing directly or indirectly 
upon the control or the manipulation of 
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prices; and (2) conducting separate in- 
vestigations into some of the more im- 
portant problems which from time to 
time arise. In carrying out this two- 
fold function, a broader insight into the 
operations and the functions of organ- 


ized futures markets is afforded; and, in 
so far as this can be effectively passed 
on to Congress and the public gener- 
ally, it will result in a better under- 
standing of the place of future trading 
in our economic life. 


The Case for the Agricultural Marketing Act 


By Josppx S. Davis, Pa.D. 
Chief Economist, Federal Farm Board, Washington, D.C. 


HIS article is written, by request. 

from the editor, as a contribution 
to a two-sided discussion in which an- 
other writer will present the case 
against the Agricultural Marketing 
Act. I agreed with reluctance, for I 
strongly prefer not to pose as an advo- 
cate or as counsel for the defense, but 
rather to analyze from various angles 
and to reach a net conclusion after 
weighing pros and cons and indeed all 
relevant matters. Since, however, the 
criticism of the Act is presumably in 
good hands, I feel justified in restricting 
my discussion mainly to presenting, not 
as a lawyer’s brief but as an economist’s 
interpretation, a case for an Act which 
is properly the subject of wide public 
interest and great controversy. 


Tue Port or View 


At the outset, it is worth while to 
determine the plane of discussion. For 
this purpose it will be helpful to consider 
the origin of the Act and the point of 
view from whichit may well be regarded. 

In a word, I regard the Agricultural 
Marketing Act as a major departure 
in our national agricultural policy, 
designed to pave the way for working 
out solutions of important problems 
that concern not only the farmers but 
the Nation at large. Little is to be 
gained by exaggerating either its vir- 
tues or its defects. Its supporters, no 
less than its critics, properly regard it 
as subject to amendment; the only 
question is how and when such amend- 
ment should be made. As experience 
accumulates, the policies of the Federal 
Farm Board and the provisions of the 
Act itself should be modified in the 
light of that experience. 
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The Act was passed after ten years 
of almost continuous discussion of our 
complex agricultural problem. Con- 
ferences, commissions, legislative com- 
mittees, Federal departments, farm 
organizations, research groups, political 
parties, and individuals talked, listened, 
studied, wrote, schemed—all to find a 
broad solution or an adequate combina- 
tion of solutions. There was well-nigh 
general agreement that some major 
attack on the agricultural problem 
should be made, with liberal support 
from the public treasury. All sorts of 
proposals for farm relief, surplus con- 
trol, and constructive reform were con- 
sidered. Bills innumerable were intro- 
duced, and some passed one or both 
houses of Congress. But disagreement: 
over conflicting proposals long pre- 
vented adoption of any one major 
measure. Eventually, in June, 1929, 
Congress in special session passed a bill 
that the President approved. 

No one, I believe, seriously regarded 
the Act as the last word in agricultural 
policy. Its passage, indeed, reflected 
the failure to agree upon any simple 
remedy or combination of remedies or 
reforms. Both the equalization fee 
plan and the export debenture plan 
were commonly regarded by their 
spokesmen as measures that would 
almost in and of themselves bring agri- 
culture to coveted equality with in- 
dustry and thereby restore prosperity 
to agriculture; yet they were rejected 
because two Presidents in succession, 
and many in Congress and outside, 
were convinced that these measures 
would, if adopted, fail of this purpose 
and have serious undesirable conse- 
quences. 
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Unlike many earlier measures, the 
Agricultural Marketing Act was framed 
on the assumption that the solutions 
were too complex to be set forth in 
advance but must be worked out in 
practice, and that the Act should pro- 
vide ways and means for working out 
these solutions. Many, inside and 
outside of Congress, shook their heads 
over this provision or that, and some 
were at least skeptical regarding the 
philosophy underlying the Act. But 
the dominant sentiment, at last, was 
something like this: We have bickered 
too long; let us agree on something; let 
us make a start; as and when we learn 
how to improve upon it, we can do so. 


GENERAL CHARACTER OF THE ACT 


In several respects the Act represents 
a significant departure in our agricul- 
tural policy. It sets up a Federal 
Farm Board, separate from though 
linked up with the Department of Agri- 
culture, charged with working out a 
program for raising the status of agri- 
culture. It provides for fostering a 
special type of business organization— 
farmers’ codperative marketing associ- 
ations. It authorizes loans on easy 
terms to such associations, from a large 
revolving fund drawn from the Federal 
Treasury, through an agency not set 
up as a banking institution. It per- 
mits the codperatives and the Board to 
undertake through stabilization cor- 
porations, also with the aid of loans 
from the revolving fund, a special type 
of market operations. It permits the 
organization of clearing-house associa- 
tions in which business interests may 
join hands, for certain purposes not 
rigidly defined, with cotperatives or 
other representatives of the farmer- 
producers. It permits undertaking price 
insurance. 

Practically without exception, these 
and other provisions were untested, at 
least on such a scale. No one could 


have known in advance just how they 
would work out, and no one yet can 
safely predict the outcome. The coun- 
try was ready to have them tested. 
Operations under the Act, and the pro- 
visions of the Act itself, merit con- 
tinued scrutiny from both friends and 
critics. It is the plain duty of the 
Board itself, not only to do its utmost 
to carry into effect the provisions of the 
Act in such a way as to yield the best 
possible results, but also to survey its 
own experience in executing the Act 
and to recommend or welcome changes 
when experience warrants change. 

Congress might possibly have done 
more wisely, some time in the early or 
middle stages of the prolonged discus- 
sion, to set up a Federal board for a 
three-year or five-year period, invested 
with wide powers of investigation and 
limited powers of action, and instructed 
to recommend to Congress either exten- 
sions or modifications of its powers or 
functions or a new set-up more appro- 
priate to the requirements of the situa- 
tion. This method was not chosen. 
Rather, after long delay, the Board as 
set up was given broad powers of ac- 
tion, limited instructions, liberal dis- 
cretion, and only incidental powers 
of investigation. The policy adopted 
necessarily imposes a much heavier 
responsibility upon the Board and in- 
volves a much greater liability to eriti- 
cism, partly because it necessitates a 
much larger measure of what may prop- 
erly be regarded as socio-economic 
experimentation—in the same broad 
sense that the Federal Reserve Act, our 
railroad and shipping legislation, and 
our prohibition policy have involved 
experimentation. 

There has been and is no doubt that 
the measure and its execution entail 
large risks of loss of public funds, in 
spite of the fact that the revolving fund 
is designed as a source of loans, not as a 
direct or indirect subvention from the 
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Federal Treasury; that the authorized 
encouragement of codperative market- 
ing associations entails a type of com- 
petition with existing business that 
commercial interests naturally regard 
as objectionable; and that experiments 
are authorized which inevitably arouse 
opposition from private business in- 
terests, and which, in some cases, con- 
servative thinkers believe foredoomed 
to failure. Any of the strongly urged 
proposals for legislative action would 
have involved more or less of this sort 
of thing. Congress was apparently 
convinced that the prospective gains 
would fully justify the cost and the 
incidental disadvantages. 

It was probably inevitable that some 
such plans should be subjected to the 
test of how far they can be made to 
work in the interest of the farmers and 
of the country at large. The present 
Act involves much less of a commit- 
ment than several other proposals 
would have done. It will be whole- 
some to have at least a limited demon- 
stration of the way in which certain 
favorite ideas work out. In so far as 
the outcome is favorable, we can build 
on that experience. If, with the best 
of efforts, certain provisions of the Act 
or policies adopted under the Act 
should be fairly demonstrated to be 
contrary to the public interest, they 
can and should be modified or elim- 
inated. 


Tms REQUIRED FOR TESTING 


A word of caution, however, deserves 
emphasis at this point. Having em- 
barked upon a major course of action, 
it would be a serious error to pass final 
judgment upon it prematurely, and 
after brief experience to scrap this 
measure and machinery only to embark 
on afresh experiment or to abandon all 
attempts as hopeless. There has been 
an unfortunate tendency in many quar- 


ters to expect the impossible of the 


Act and the Board. In the nature of 
the case, no swift and striking trans- 
formation of the agricultural situation 
for the better could rightly be expected 
from this or any other measure. 
Under the conditions that have ob- 
tained in the past eighteen months—a 
world-wide economic crisis developing 
into general agricultural and industrial 
depression—no measure, no agency, 
old or new, has proved adequate to 
prevent disasters or even to mitigate 
them in impressive degree. Such posi- 
tive contributions as have been made 
have appeared to be submerged in the 
tide. 

Under different circumstances the 
Act and the Board might have received 
unwarranted credit for accomplish- 
ments for which they were not re- 
sponsible. In the disappointment at 
actual developments, almost any sort 
of measure would have been adjudged, 
on superficial reasoning, a failure under 
the same conditions. It would be un- 
fortunate if, upon such reasoning, pre- 
mature judgment should be passed 
upon the Agricultural Marketing Act 
or upon its principal provisions. No 
brief test of the Act, under such con- 
ditions, can properly be regarded as 
conclusive of its value. 

The same caution applies to judg- 
ments upon policies and procedures of 
the Federal Farm Board. ‘These, too, 
are properly subject to scrutiny. In so 
far as they are dictated by the Act 
itself, they can presumably be changed 
only by amendment of the Act. In so 
far, however, as they are discretionary, 
they are subject to change by the 
Board itself. With experience, and 
even in the absence of pressure 
or criticism from the outside, the 
Board would certainly make such 
changes. l 

Since human judgments are fallible, 
errors would have been made under the 
best of conditions; under the conditions 
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that have existed, the possibilities of 
error have been greater. In several 
instances, in the face of emergencies 
arising out of the general crisis, poli- 
cies have been adopted without the 
mature deliberation that is essential to 
wisest action. ‘The Board frankly took 
the position that action, even at great 
risk, was preferable to inaction; that 
neither the situation nor the Act nor 
public opinion warranted delays or in- 
action until suecess at every step could 
be assured. 

There is no question that the Board 
must, if it is to succeed, modify and 
develop its policies in the light of its 
own experience and continued investi- 
gation; and it stands to gain from rea- 
soned criticisms of its policies and 
procedures by competent observers 
outside the Board. But it would seem 
important that the attacks upon the 
Act should not be allowed to lead to 
wasting the experience thus gained. 


Tan ULTIMATE OBJECTIVE 


The ultimate objective of Congress 
in passing the present Act was to raise 
the status and improve the economie 
position of farmers and farming. The 
Act itself uses somewhat different 
language, but I think it may fairly be 
interpreted in this sense. So much 
had been said regarding the unfair dis- 
parity under which agriculture labored 
as compared with industry, in respect 
to organization, prices, income, tariff 
benefits, and so forth, that the goal was 
expressed in these terms: “to the end 
that the industry of agriculture will be 
placed on a basis of economic equality 
with other industries.” Unquestion- 
ably there underlay various provisions 
of the Act the theory that if organized 
in effective marketing associations, 
farmers could gain, by increased bar- 
gaining power, better adjustment of 
supply to demand, or otherwise, ad- 
vantages achieved by industrial cor- 


porations. But the coveted equality 
of agriculture with industry was sought 
not as a mere formality but as some- 
thing to be reflected in better farm in- 
comes, greater contentment on the part 
of farmers, and greater stability in 
farming operations. 

All of the other objectives were 
subordir.ated to this. Even “the pro- 
motion of effective merchandising of 
agricultural commodities in interstate 
and foreign commerce,” and the pro- 
tection, the control, and the stabiliza- 
tion of “the currents of interstate and 
foreign commerce” in these products, 
were expressly stated as designed 
to this end. The methods specifi- 
cally mentioned—-minimizing specula- 
tion, preventing inefficient and waste- 
ful methods of distribution, promoting 
a producer-owned, producer-controlled 
farm marketing system, and preventing 
and controlling surpluses—were set 
forth as means to the same end. The 
Farm Board is enjoined to execute the 
powers vested in it only in such manner 
as will, in its judgment and to the 
fullest practicable extent, succeed in 
carrying out this policy. 

The essential test of the Act is not 
whether this, that, or the other provi- 
sion was workable or unworkable, 
valuable or dangerous, or whether the 
Act will stand without amendment for 
several years; but whether it provides a 
favorable opportunity for working out 
these problems in the national interest 
and paves the way for improvement of 
the Act itself. 

The short title of “The Agricultural 
Marketing Act” implies that Congress 
looked to the development of improved 
marketing machinery and methods, 
largely under farmer control, as the 
principal means of attaining the ulti- 
mate objectives of the Act. The short 
title of the Senate Bill was “The Sur- 
plus Control Act ”—suggesting that, as 
in the case of certain previous bills, the 
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Senate considered that surplus control 
was the heart of the Act. The House 
Bul was entitled “The Federal Farm 
Board Act’’—stressing the agency 
through which the objectives were to 
be sought. Each of these three titles 
suggests a convenient approach for 
considering significant features of the 
Act itself. 


Cooperative MARKETING FEATURES 


The agricultural marketing provi- 
sions proper constitute a sort of alterna- 
tive to the equalization fee plan and the 
export debenture plan, which were 
strongly urged as primary devices for 
securing equality of agriculture with 
other industries. The present Act 
differs in that price-raising as such was 
not the immediate objective (though 
some have easily overlooked this fact), 
that the maintenance of a differential 
between domestic and export prices 
was not involved, and that conse- 
quently no provision for meeting losses 
on export sales, by assessments on 
farmers or by charge upon the Treas- 
ury, was inserted. A central thread of 
the Act is the stress laid upon the de- 
velopment of agricultural marketing 
coöperation. 

The theory of the Act is that the 
development of a farmer-controlled 
farm marketing system will yield to 
agriculture advantages which organiza- 
tion has brought to industry; that this 
will facilitate economies in distribution, 
more orderly marketing, and better 
adaptation and adjustment of produc- 
tion to requirements of processors and 
of the market as a whole. There were 
substantial grounds for believing this 
theory to be sound; but it must remain a 
‘theory until proved correct or incorrect. 

Our traditional system of marketing 
farm products, after all is said about its 
perfection, must fairly be regarded as 
falling far short of perfection from the 
standpoint of either farmer or con- 


sumer. ‘There are numerous ways in 
which, at least in many lines, there is 
large room for improvement which co- 
operatives seem potentially capable of 
effecting. While I am not disposed to 
overrate these potentialities, I consider 
that they are on the whole more far- 
reaching than has yet been realized 
by farmers and codperative leaders 
themselves. 

The Act required the President, in 
selecting members of the Board, to give 
due consideration to having the major 
agricultural commodities represented 
on the Board. Quite naturally, the 
Board itself was initially constituted 


mainly of men whose experience, with 


coUperative marketing or otherwise, 
seemed to fit them to undertake the 
task of building up, on the limited basis 
of existing coUperatives, an extensive 
system of farmers’ codperative market- 
ing associations. Naturally and prop- 
erly, therefore, such a Board was com- 
mitted in advance to support this basic 
theory of the Act and to use its best 
efforts to prove the theory correct and 
to translate it into reality. 


SPECIAL Arp PROVIDED 


In view of handicaps under which 
most coðöperatıve marketing associa- 
tions had labored in developing into 
business organizations of large scale and 
stability, Congress provided that the 
Board should make available to those 
coöperatives which should meet its 
requirements, loans supplementary to 
those obtainable from other sources, to 
permit more liberal advances to coöper- 
ative members, for effective merchan- 
dising of the commodities obtained, for 
acquisition of physical facilities, and 
even for extending membership of the 
associations, for formation of clearing- 
house associations, and for price in- 
surance. These loans were to be made 
on such security as the Board deemed 
necessary, on the basis of the lowest 
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rate of yield on Government securities 
issued subsequent to April 1, 1917 
(except postal savings bonds) and out- 
standing at the date of the loan agree- 
ment or advance made by the Board, 
but not exceeding four percent. ‘These 
liberal loan provisions have furnished a 
great stimulus to codperative market- 
ing development which the Board has 
undertaken to guide. The Board was 
also directed “to promote education in 
the principles and practices of codpera- 
tive marketing” and “to encourage 
the organization, improvement in 
methods, and development of effective 
codperative associations.” 

The policy of Congress in this respect 
may be likened to the protection given 
under our tariff policy to infant indus- 
tries—continued for many years in 
fact after maturity had been or should 
have been attained; or to the aid or 
privileges given to many public utility 
or business corporations when these 
were in an early stage of development; 
or to the capital provided initially from 
the Federal Treasury for the Federal 
Land Banks. Discrimination, such aid 
appeared, and often was; directly or 
indirectly it involved privileged com- 
petition with other business interests. 
It was considered justified, as Congress 
considered its present special aid to 
codperatives justified, by the intended 
and expected benefit to the national 
interest—in. this instance by improving 
the absolute and relative position of the 
agricultural portion of our national 
economy. 


Tue Poricy ann Irs MATURING 


The Federal Farm Board, in execut- 
ing these provisions of the Act, elected 
to proceed mainly by promoting the 
formation of several national commod- 
ity marketing corporations, owned and 
controlled by cotperatives already or- 
ganized or in process of organization, 
and serving in most cases as their cen- 


tral selling agency. Where the situa- 
tion did not warrant such organization 
or where the existing coUperatives did 
not desire it, efforts have been re- 
stricted to more limited scope; but the 
principle of promoting the cotperative 
marketing movement by all available 
means is being consistently followed. 

The task of thus building up, on the 
basis of comparatively limited ex- 
perience in codperative marketing, a 
far-reaching system of farmers’ co- 
operatives is a Herculean one. It in- 
volves much more than promotion, or- 
ganization, and initial financial aid; it 
involves development of the associa- 
tions through their own experience 
supplemented by such guidance as the 
Board can give. Not only the Board 
but also the cotperatives, their mem- 
bers, directors, and management, face 
large responsibilities. ‘This is not a 
task for a year or two. The inherent 
difficulties and the uncertainties and 
disturbances inevitably accompanying 
the process tend to loom largest in the 
comparatively early stages. As in the 
case of planting an orchard, the out- 
come must remain indeterminate until 
the trees mature. Apparent success or 
failure in particular instances in the 
early stages may mean much with 
respect to further steps to be taken by 
the codperatives or by the Board, but 
yet indicate little regarding ultimate 
success or failure. Such is the present 
stage, complicated as it is by the strain 
and stress of a major depression in agri- 
culture, industry, and trade. 

I believe that the cotJperative mar- 
keting features of the Act, having been 
embodied in law, merit testing over a 
period of several years, with the best 
efforts to insure the fulfillment of the 
hopes which inspired them. Given 
adequate trial, we shall presumably 
have answered definitively an impor- 
tant question that has been argued for 
many years; codperative marketing 
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will presumably come to hold the place 
that it deserves in our economic system; 
and the extent of its feasible contribu- 
tion to the solution of our agricultural 
problem will be made apparent. 


SURPLUS CONTROL 


After years of discussion of agricul- 
tural surpluses as responsible for tem- 
porary or persistent depression of farm 
prices, it was natural that surplus 
control should find a place in the Act, 
and significant that surplus prevention 
was also given recognition. Certain 
favored devices for surplus disposition 
by expulsion into world markets were 
not incorporated in the Act; in effect, 
the solution of the surplus problem was 
put up to the Board. Implicit were 
the theories that codperative marketing 
would facilitate more orderly disposi- 
tion of available supplies, that clearing- 
house associations might also contrib- 
ute to this end, and that resort might 
also be had to action by stabilization 
corporations if needed to “prevent 
. . . surpluses from causing undue and 
unwarranted fluctuations and depres- 
sions in prices for the commodity.” 

These provisions, in particular the 
stabilization provisions, opened up a 
practically new field of economic ex- 
perimentation. It is a virtue of the 
Act that no single type of policy was 
specifically prescribed for application 
to all commodities, and that leeway was 
allowed for choice of the field, the time, 
and the scope of operations. The 
Board was virtually bound to take such 
steps if and when the occasion seemed 
urgently to demand it, and if in its 
judgment the chances of success war- 
ranted the attempt. But it was not 
bound to continue indefinitely lines of 
policy which experience might show 
were, on the whole, not contributing 
_toward the major objective of the Act 
and were resulting disadvantageously 
otherwise. 


The first year’s experience with 
stabilization operations, as the Board’s 
first annual report to Congress made 
clear, led the Board to certain impor- 
tant and sobering conclusions. The 
second year’s experience will contribute 
more. The experience with efforts to 
persuade farmers to restrict acreage in 
order to prevent the production of em- 
barrassing surpluses has thus far been 
disappointing but it has had valuable 
by-products. I cannot take space here 
to discuss these experiences in detail. 
Clearly, however, the problem of pre- 
vention and control of agricultural sur- 
pluses now appears, in the midst of 
general depression, even more serious 
than it did when Congress was con- 
sidering surplus control measures. It 
is not national but world-wide in scope. 
We may seem no nearer to an effective 
solution than before; but it is from a 
combination of study and experience 
with efforts of this type that a solution 
or series of solutions is most likely to be 
worked out. 

Critics of the Act and the Board are 
correct in the view that such experience 
may be costly and that it may injure, in 
unintended ways, interests that natu- 
rally resent disturbance of their plan- 
ning and operations. ‘This is true, at 
least in the initial stages, of most major 
departures in national policy. The 
cost and the untoward consequences to 
private business should not be lightly 
regarded and should be kept to a mini- 
mum. Yet the results of the experi- 
ence in determining what can and what 
cannot be undertaken to advantage 
may well be worth considerable cost to 
the public treasury and to private 
business. What is essential is that the 
policy and the procedures, and in due 
time the Act itself, should be modified 
in the light of the experience fairly 
appraised, rather than that policies 
proved undesirable should be con- 
tinued. The Agricultural Marketing 
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Act permits and presumably contem- 
plated just this. 


THe FEDERAL Farm BOARD 


What Congress was vitally concerned 
with, in its consideration of agricultural 
legislation of a major character, was the 
improvement in the economic status of 
farmers and farming. The Agricul- 
tural Marketing Act, with its market- 
ing and stabilization provisions, was 
passed with this end in view. The 
Federal Farm Board was established 
not merely to carry into effect these 
provisions with such considerable dis- 
cretion as the Act permitted. It was 
charged with the broader task, and it is 
its proper and necessary function to 
grapple with it by resort to a variety of 
means within its scope or that may be 
brought within its scope. However 
great may be the success of efforts to 
develop codperative marketing and 
however large its contribution to 
betterment of agricultural conditions, 
whatever the outcome of stabilization 
operations, these cannot be counted 
upon to bring prosperity or stability to 
agriculture unless they are effectually 
supplemented by other measures. The 
Agricultural Marketing Act specifically 
gives the Board power to take certain 
other measures that have possibilities 
of contributing to this end. 


INDUSTRY PROGRAMS 


The Board should be in a position to 
promote the development of what are 
sometimes called industry programs for 
different phases of agricultural indus- 
tries and related processing and dis- 
tributive trades. The interests of 
farmers, processors, distributors, and 
consumers are by no means wholly at 
variance one with another. The dairy 
industry, for example—including farm 
producers of milk, cotperative and 
other milk distributors, coéperative 
and other processors of butter, cheese, 


and other milk products—faces certain 
problems in common which can be met 
only by certain joint efforts. The 
Agricultural Marketing Act contains 
provisions which furnish an opening 
for potentially important develop- 
ments in this direction. Provision is 
made for advisory commodity com- 
mittees to be selected by the codpera- 
tives, including at least two experienced 
handlers or processors of the commod- 
ity in question. Several such commit- 
tees have been appointed and have 
met. Their deliberations have shown 
promise of important developments; 
but the ground has hardly been broken 
for the performance of functions of 
large importance. 

The Board has another field for 
promising exploration and experimen- 
tation in the clearing-house provisions 
oftheAct. Under these, clearing-house 
associations may be formed with a view 


to effecting the economic distribution of the 
agricultural commodity among the various 
markets and to minimizing waste and loss in 
the marketing of the commodity. . . . In- 
dependent dealers in, and handlers, distrib- 
utors, and processors of the commodity, as 
well as codperative associations handling 
the commodity, shall be eligible for mem- 
bership in the clearing-house association. 


Such organizations may well grow out 
of the work of the advisory commodity 
committees. Experimental as they 
must be at the outset, restricted as 
their initial ambitions may well be, 
they would seem to have a large poten- 
tial field for contributing to improve- 
ment of methods of distribution, pre- 
vention and control of surpluses, and 
stabilization of the currents of inter- 
state and foreign commerce. 


FURTHER Frmups or OppRATION 
The Board is also authorized and 
directed 


to investigate conditions of overproduction 
of agricultural commodities and advise as 
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to the prevention of such overproduction, 
[and] to make investigations and reports 
and publish the same, including investiga- 
tions and reports upon the following: land 
utilization for agricultural purposes; re- 
duction of the acreage of unprofitable mar- 
ginal lands in cultivation; methods of ex- 
panding markets at home and abroad for 
agricultural commodities and food products 
thereof; methods of developing by-products 
of and new uses for agricultural commodi- 
ties; and transportation conditions and 
their effect upon the marketing of agricul- 
tural commodities. 

Although these provisions contain no 
specific authorization for action, all 
who are familar with the subjects 
touched upon are aware of the funda- 
mental importance of wise, construc- 
tive action along these lines if our agri- 
cultural problems are really to be 
solved. Most of these subjects have 
been under investigation in the Depart- 
ment of Agriculture and some of the 
states for several years. But in most 
respects the work has not been pushed 
to the point of action save in limited 
areas, to a limited extent. The cotp- 
eration of the Department of Agricul- 
ture and the state agricultural colleges 
and other state agencies would be 
essential. But the Farm Board has, in 
theory at least, an opportunity to aid 
significantly in crystallizing studies, 
developing them to the point of mdi- 
cating what lines of action are desirable, 
bringing them forcefully to the atten- 
tion of the agencies concerned, and, 
either within its present powers or by 
extension, promoting wise and effective 
action. 

If the Board should prove able really 
to grapple with these problems, its aid 
will presumably be welcomed in others 
not mentioned in the Act. Lest it 
appear that I seek the aggrandizement 
of the Board and its functions, I refrain 


from mentioning several which seem to 
me to deserve eventually to be specifi- 
cally included within the Board’s scope. 
The Board should not invade the 
sphere of the Department of Agricul- 
ture, state agricultural colleges, or 
other agencies; it should enlist and 
proceed with the utmost codperation 
from these; but it has the possibility of 
supplementing in powerful and effective 
ways the invaluable work of these other 
institutions. 


Apvisory FUNCTION or THE Boarp 


Finally, one of the important oppor- 
tunities of the Board is to lend effective 
aid in the formulation of a mere sound 
agritultural policy. The determina- 
tion of that policy in its various ele- 
ments rests with Congress. But the 
Board, out of its combination of study 
and experience, has the possibility of 
developing a coherent, comprehensive, 
far-visioned policy for Congress to con- 
sider. It should become, among other 
things, an expert counselor to Congres- 
sional committees, and its recommen- 
dations and considered reactions to pro- 
posals of others should come to carry 
well-deserved weight. The experience 
of recent years has indicated a serious 
need for such an agency. 

These various opportunities or func- 
tions of the Federal Farm Board are 
commonly ignored or lost sight of in 
the emphasis on the codperative mar- 
keting program and the attention at- 
tracted by the stabilization operations. 
Unfortunately these urgent tasks have 
so largely absorbed the attention of the 
Board and its staff thus far that only 
limited progress has been made along 
these other fundamental lines. Yet 
the latter are at least as important in a 
program calculated to attain the objec- 
tives laid down by Congress. 


Opposing the Agricultural Marketing Act 


By C. D. STURTEVANT 
President, Trans-Mississippi Grain Company, Omaha, Nebraska 


HE policy of Congress, as ex- 

pressed in Section I of the Agri- 
cultural Marketing Act, is “to place 
agriculture upon an equality with other 
industries and to that end to control 
the currents of commerce by: (1) 
minimizing speculation, (2) preventing 
inefficient and wasteful distribution, 
(3) organizing a producer-controlled 
distributing system, and (4) controlling 
surpluses.” It places the blame for 
agricultural distress upon the present 
distributing system and it assumes that 
this system is inefficient and that in- 
dustrial methods can be successfully 
applied to agriculture. Further, it is 
based upon the fallacy, so far as grain 
is concerned, that prices can be con- 
trolled by controlling distribution. 


MINIMIZING SPHCULATION 


Throughout the ages the speculator 
in food has been the object of both 
popular and governmental attack, but 
this is perhaps the first time in history 
that he has been indicted for the crime 
of lowering prices. Heretofore he has 
been punished by penal action and by 
popular uprising because he has in- 
creased the price of bread, and all our 
historical and current experience tells 
us that the speculative influence makes 
for higher and not for lower prices. 
The speculator is an optimist. If he 
were not he would not be a speculator. 
Nine times out of ten he is buying and 
boosting prices, hoping for a profit. 
It is true that the system of trading for 
future delivery, as developed on the 
commodity exchanges, permits a specu- 
lator to “sell something he does not 
possess,” with the expectation of mak- 
ing a profit when prices go down. Itis 


the theory of Congress that these 
short sales exercise an unduly depress- 
ing influence on the market. 

Protagonists of plans to restrict 
short selling seem to forget that a 
speculative short seller must become a 
buyer when it comes time to close his 
deals and establish his profit or loss. 
They forget, too, that the most stabi- 
lizing factor in any market is the 
covering of short sales, and that every 
speculative transaction is at one time a 
purchase and at another time a sale. 
They ignore the fact that so far as the 
pit is concerned it matters not whether 
a certain transaction is an original 
short sale or a sale by a “bull” who is 
going out of the market. The effect 
upon the market is the same. 

The true function of futures con- 
tracts is to provide a means whereby 
stocks of stored grain may be protected 
against price decline by making off- 
setting futures sales. 

In spite of the opportunity offered 
by the futures contracts, to sell grain 
in anticipation of a decline, the great 
bulk of speculation is upon the buying 
side of the market, and the speculator’s 
purchases have heretofore supplied the 
necessary demand for hedgers’ sales. 
By making his purchases during the 
crop-moving season, he has repeatedly 
permitted the producer to dispose of 
his product at harvest time on a rising 
market. If he isa successful speculator 
he increases the cost of bread to the 
consumer. If he is unsuccessful, under 
our present marketing system, he per- 
mits the hedging owner of wheat to 
distribute his commodity to the con- 
sumer at less than cost, and pays the 
difference himself. 
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No better example of this can be 
cited than the marketing of the 192%- 
1980 crop. Farm Board and other 
official announcements from Washing- 
ton encouraged a vast amount of specu- 
lative buying, not only in the grain 
trade but among all classes of citizens, 
with the result that a high level of 
prices was maintained during the heavy 
crop movement. It was not until 
after the greater portion of this crop 
had been sold by the farmer that prices 
began to recede, and while it is prob- 
ably true that short selling contributed 
to that decline, it is also undoubtedly 
true that sales by speculators who 
originally bought grain because they 
believed the Farm Board would suc- 
ceed in its efforts to advance prices, 
contributed to the crash in an even 
greater degree. 


Markit DEPRESSION 


Due, at least in part, to the opera- 
tions of the Stabilization Corporation, 
this speculative interest was largely 
absent from the 1930-1931 market. 
As a result, this year’s wheat crop was 
delivered upon a declining market, at 
lower prices. At this writing (January 
1, 1981), with every prospect that the 
heavy stocks of wheat owned by the 
Wheat Stabilization Corporation will 
continue to act as an insurmountable 
depressant upon the market, the in- 
dicated price the farmer will receive 
for his 1981 crop is upon a starvation 
basis. 

The mandate from Congress to 
“minimize speculation ” is perhaps the 
only provision of the Act that has been 
completely realized by the Farm 
Board, but it is doubtful if this were 
done with deliberate intent. There 
can be no doubt that speculation in 
wheat has been minimized. In fact 
it has been almost eliminated except 
for the speculative transactions now 
being carried on by the Government. 


These operations have driven private 
speculators away, so that instead of a 
widely scattered ownership of future 
wheat contracts and a continuous 
active market, we have the Govern- 
ment as practically the only buyer. 
The volume of business under these 
conditions is so small that the wheat 
pit of the Chicago Board of Trade, 
always the largest and most promi- 
nent feature of the trading room, 
has been turned over to traders in 
corn. 

In all the history of the grain trade, 
no private speculator ever successfully 
operated contrary to the law of supply 
and demand. He might and did 
temporarily affect values; he did at 
times temporarily manipulate prices 
higher or lower than they would other- 
wise have gone; but his final settle- 
ments were invariably made at ap- 
proximately the values dictated by 
that law. The path of the grain trade 
is strewn with the financial corpses of 
men who thought they could “repeal” 
this law. ‘There were Hutchinson and 
Partridge and Phillips and Leiter and 
Armour, to mention only a few. It 
remains to be seen whether the Farm 
Board, with the United States Treasury 
to draw upon, carrying on at present 
the greatest speculative deal in history, 
will succeed where they failed. 

Speculation has been minimized as 
Congress commanded, and in conse- 
quence the Government itself has been 
forced by the inevitable course of 
events to substitute itself for the indi- 
vidual speculator. Private initiative 
cannot and will not try to compete with 
the Government in business, and the 
Government will find itself perma- 
nently established as the world’s greatest 
speculator in grain unless the confi- 
dence of the speculating public can be 
restored by .proper assurances that 
the Government will not occupy the 
field. 
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PREVENTING [NEFFICIBNT AND 
WASTEFUL DISTRIBUTION 


The adoption in toto by the Farm 
Board agencies of existing methods of 
distribution is the best testimonial of 
the efficiency and the economy of the 
existing system. The operations of 
these agencies have been upon exactly 
the same basis as are those of the 
private trade. Grain is bought from 
farmers and passes through exactly the 
same channels as it did before the Act 
was approved. 

An important characteristic of the 
system of grain distribution is the 
extreme liquidity of the flow in dis- 
tributive channels. The slightest vari- 
ation in comparative values in markets 
or localities is met and counteracted 
by a change in the flow of the grain in 
the direction of the highest price. As 
a result of this extreme liquidity, there 
are at times some duplications in the 
handling of grain. Some instances 
have been called to the attention of the 
Farm Board where wheat has moved 
from a point of production to market 
and then back to the point of pro- 
duction, for consumption. The Farm 
Board has announced that it will do 
away with all such “wasteful trans- 
portation.” 
` If we were to revert to a simple 
system of direct barter and exchange, 
such a result might be accomplished; 


but in the present complex state of our ` 


civilization, a certain amount of dupli- 
cation of effort seems inevitable. The 
grain marketing machinery may well 
be likened to a vast complicated system 
of intercommunicating reservoirs, into 
which grain from the farm is con- 
stantly being poured from all direc- 
tions, and between which there is a 
constant movement in the direction of 
the highest price. If conditions change 
during the crop year in any particular 
market or section, causing a variation 


in the level of values, grain may well 
flow back over its original course for a 
limited time and to a limited extent. 
This does not mean that the system is 
wasteful in its operation, but only that 
it responds immediately and efficiently 
to every fluctuation of supply and 
demand. 

Operations of Farm Board agencies 
have not in the slightest degree reduced 
the duplication of movement, which at 
its worst is but a minor incident of 
gigantic distributive forces. On the 
contrary there seems to be more 
duplication of effort under Farm 
Board operation than there was before. 
So far as physical operation is con- 
cerned there is no evidence that Farm 
Board agencies have effected or expect 
to effect- any material economies. 
Keen competition existing prior to 
Farm Board activities forced extremely 
economical operation, with the result 
that profits were small. It is conceded 
by the Farm Board that the grain 
distributors’ profits under the present 
system are relatively so small that the 
entire amount, if taken and presented 
to the producers, would not be an 
appreciable factor so far as farm relief 
is concerned. 


Tean Propucer-ConrTRoLLED 
DISTRIBUTING SYSTEM 


The Farm Board has taken certain 
elements of the privately owned system 
and has organized therefrom a so-called 
codperatively owned and operated 
grain distributing agency. This agency 
is based upon producer membership in 
local codperative associations operating 
country elevators. These associations 
have been persuaded to buy stock in 
so-called regional organizations in the 
primary markets. These regional or- 
ganizations act as commission mer- 
chants and selling agents. They in 
turn own stock in, and sell their grain 
to, the Farmers National Grain Cor- 
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poration, which operates large terminal 
elevators in the primary, terminal, and 
export markets. In order to acquire 
facilities in time to handle the 1930 
crop, the Farmers National Grain 
Corporation bought the going business 
of a number of privately owned grain 
distributing companies operating in 
the Middle West. 

The personnel of the purchased 
companies was largely taken over by 
the Farmers organizations, and in addi- 
tion, many well-known and able men 
were lured away from the private trade 
by high salaries, so that the Farmers 
National Grain Corporation and its 
regional subsidiaries are managed by 
capable men with wide experience in 
grain distribution. 

Stock in the regional companies was 
sold to local associations upon a down 
payment of ten per cent and the 
balance in yearly payments, presum- 
ably to be met by dividends from 
prospective earnings. The “regional” 
ownership of Farmers National stock 
is upon a similar basis. The capital 
investment of the Farmers National 
set-up is, therefore, very meager as 
compared with the volume of business 
transacted and the investment in grain 
stocks. It would be totally imade- 
quate to finance a privately owned 
business, and the Farmers National is, 
to all intents and purposes, financed 
from the Farm Board Revolving Fund. 

The Farmers National Grain Cor- 
poration, so far as volume of business 
and capacity for the storage of grain is 
concerned, at present compares favor- 
ably with any one of the largest pri- 
vately owned grain companies. The 
fulfillment of its plans will undoubtedly 
place it in a commanding position and 
far in the lead of any privately owned 
competitor. It claims to have handled 
a large part of the 1980 wheat crop and 
is expected to extend its activities 
rapidly, as it has announced the in- 


tention of handling and merchandising 
fifty per cent or more of the wheat 
production of the United States. 

Contracts between the Farmers Na- 
tional and its subsidiaries are not in 
accord with existing customs in the 
trade, as they prohibit the sale of grain 
to others than members of their own 
organization except at a penalty. If 
a regional subsidiary sells grain con- 
signed to him by a local codperative to 
a privately owned buyer, he must pay 
the Farmers National Grain Corpora- 
tion a penalty. 

This policy, for the first time, intro- 
duces monopolistic methods into a 
trade which has been remarkably free 
from such influences. This particular 
arrangement is remindful of the famous 
contract of the Standard Oil Company 
with the railroads, prior to the pro- 
hibition of rebates by the Interstate 
Commerce Act, whereby the Standard 
received rebates not only on its own 
shipments, but also on the shipments 
of its competitors. No privately 
owned merchandising system can long 
exist in competition with such methods. 


SMALL GRAIN DEALERS ELIMINATED 


The mandate of Congress to the 
Farm Board to introduce industrial 
methods in the grain trade has evi- 
dently been interpreted to mean “to 
eliminate competition.” The competi- 
tion that is being eliminated is the 
smaller independent grain dealer (al- 
ways an aggressive buyer), and the 
tendency will be for the remainder of 
the trade to consolidate into larger 
units. The buying power will be con- 
centrated in a few strong hands and 
this will tend to increase middleman 
profits. Farm revenues will be in- 
creased to the extent that profits of the 
Farmers marketing system (the Farm- 
ers National Grain Corporation and 
subsidiaries) are increased and dis- 
tributed. These additional profits will 
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be obtained, however, at the cost of 
reduced prices to the producer, because 
they will be the result of reduced 
competition in buying. 

Farm Board statements that no 
middleman is interested in the price of 
grain, because he is protected by the 
hedging system against price decline 
and because he is interested only in 
volume, are untrue. The grain middle- 
man has little control over the vclume 
of his business. He can handle only 
what the producer gives him, and the 
best way to persuade the producer to 
deliver grain is to pay him a satis- 
factory price, which must be equal to 
or higher than any competitor’s price. 
The grain middleman’s volume of busi- 
mess can, therefore, always be in- 
creased on an upward market, which 
permits the payment of higher prices 
to the producer. 

The truism that middleman profits 
increase with the unit price of the com- 
modity handled, applies to grain to the 
fullest extent, in spite of the price 
protection of the hedging system. No 
greater calamity ever faced the grain 
trade than the present prospect of 
being forced to handle next year’s 
wheat crop at prices that will net the 
farmer, in the surplus producing states, 
less than forty cents a bushel. 

The elimination of many grain 
merchants who would otherwise add to 
the buying power will have a depressing 
effect on an already unbearable situa- 
tion. So far as the farmer is con- 
cerned, the Farmers National Grain 
Corporation and subsidiaries will have 
created a situation that will permit 
them to buy his grain at a lower price. 


CONTROLLING THA WHEAT SURPLUS 


The Wheat Stabilization Corpora- 
tion came into being in February of 
1930 to take over and extend current 
operations of the Farm Board and the 
Farmers National Grain Corporation, 


undertaken during the Fall of 1929 and 
the early Winter of 1980, for the pur- 
pose of supporting the falling wheat 
market. 

Announcement by the Farm Board 
early in August of 1929 that wheat was 
too cheap, followed by later similar 
announcements from it and other 
governmental agencies, proved in- 
correct. In the face of declining 
values the Board announced on October 
26, 1929 that it would loan to co- 
operative organizations, from its re- 
volving fund, amounts approximately 
equal to the full market value of the 
commodity on that date. “By this 
means it was hoped to prevent an 
unwarranted decline in prices.” ! 

The loan policy proved ineffectual 
and prices declined to lower levels, so 
that the value of the collateral pledged 
to secure the loans was insufficient 
to liquidate them. To stabilize this 
value, and in a further attempt to 
prevent price recessions, the Farmers 
National Grain Corporation then com- 
menced to buy wheat at the established 
loan value. Values continued to re- 
cede so that grain so purchased could 
not be resold except at a loss. 

By this time the Farm Board prob- 
ably realized that it was inconsistent 
for it to compel the Farmers National 
Grain Corporation, which it had or- 
ganized for the purpose of earning 
profits, to operate at a loss. The 
Stabilization Corporation, therefore, 
was organized and presumably took 
over all losing transactions made by the 
Farmers National Grain Corporation 
in its abortive attempt to stabilize the 
market. This left the Farmers Na- 
tional Grain Corporation to continue 
its profit-making activities, and placed 
the unprofitable burden of supporting 
the market upon the Stabilization 
Corporation. 


i First Annual Report of the Federal Farm 
Board, p. 27. 
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Tas 1980 May WHEAT CORNER 
The Stabilization Corporation, after 
its organization in February, finding 
that the purchase of wheat at the 
pegged prices was ineffectual to restore 
values to the pegged level, and in order 


to avert still further declines, entered’ 


the futures market by buying large 
amounts of May wheat in Chicago, 
Kansas City, St. Louis, Minneapolis, 
and Duluth, and very soon the volume 
of these purchases was so great as to 
create corners, particularly at Chicago. 

Fortunately the Farm Board awoke 
in time to realize that the inevitable 
result of corners in the futures markets 
meant that wheat would flow in im- 
mense quantities and from every 
direction to those markets for delivery 
to them, and that unless the situation 
was relieved they would accumulate 
wheat in-Chicago in an amount that 
would exceed the available storage 
capacity by many millions of bushels. 
The result would be an unprecedented 
railway congestion. Much of the 
wheat upon which they were poten- 
tially demanding delivery had already 
moved east from Chicago and south 
to the Gulf on its journey to its con- 
sumptive destination. Not only would 
the return of it to Chicago cause severe 
logs to its present owners, but the final 
distribution of it would make it neces- 
sary for them to pay another trans- 
portation charge to get it back to its 
then present location. 

As a result of this impending debacle, 
the Farm Board made private adjust- 
ments with many of the wheat owners 
by taking title to their wheat in its then 
present location, and with others by 
allowing them to settle their May 
contracts upon a basis that permitted 
them to retain ownership of their wheat 
stocks without material loss. Corners 
in the other contract markets were 
similarly adjusted. 


The final outcome of the 1929-1980 
stabilization operation was that the 
Farm Board, through the Stabilization 
Corporation, became the owner of 
fifty to sixty million bushels of wheat 
stored in their elevators and in ele- 
vators operated by the private trade, 
and they entered the new crop year in 
that position. 


Tam 19381 May Wuaeat CORNER 


While the 1980 operation was under 
way it was announced that no pur- 
chases of new crop wheat would be 
made, and that the stocks acquired 
would not be disposed of until they 
could be sold at a profit. Following 
this announcement the Stabilization 
Corporation remained out of the future 
markets after the 1980 May wheat 
corner was settled, until the late Fall 
of 1980. 

Further price recessions occurred 
when the 1981 crop moved to market, 
due to the absence of actual and 
speculative demand, and the Stabiliza- 
tion Corporation reéntered the specu- 
lative market in a large way. Large 
amounts of May wheat were purchased 
in the futures markets, and the Chicago 
contract was pegged first at seventy- 
seven cents and later at eighty-one 
cents a bushel, where it stands today 
(January 1, 1931). This is twenty- 
seven cents above the Winnipeg mar- 
ket, which would normally be higher, 
and nineteen cents above Chicago 
July, which in the absence of Farm 
Board activities would be three to four 
cents higher than May. 

If the present relationship is main- 
tained and the Farm Board continues 
to buy to maintain the price, the result 
will be that by May 31 it will have 
bought and paid for the entire surplus 
wheat supply of the United States, 
variously estimated to be on that date 
150,000,000 to 250,000,000 bushels, 
probably close to the latter amount. 
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The private trade with stocks of 
wheat hedged in the May contracts is 
in the same position as a year ago. If 
actual delivery on these contracts 1s 
demanded, the wheat will be shipped 
and delivered with a heavy loss to the 
owner, excessive “wasteful transporta- 
tion,” and much railroad congestion. 
It is therefore to be hoped that when 
the proper time comes, the Stabuliza- 
tion Corporation will accept delivery 
of such wheat as it wants without 
forcing its movement from its present 
location. 


Tus Two Farm Boarp WHEAT 
AGENCIES 


It should be noted that while the 
Farmers National Grain Corporation 
and the Wheat Stabilization Corpora- 
tion have interlocking management 
and officers, occupy the same offices, 
and are dealing with the trade and 
with each other in the same com- 
modity, their functions must be clearly 
distinguished for a proper understand- 
ing of the Farm Board program. 

The Farmers National Grain Cor- 
poration is embarked on a program to 
put the producer of grain in permanent 
control of the distribution of his prod- 
uct, and while permanent losses, if 
any, will be paid from the revolving 
fund, profits, if any, will belong to 
the codperative association stockhold- 
ers and through them to their indi- 
vidual members. 

The Wheat Stabilization Corpora- 
tion is carrying on a temporary activ- 
ity, and announces that it will operate 
only in case of emergency. While its 
organization apparently technically 
complies with paragraph (8), Section 
IX (a) of the Act, requiring that all 
voting stock shall be owned only by 
codperative associations, this is at best 
but a subterfuge. The only stock out- 
standing is for the purpose of comply- 
ing with the law, and “all profits or 


losses will fall upon the Revolving 
Fund.”? This company is expected to 
lose money. 

With all possible respect for the 
integrity and the honesty of purpose of 
the present officers of these organiza- 
tions, it would seem contrary to the 
principles of our Government for any 
group of Government or quasi-Govern- 
ment officials to be placed in a position 
where they can, without check or 
hindrance, divert profits and losses 
and expenses from one account to 
another. 

The diversion of losses from the 
accounts of the Farmers National 
Grain Corporation to the accounts of 
the Wheat Stabilization Corporation 
might permit the former agency to 
show profitable operations and thus 
partially justify its existence. The 
immense volume of the transactions of 
the Stabilization Corporation and the 
immense prospective loss are so great 
thet such diversion would be entirely 
lost sight of in the Stabilization opera- 
tions. No Government agency should 
have the opportunity to conceal the 
truth as to profitable or unprofitable 
operations; and certainly the manage- 
ment of these two corporations, if they 
are to have the confidence of the public 
and of Congress, should be separated. 
Different groups of officials, each 
charged with the duty of making the 
most profitable returns possible for his 
particular company, should be placed 
in charge, each group protecting its 
interests against the interests of the 
other. 

The present grain marketing system 
has been evolved and developed by 
individual initiative. It is not perfect, 
but under the spur of competition it 
has steadily and consistently aimed at 
improvement. This product of the 
brain and sweat of three generations of 


3 Federal Farm Board press release, Feb 11, 
1930. 
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grain merchants is to be destroyed, and 
from its ruins the Farm Board proposes 
to create, full-grown, a new and im- 
proved system. This is a typical 
example of the bureaucratic domina- 
tion that nothing can dismay. This 
new system, if the present law is 
followed, must be “producer-owned 
and producer-controlled,” and this 
may be the rock upon which the Farm 
Board venture will be wrecked. 

' Subscriptions for Farmers National 
set-up stocks can hardly be said to be 
indicative of any great producer inter- 
est in the program, but if these organi- 
zations show favorable earnings, the 
situation may change. It is under- 
stood that all Stabilization wheat pays 
a handling and brokerage charge to the 
Farmers National Grain Corporation 
and its regional subsidiaries. That 
alone should furnish sufficient business 
to permit the Farmers National set-up 
to show favorable net earnings. 


Tas GOVERNMENT IN BUSINESS 


A discussion as to whether or not the 
Government of the United States is 
engaged in the grain business has 
probably more political than economic 
significance. 

The Government, like a corporation, 
has no “body to be kicked or soul to be 
damned,” and for either a government 
or a corporation to be in business, it 
must operate through the efforts of its 
officers and agencies. The ownership 
of the Wheat Stabilization Corporation 
is vested in stockholders who have 
“waived all rights to the profits so that 
profits and losses shall be borne by the 
Revolving Fund.” The management 
is the same as that of the Farmers 
National Grain Corporation. These 
officers are daily engaged in the buying 
and selling of grain for both spot and 
future delivery. The Corporation 
owns the largest stock of grain ever 
accumulated under single ownership in 


times of peace. It is paying storage, 
interest, and insurance charges. All 
profits or losses are the property of the 
United States of America, financed 
through the revolving fund created 
by the Agricultural Marketing Act. 
No further evidence should be neces- 
sary that the Government is in busi- 
ness. 

The Farm Board program to reduce 
wheat production to a domestic basis is 
apparently the one outstanding item 
upon which future success of farm relief 
stands or falls. That such a reduction 
would put American wheat upon an 
American basis is clear, but there is no 
assurance that such a basis would be 
high enough to justify Farm Board 
activities. 

Industrialization of wheat farming 
means mass production at low costs 
and the elimination of the “border line 
producer.” ‘This “border line” is not 
geographical but economic, and the 
wheat producer who will survive will 
be the one that can produce the cheap- 
est wheat—not the Middle Western 
man who, with his family, farms his 
section or his half section and rotates 
an “eighty” in wheat every year. He 
cannot afford to buy a combine. He 
has a big investment in land and im- 
provements, and his taxes are high. 
The survivor will be the man on the 
geographical border line who does not 
live on his farm. He plants it all to 
wheat in the fall and returns with a 
combine in the spring and harvests his 
crop. His land is cheap and his tax is 
low because his farm is not improved. 
He lives elsewhere upon the proceeds 
of his one crop; but he, and he alone, 
can produce wheat at a profit even 
under present low price conditions. 
If farming is to be industrialized, this 
kind of farmer will, m the future, 
furnish the nation’s bread at prices 
which will spell starvation for the 
high-cost farmer. 
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Erruct or Fanm Boarp OPERATIONS 


Farm Board operations to date have 
again demonstrated the futility of all 
governmental attempts to artificially 
increase commodity prices. Wealth 
cannot be legislated into existence. 
Prices cannot be permanently raised by 
segregating surpluses even under gov- 
ernment ownership; and at least so far 
as grain is concerned, the two great 
forces of production and consumption 
eventually control values. All other 
price-making factors, including control 
of distribution, are of negligible im- 
portance. 

Nearly every move the Farm Board 
has made has tended to reduce con- 
sumption and thus depress values. 
The high prices that prevailed during 
the Fall of 1929 (the result of Farm 
Board propaganda) prevented the 
seasonal export movement which must 
occur at this period if this country is to 
market its wheat in an orderly manner 
by taking proper advantage of world 
demands. The pegging of prices dur- 
ing the early part of 1980 prevented 
normal seasonal domestic and export 
distribution. Millers and bakers were 
afraid to buy and no distributor could 
tell from one day to the next what new 
move would be made to disturb condi- 
tions. Private initiative in the wheat 
distributing business was discouraged, 
as is inevitable when government 
agencies are in competition. 

The same condition exists during 


the early Winter of 1930-1931, and in 
addition, the pegging of prices in the 
futures markets is attracting an un- 
precedentedly heavy movement from 
the farm, which will bring to terminal 
markets all of that part of the surplus 
which would, under normal conditions, 
remain in the country and be available 
for later orderly marketing. Millers 
have lost their export market, and 
wheat products and corn are being 
imported for domestic feeding. Rela- 
tively cheaper prices for corn and other 
feed stuffs have mitigated against the 
Farm Board wheat-feeding program. 

There seems to be no prospect of 
higher prices unless there is a crop 
failure amounting to a calamity. If 
such a crop failure occurs abroad, and 
thus benefits the American farmer, it is 
to be presumed that the Farm Board 
will have justified its existence. H it 
should occur in this country, the Farm 
Board might have an opportunity to 
sell its wheat without loss. This 
would benefit the revolving fund and 
thus indirectly the taxpayer; but a 
crop failure sufficient to bring this 
about would spell ruin to American 
farmers and would not be “farm 
relief.”’ 

Perhaps all criticism of Farm Board 
operations may be summed up in the 
statement that the indicated value for 
the 1931 crop is $0.65 a bushel de- 
livered at Chicago, and that the same 
wheat was worth $1.15 when the Farm 
Board was born. 


Arbitraging in Grain 


By Srepex C. Hargis, B.S. 


General Partner, Scott, Burrows & Christie; Vice-President, Chicago Board of Trade, 
Chicago, Ilinois 


RBITRAGING—or spreading, as 
it is more commonly called—in 
grain consists of the purchase of a 
futures contract for a certain amount 
of a particular cereal in a certain 
position, and the simultaneous sale of 
an identical amount of that or some 
other cereal in the same or another 
position. Spreading has many ramifi- 
cations, and there is probably no 
definition that would adequately cover 
all phases of its operations. For 
example, in spreading corn and oats, 
many operators would contend that 
it Is not proper to buy and sell an 
identical number of bushels, because 
of the difference m weight per bushel. 
The same reasoning would apply to 
the spreading of barley and wheat 
or barley and oats. But in the simpler 
form of the practice, one may assume 
that equal bushels are involved in the 
purchase and the sale. 


KiInns oF SPREADING 


Eliminating spreading between differ- 
ent grains, which is a rarer operation, 
ordinary spreading may be generally 
divided into two classifications, name- 
ly, position and time. In the case of 
position spreading, a certain grain 
future is bought in one market and sold 
in another. For example, May wheat 
is bought in Winnipeg and sold in 
Chicago simultaneously and in equal 
amounts. The purpose of this opera- 
tion, of course, is to realize a profit; and 
the impelling motive is the belief that 
wheat is relatively cheaper in Winnipeg 
and ‘dearer in Chicago than it should 
be, ‚due to conditions which the 


ba a 


spreader believes are temporary. 


14 


For example, during the period of 
heavy movement in Canada, hedging 
pressure in the Winnipeg market is 
quite severe and depression frequently 
occurs in those futures. Speculative 
buying power in Canada may be light, 
due to financial conditions, lack of 
speculative interest, and go forth. The 
spreader will not buy until the differ- 
ence is attractive. That may be at 
a discount of five cents per bushel under 
Chicago May wheat, or even more, 
depending on individual judgment as 
to what constitutes a safe difference. 

Various factors enter into this deter- 
mination. Ordinarily, if the United 
States has a large surplus for export, 
and Canada a normal crop, the spreader 
will reason that the two wheats must 
sell on a competitive basis in order for 
both countries to dispose of their 
respective surpluses. Quality of the 
Canadian wheat is usually superior to 
that of our own product; in fact, the 
Manitoba three-northern, year in and 
year out, will perhaps average as good 
as number two hard wheat in Chicago. 
Manitoba three-northern is deliverable 
at eight cents discount under Winnipeg 
contract prices, while number two 
hard in Chicago is deliverable at con- 
tract price. Therefore, the spreader 
reasons that Winnipeg futures at the 
end of the season would be warranted 
in selling at eight cents above Chicago 
futures, other things bemg equal. 

From a superficial viewpoint, it 
would appear quite simple to buy 
Winnipeg and sell Chicago wheat 
whenever the Winnipeg futures were 
under Chicago; but other factors 
frequently enter into the calculations 
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and make the spreading operation more 
complicated. For example, in 1925 
the United States raised a small crop 
of wheat—only 676 million bushels, 
compared with a normal crop of about 
825 miullion—and there was barely 
sufficient to supply domestic needs. 
As a result, Chicago May wheat sold 
in the following spring at fifteen cents 
over Winnipeg May, and the spreader 
who followed the customary procedure 
of selling Chicago May wheat and 
buying Winnipeg May wheat would 
have lost money. 

Then again, in the Spring of 1980, 
normal spreading relationships were 
badly upset by the entry of the Grain 
Stabilization Corporation into the fu- 
tures markets. At first their opera- 
tions centered in the Chicago May 
wheat contract and the result was 
unusual strength in that delivery com- 
pared with other positions. For ex- 
ample, Chicago May wheat had been 
ten cents under Winnipeg May earlier 
in the season, due to a very small crop 
of superior quality m Canada, and a 
liberal crop in the United States. 
When the Stabilization Corporation, 
functioning with Government money, 
started to buy Chicago May wheat in 

rch, 1980, there was a scramble on 
the part of speculative shorts and 
spreaders to cover their Chicago May 
contracts. As a result, Chicago May 
wheat went to a premium of seven 
cents per bushel over Winnipeg May 
wheat in spite of the fact that this 
country held an enormous surplus for 
export and actually carried over more 
wheat in the following July than ever 
before in its history. It is natural to 
inquire why this happened, and the 
only logical reply is that fear of govern- 
mental interference in the market out- 
weighed all normal factors of commer- 
cial value and it was the psychology 
of fear that governed spreading differ- 
ences. When this psychology changed 


in May and these fears had subsided, 
Winnipeg May wheat regained a 
premium of five cents over Chicago, 
a difference more nearly in line with 
ordinary relationships and merchandis- 
ing values. 


AN INTERESTING SITUATION 


As a third example, and one which is 
quite interesting because it embodies a 
spreading operation which has not yet 
been completed, there is the current 
situation with respect to Winnipeg and 
Chicago May wheat. In August of 
1980, Winnipeg May wheat was selling 
at two cents over Chicago May, a fair 
difference under ordinary circumstances 
with a moderate crop prospect in Can- 
ada and a big one in the United States. 
But a new factor has developed in the 
financial position of the Canadian pool. 
Whereas formerly that organization 
held its wheat during the heavy move- 
ment and kept pressure off from the 
market, in 1930 it had been freely 
rumored that Canadian banks were 
compelling the pool to hedge a liberal 
proportion of its receipts. As a result 
there has been steady pressure on 
Winnipeg wheat futures. Simultane- 
ously there has been persistent specula- 
tive buying of Chicago futures, partly 
because of talk of heavy domestic feed- 
ing as a result of the great drought and 
partly because prices were low. 

At the time of this writing (Septem- 
ber, 1980) Winnipeg May wheat has 
declined to a discount of about six cents 
under Chicago May. What will the 
outcome be? ‘The spreader may rea- 
son that Canadian pressure will ulti- 
mately disappear after the crop moves, 
that Canada will do most of the export 
business at our expense because of 
superior quality, and that our domestic 
surplus will depress Chicago May 
wheat to a discount under Winnipeg 
May wheat next spring; or he may take 
the view that domestic feeding of wheat 
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will absorb our surplus and maintain 
Chicago futures at a premium over 
Winnipeg throughout the season. The 
successful spreader must watch week- 
to-week and month-to-month develop- 
ments along these lines and be gov- 
erned by the facts as they are available. 


OTHER [NTER-MARKET SPREADING 

While spreading between Winnipeg 
and Chicago futures constitutes the 
greater part of the inter-market busi- 
ness, there is more or less constant 
arbitraging going on between Minneap- 
olis and Kansas City, and Duluth and 
Chicago, all the time. Minneapolis 
represents a spring wheat market and 
naturally reflects the supply-and-de- 
mand situation in spring wheat terri- 
tory. Should there be an acute short- 
age in the spring wheat crop it is 
logical to expect that Minneapolis 
futures will command a premium over 
Chicago. 

This was strikingly illustrated in 
May, 1922, when Minneapolis futures 
sold at a premium of twenty-eight cents 
over Chicago, reflecting a small spring 
wheat crop and a liberal winter wheat 
outturn from the 1921 crop. The 
spreader who had anticipated this 
shortage early in March could have 
bought Minneapolis May wheat at 
one cent under Chicago May wheat and 
made a maximum profit of twenty-nine 
cents per bushel. 

On the other hand, when there is a 
surplus of spring wheat, Minneapolis 
frequently sells at a liberal discount 
under Chicago. The spring wheat 
grades are deliverable on Chicago 
contracts, and if Minneapolis wheat 
declines to a freight difference (7.8 
cents per bushel) under Chicago, it is 
considered a safe spread to buy 
Minneapolis and sell Chicago futures. 


The spreader could, if necessary, ` 


take delivery of the wheat in Minneap- 
olis on his long contracts, pay the 


freight to Chicago, and deliver it on 
his short contracts. Should conditions 
change in his favor, and Minneapolis 
gain on Chicago prior to delivery time, 
the spreader would sell out his Minneap- 
olis futures and buy in his short Chi- 
cago contracts at the narrower differ- 
ence and accept his profits. 

The spreader frequently performs a 
distinct service in keeping markets in 
proper commercial alignment in this 
manner. His operations act as a 
brake and a restraining influence when 
speculative activities are forcing one 
market out of line with normal mer- 
chandising relationships. As a con- 
crete example, in late March, 1922, a 
prominent Chicago speculator was 
bulling Chicago May wheat and, in 
the process of doing so, forced it to 
& premium of sixteen cents over 
Kansas City May wheat. The cost of 
shipping wheat from Kansas City to 
Chicago was approximately ten cents 
per bushel. Spreaders and merchan- 
disers bought Kansas City May wheat 
and sold Chicago May, knowing that 
they could ship the wheat to Chicago 
and make a substantial profit. 

It was merely the temporary impact 
of strong professional and public buy- 
ing that made such a difference pos- 
sible. When this enthusiasm on the 
buying side wore off, in May, the re- 
verse action set in, and by May 20 
the difference had narrowed to ten 
cents, which represented the cost of 
shipment. By the twenty-fifth of the 
month the bull position in Chicago 
May was rapidly collapsing and the 
difference was only five cents. The 
spreader could then sell out his Kansas 
City May and buy in the Chicago with 
a profit of eleven cents per bushel. 


SPREADING NEARBY AND DEFERRED 
POSITIONS 
The preceding discussion has been 
confined to spreading between posi- 
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tions, or inter-market operations. ‘The 
second class of arbitraging relates to 
the time element rather than position. 
The relation between nearby and 
deferred futures within the same mar- 
ket is a most important one, and 
attracts many spreaders who do not 
care to risk the hazards of inter-market 
commitments. Broadly speaking, the 
existence of liberal stocks of grain in 
terminal markets, particularly when 
the grades are applicable to delivery 
on futures contracts, results in carrying 
charges. By that is meant a premium 
for deferred months over nearby. 
For example, if the cost of carrying 
wheat in Chicago from September to 
December, including storage, interest, 
and insurance, is six cents per bushel, 
and if there is a surplus of wheat above 
immediate needs, some one must pay 
the cost of carrying the wheat. The 
logical result is a discount of six cents 
for September wheat under December. 
Should this condition suddenly change 
and the demand absorb all the available 
supplies, it is quite conceivable that 
nearby positions might sell at pre- 
miums over deferred. In such in- 
stances the carrying charge is entirely 
eliminated because there is no surplus 
to carry. 

A striking illustration of the latter 
conditions existed in the Chicago 
market in May, 1921. Local stocks 
of wheat were at an irreducible 
minimum, having practically reached 
the vanishing point, and shorts were 
unable to make delivery owing to the 
lack of available supplies. In their 
efforts to cover they forced the May 
future to a premium of fifty-eight 
cents per bushel over the July future, 
thereby reversing the ordinary carry- 
ing-charge situation with a vengeance. 
Of course this was an extreme case 
and represented a virtual corner, or 
squeeze; but the spreader who had 
sold May and bought July anticipating 


a surplus of wheat would have been 
badly punished. 

Again, in May, 1926, Chicago May 
wheat futures went to a premium of 
twenty-nine cents over July, because 
of conditions that were somewhat 
similar to, though not so acute as, 
those which existed m 1921. There 
was a dearth of local stocks of wheat, 
and immediate demands were in excess 
of current supplies. In 1928 this 
situation was completely reversed and 
Chicago May wheat sold at 234 cents 
discount under July, reflecting liberal 
stocks and a lack of any urgent demand. 


InfLUENCH OF PoLitTics ON SUPPLIES 


There has been a distinct tendency 
during the past two years for carrying 
charges to develop, due to the existence 
of large supplies of wheat which must 
be carried by someone. ‘This situation 
in turn has been caused by a tendency 
to hold our domestic prices out of line 
for export, through speculative opera- 
tions. Great publicity has been given 
to political efforts to help the farmer, 
and there has been constant agitation 
of one kind or another to advance 
prices. Naturally, this has attracted 
a great deal of public buying which 
has centered in domestic markets. 
The result has been a piling up of 
surplus stocks, as illustrated by official 
carry-over figures during the past five 
years. These include stocks of wheat 
on July 1, in the following positions: 
stocks on farms, country mills and 
elevators, commercial visible, mer- 
chants’ mills and elevators, and in 
transit. Consolidating these into one 
total, they show an aggregate carry- 
over as shown on the following page. 

It will be observed that in 1930 we 
actually carried over 234 times as 
much wheat as in 1926 and at least 
twice what might be considered a 
normal carry-over. Such a situation 
is conducive to abnormal carrying 
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Million Bushels 
July 1, 1926 iscsi 99 
ES N L r REEE 123 
July 1,1928.... 2 ..... 128 
July 1,1929. .. . 247 
July 1, 1980.... 275 





charges, because of the great load of 
supplies which must be carried by 


somebody. Last December the Chi- 
cago December wheat future sold at 
eleven cents discount under Chicago 
May—an unprecedented carrying 
charge. So long as the Federal Farm 
Board, through its various agencies, 
continues to encourage the holding of 
wheat above an export parity, it is 
logical to anticipate large domestic 
supplies and a continuation of big 
carrying charges. The Farm Board, 
recognizing this situation, is concen- 
trating its efforts on reduction of 
acreage to a point where production 
will be confined to domestic needs. 


Whether or not such efforts will suc- 
ceed is a question on which it is easy 
to speculate but difficult to formulate 
any dependable conclusions. 

In summarizing the functions of the 
spreader and the economic reasons for 
his existence, it is apparent that his 
operations serve the purpose of elimi- 
nating or at least modifying the tend- 
ency toward runaway movements of 
any particular position, out of line 
with its commercial surroundings. ‘This 
prevents the development of uncom- 
mercial situations, eliminates criticism 
of manipulation, and makes it possible 
to carry on merchandising operations 
smoothly and economically. ` The suc- 
cess of the spreader depends primarily 
upon his knowledge of essential facts 
and his ability to translate those facts 
into logical conclusions. In other 
words, the element of personal judg- 
ment in spreading, as in most other 
lines of business, is that upon which 
success or failure rests. 


~ 


Relationship of Cash and Future Prices 


By W. H. S. Stavuns, Px.D. 


Assistant Chief Economist, Federal Trade Commission; Lecturer in Marketing, American 
University, Washington, District of Columbia 


N the case of those commodities 
which are the subjects of organized 
future trading, the relation at any time 
of the cash price to the future price 
may be termed the cash-future spread. 
The cash term of this spread refers to 
the cash or spot price paid for the actual 
commodity for either immediate or 
deferred delivery; the future term is 
the price agreed to be paid on contracts 
for deferred delivery under exchange 
rules, but which is, as a matter of fact, 
paid only in the event that either the 
seller elects to make or the buyer to 
take delivery instead of canceling the 
obligation by a subsequent transaction 
on the opposite side of the market.! 

In this discussion, the term “posi- 
tive” or the sign “+ ” is used to indi- 
cate cash-future relationships where 
the future is at a premium over the 
cash; the term “negative” or the sign 
“—” indicates a relationship where 
the future is at a discount under the 
cash. 


SIGNIFICANCH OF CASS-FUTURÐ 
SPREAD 


The significance and the importance 
of the cash-future spread lie in the fact 
that the relationship of cash and future 
prices primarily determines the effec- 


1 In the latter event, the buyer of futures loses 
or gains the difference between the original pur- 
chase and subsequent selling prices agreed to be 
paid; the seller, the difference between the origi- 
nal selling and subsequent buying prices. This 
unlimited substitution of principals on future 
contracts is one of the most important points of 
distinction between cash and future contracts, 
particularly in cases where the cash transaction 
involves deferred delivery. 
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tiveness of hedging by way of futures as 
a protection to merchants and manu- 
facturers. So long as this spread re- 
mains constant, the merchant or the 
manufacturer has nothing whatever to 
fear from price changes, irrespective of 
how great they may be. Changes in 
the spread, however, may easily in- 
volve the hedger in large gains or 
serious losses, depending upon whether 
the change is in his favor or against 
him. From this it follows that the 
more stable or uniform the cash- 
future spread, the more satisfactory 
are conditions for hedging, and vice 
versa. These points may be readily 
illustrated by a few hypothetical cases. 

Assume, for example, that a Chicago 
grain merchant buying wheat in the 
country finds it necessary to purchase 
on October 1, ten thousand bushels of 
No. 2 Red Winter wheat. Let us 
assume that on this morning, No. 2 
Red Winter “to-arrive” Chicago is 
selling at $1.20 per bushel and the 
December future at $1.23. The mer- 
chant calculates that insurance, stor- 
age, and similar charges will amount 
to approximately three cents per 
bushel and he allows himself two cents 
for profit. As he is buying in the 
country he must also pay transporta- 
tion charges, which will amount to 
approximately eight cents. The mer- 
chant, therefore, figures his bid price 
at thirteen cents off the cash price, or 
$1.07 per bushel, making his buying 
basis, or the country-cash Chicago 
December spread, sixteen cents off 
December. 

Assume next that the merchant bids 
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TABLE I-—Casu-Fururns Spreap on Basis CALCULATIONS ? 


Cas! Price per Cash Future 
Bushel Futures Spread (Cents) 
l Chicago December 
Chicago No. 2 red winter Oct. 1 $1 20 future Oct. 1 3 off December 
Freight to Chicago .  ...... .08 
Handling costs...... .... > 03 
Pob b osae eeraa War Nae A 02 
Total cost and profit . . . 18 
On track couiitry buying price Chicago December 
Oet lios os tescaie hace 381,07 future Oct. 1 16 off December 


this price of $1.07 per bushel and that 
the bid is accepted by one of more 
country élevators to the extent of ten 
thousand bushels, whereupon the mer- 
chant promptly sells ten thousand 
bushels of Decembér futures at $1.28 
per bushel. ‘This fixes the merchant’s 
selling basis at Chicago at three cents 
off December—$1.07 cost of wheat in 
the country, eight cents freight, three 
éents handling charges, and two cents 
profit, a total of $1.20, as compared 
with the pricé of $1.28 at which the 
Decembers were sold. 

So long as the merchant can resell 
the wheat, therefore, on the basis of 
three cents off December, it is imma- 
terial how high or low the price may 
go; because the loss or gain on the cash 
will be exactly offset by the gain or loss 
on the future, the selling basis of three 
cents off December being sufficiently 
above the buying basis of sixteen cents 
off December to cover eight cents 
freight, three cents handling charges, 
and two cents profit. 

For example, if the December future 
advances to $1.80 per bushel and the 
cash-future spread remains constant, 
the merchant will be able to sell the 

2? Table I, Stevens, “Relation of Cash-Future 
Spreads to Hedging Transactions,” Journal of 
Business, University of Chicago, Jan. 1929, p. 29. 





grait at 81.27. In this case, since he 
bought at 81.07, he has gained twenty 
cents per bushel on his spot transaction. 
Of this gain, however, he lost seven 
cènts, because hè is obliged to repur- 
chase at $1.80 the futures which he sold 
at $1.23. This, however, leaves him 
with a net of thirteen cents on the 
transaction, covering his freight, 
handling charges, and net profit on the 
transaction which he calculated upon. 

Had futures declined to $1.16 and 
the basis remained unchanged, the 
merchant would have sold the grain at 
$1.18 per bushel. In this case he would 
have sold his cash grain at only six 
cents more than he paid for it, but he 
could have picked up seven cents on re- 
purchasing at $1.16 the futures which 
he sold at $1.23—again a total of 
thirteen cents to cover transporation, 
costs, and profit. 


CHANGES IN CasH-FutuRE SPREAD 


In contrast to the foregoing situa- 
tion, 1f the cash-future spread changes 
between the time the original paired 
transactions (purchase of cash com- 
modity and sale of future, or sale of 
cash and purchase of future) are en- 
tered into and the time they are closed 
by the paired reverse operations, the 
hedger will either gain or lose, depend- 
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TABLE II—Sxsxuume Hmpars Wits Casn-Fcturs SPREAD REMAINING Constant 


Transaction 


tf Fs ANA 








Bought No. 2 red winter on Sold Chicago Decem- 

track country Oct. 1......... ber futures Oct. 1 16 off December 
Chicago equivalent ... ...... 3 off December 
Sold No. 2 red winter Chicago Bought Chicago De- 

OGE: 2) E S A E TESE 3 off December 
Country equivalent. ... ...... 16 of December 
Gain (+) or loss (—) +.20 —.07 


Net of cash and futures .13 (8 cents freight, 8 cents cost, and 2 cents profit). 


ing upon whether the change is in his 
favor or against him. 

For example, assume that when the 
grain arrives in Chicago the buyer is 
able to dispose of it at one cent off 
December, or $1.29 per bushel. He 
will obviously realize a net profit of 
fifteen cents per bushel instead of the 
thirteen cents he had figured on in his 
basis calculations. Under this as- 
sumption, he would have sold his cash 
grain in Chicago at $1.29 per bushel, or 
twenty-two cents more than the price 
($1.07) which he paid for it in the coun- 
try, leaving him fifteen cents gross 
profit after deducting seven cents loss 
on the purchase at $1.80 of the futures 
sold at $1.23. 

Tf, on the contrary, it is assumed that 
when the grain arrives in Chicago the 
merchant is obliged to sell it at six 
cents off December, or $1.24 per bushel, 
he will incur a loss on his operations. 
In this event he sells the grain at only 
seventeen cents more than the $1.07 
per bushel that he paid for it in the 
country, and must absorb a loss of 
seven cents per bushel on his futures, 
representing the difference between 
the price of $1.23 at which he origmally 
sold the futures and the price of $1.80 
at which he buys them in at the time 


the cash is sold. This leaves him only 
ten cents a bushel, or something less 
than the expenses of his operation.’ 


CONVERGING TENDENCY OF 
CASH AND FUTURES 


What a hedger can expect with 
reference to changes in the cash- 
future spread is determined in no small 
degree by the existing relationship of 
cash and futures at the time the hedge 
is placed. The reason is that the 
movement of cash and futures is not 
actually parallel, as is frequently 
assumed, but is more nearly a con- 
verging one, so that there is a constant 
tendency for the cash-future spread to 
narrow throughout the life of any 
given option. 

In part, this narrowing tendency of 
the spread may be attributed to the 
steadily declining cost of carrying cash 
commodities to the maturity of thé 
option as the life of the option shortens 
—a subject which is subsequently dis- 
cussed in some detail. In part, it is the 
result of the fact that future contracts 


3 For tabular illustrations of these operations, 
see Stevens, “Relation of Cash-Future Spreads 
to Hedging Transactions,” Journal of Business, 
University of Chicago, Jan., 1929, Tables I 
and I], p. 81. 
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mature and must be settled. The 
month of the maturity of the option is 
the month in which all buyers or sellers 
of futures desiring to do so must 
either take or make delivery of the 


actual commodity. Therefore, subject’ 


to some qualifications with reference to 
corners, delivery rules, and the like, 
neither the future nor the cash can 
normally command any substantial 
premium over the other in the same 
market at that time, and cash and 
future prices will approximately equal 
each other in the month of delivery. 
Because of this fact the spread be- 
tween cash and futures should tend to 
narrow more or less as delivery ap- 
proaches, irrespective of the cost of 
carrying.‘ 

EFFECT OF PREMIUMS AND Discounts 


The narrowing of the cash-future 
spread tends to work in favor of or 
against the hedger, depending upon 
the relationship existing between the 
cash and futures at the time the initial 
paired transactions were entered into, 
and may be summarized as follows: 

(1) When hedges are placed with the 
future at a premium over the cash and 
the cash-future spread narrows, the 
selling hedger gains and the buying 
hedger loses. 

(2) When hedges are placed with 
the future at a premium over the cash 
and the cash-future spread widens, 
the selling hedger loses and the buying 
hedger gains. 

(8) When hedges are placed with 
the future at a discount under the cash 
and the cash-future spread narrows, 
the selling hedger loses and the buying 
hedger gains. 

(4) When hedges are placed with 
' the future at a discount under the cash 
and the cash-future spread widens, the 


4 The tables subsequently shown in the dis- 


cussion of the carrying charge infra illustrate 


this convergence. 


selling hedger gains and the buying 
hedger loses.’ , 

From this summary it appears that, 
because of the narrowing tendency of 
the spread, premiums of futures over 
eash are generally favorable to the 
hedge seller, and discounts unfavor- 
able, and that the reverse is true of the 
hedge buyer. 

Now, the majority of initial hedging 
transactions, at least in agricultural 
staples, are normally on the selling . 
rather than the buying side of the fu- 
tures market. This is primarily due 
to the operations of merchants who 
sell futures against their purchases of 
the actual commodity from producers. 
A large number of selling hedges are 
also placed by manufacturers, though 
in their operations, initial hedge pur- 
chases are perhaps somewhat more 
common than initial hedge sales.’ 

Since the converging tendency of 
cash and futures works in favor of 
selling hedges when futures are at a 
premium, and the bulk of initial 
hedging transactions are on the sell- 
ing side, it is reasonable to conclude 
that to be of maximum service for 
hedging operations, futures should 
normally show premiums over rather 
than discounts under the cash. 


Tun CARRYING CHARGE 

The carrying of commodities in 
storage involves expenses for ware- 
housing, interest, insurance, deteriora- 
tion, and so forth. Most of these 
charges vary more or less directly with 
the length of the storage period. Be- 
cause of this situation, it is logical to 
expect that in any given trading month, 
the price of each future maturity of 


5 Stevens, op. où., particularly Tables IV- 
XVIL Cf. also F. T. C. Report on the Cotton 
Trade, pp. 167-171. 

8 These statements are subject to certain 
qualifications, some of which are discussed below 
under ‘‘Crop Size Affects Futures.” 
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the same crop which is traded in will 
exceed the current cash price by an 
amount approximating the cost of 
carrying the commodity from the cur- 
rent month to the month of maturity 


the New York and New Orleans Cot- 
ton Exchanges. The spreads are ex- 
pressed as a percentage of the spot 
price, the premium of the future over 
the spot being indicated by a plus sign. 


TABLE TI—Avrernace Sprmaps BETWEEN Spot anD Futur» Prices iw Specurrep MONTHS AS A 
Prescunraan or Spor Prices ror Four Crop Yrana, 1915~1917 anp 1921-1928 ® 


(In per cent of spot price) 


Spot-Future Spreads in the Trading Month of 


Future Month August September 
New York New Orleans 
Octobe ia cee dk Geeesee + 18 
December ..... 2... ceunues +-1.99 
January . +2 87 
March .. +3.21 
May +3 58 


of each option. In other words, the 
premium of futures over cash in any 
trading month should vary directly 
with the remoteness of the option 
traded in, being least for the nearest 
and greatest for the most distant 
maturity.’ 

This tendency is illustrated by the 
average spreads in the months of 
August and September between spot 
and future cotton prices for four com- 
paratively normal crop years (1915— 
1917 and 1921-1923). The spot prices 
are those of the ten designated ® spot 
markets; the future prices, those of 


’ This tendency and those subsequently noted 
refer to cash and future prices for the same ciop. 
Future prices for options involving the next 
crop are obviously based upon conditions re- 
lated primarily to the size of the new crop. In 
consequence, they are independent of any carry- 
ing charge from old to new crop months, Cf 
infra “Effect of the New Crop.” 

8 By the Secretary of Agriculture for the pur- 
poses of determining the market differences at 
‘which actual cotton other than contract grade is 
deliverable on futures. 

° From Table 5 d Appendix 5, F. T. C. Report 
on the Cotton Trade, p. 258. 





Similarly, the premium of any given 
future maturity should vary directly 
within the same crop year with the 
difference in time between each spot 
trading month and the given future 
month. The largest premium should 
appear in the earliest month in which 
the option is traded in, because the 
carrying charges are greatest. The 
smallest should be found in the month 
of maturity, because the carrying 
charges are least. 

These conditions are indicated in the 
following table of cash-future spreads 
within the same crop year for May 
wheat and oats during the ten years 
1906-1907 to 1915-1916. 

Another effect of the carrying charge 
which is also implied in these tables 
is that each maturing future should 
tend to show a premium over the 
preceding one, and hence that the 
spread between any two given future 
months will increase or decrease with 
the increase or decrease in time elapsing 
between the two maturities. This 
may be illustrated by a four-crop-year 
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TABLE IV—Tm-Ymar Montnuuy Averages average of certain monthly interoption 
or Samm Crop May Wear awp Oats  gpreads on the New York Cotton Ex- 
Sprnaps FROM Casa ar Cxicago, ch sd tä f 
COMPUTED on THE Basm or Lows, SRED SAPI joa a sai 
Crop Years 1906-1907 TO the spot price for the ten designated 
1915-1916 spot markets. The years employed 

(In cents per bushel) are the comparatively normal ones, 


1915-1917 and 1921-1928. 
Trading 


Month of May Wheat | May Oats EFFECT OF THB New Crop 


Discounts of the future under the 
spots or cash are commonly to be ex- 
pected when the future is for the new 
crop and the cash for the old crop. 
Similarly, futures for the next crop are 
commonly at a discount under those for 
the current crop. In accordance with 
the carrying-charge theory, the prices 
of both spots and futures should tend 
to be highest as the crop year draws to 
a close. It is therefore to be expected 
that the supplies in prospect from the 
new crop will be likely to create dis- 





TABLE V—-Four-Ymag ÅVERAGES OF SPECIFIED [NTEROPTION SPREADS IN Spucirimp TRADING 
Monrss on THE New Yonx Corton Excmanam, Crop YEARS 1915-1917 anp 1921-1923 4 


(Percentages of spot price in month of trading) 






Spreads Between | 
In the 
Trading 
Month of 








October Option and December Option and 


pa : a PAP F. T. C. Report, Pries counts as compared with either future 
rf) ran a 272 Tes. : 
1 Table 5 b Appendix 5, F. T. C> Report on OF Spot prices for the old crop. This 


the Cotton Trade, p. 256. situation is not unlikely to affect even 
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the prices of the later maturing option 
for the old crop, which not infrequently 
go to a discount.” 


MANUFACTURERS REQUIREMANTS 

The requirements of manufacturers 
are usually for particular grades or 
qualities of commodities, though this 
is more marked in some trades than in 
others. For example, cotton manu- 
facturers especially require very spe- 
cific grades and staples. Mill machin- 
ery is not capable of adjustment to 
spin different lengths of staple except 
within very narrow limits. In conse- 
quence, the requirements of each mill 
so far as the length of fiber is concerned 
permit but little variation. Goods of 
certain types, moreover, which require 
a longer staple than others, cannot in 
some cases be produced from the 
shorter staples. 

A somewhat similar situation exists 
with regard to the grades. For cer- 
tain types of lower-grade goods, tinged 
or stained cottons may be employed. 
Many of the tinges and even more 
of the stains cannot be completely 
bleached out, and such cottons will 
not, in consequence, answer the re- 
quirements of many manufacturers. 
‘The character of the cotton is also im- 
portant, some classes of goods requiring 
& harder or softer fiber than do others. 

In many other commodities traded 
in by way of futures, requirements of 
manufacturers need not be so specific. 
In the case of wheat, for example, it is 
practicable to combine various grades 
to secure a mixture suitable for the 
production of the particular grades of 
flour manufactured by the miller. In 
fact, most large flour millers in manu- 
facturing mix various grades and quali- 
ties of wheat m order to produce their 
blends, and consequently buy a large 
number of grades and varieties. Sim- 
larly, it is practicable to mix together 

12 See frequent discounts of July in Table V. 


various grades of corn, oats, and other 
grains. One of the principal functions 
of the large grain elevator merchandis- 
ers, for example, as well as one of their 
chief sources of profit, 1s the mixing of 


. N 

A. second qualification as to the spe- 
cific character of the qualities involved 
in spot or cash trading occurs in coun- 
try buying. In their country pur- 
chasing, merchants buy substantially 
all grades and qualities offered, pro- 
vided the price is right, and thus pur- 
chase lots of more or less miscellane- 
ous character which are subsequently 
classed or mixed into specific qualities 
which may be required by customers. 
Despite these qualifications with re- 
gard to country buying and to mixing, 
the manufacturing demand is largely 
for specific qualities, which demand 
is reflected back to the merchant. 
The latter, regardless of whether or not 
he purchases in miscellaneous lots, 
must sell the commodity in lots of 
the character required by his cus- 
tomers. If he purchases miscellaneous 
goods, therefore, he must produce the. 
grades and the qualities required, 
either by mixing when that is practi- 
cable, as in grain, or by classing out 
these miscellaneous purchases into 
substantially uniform grades, as in 
cotton. 


SHLLHR’S OPTION AS TO GRADES 
DELIVERABLE 


While the manufacturers’ buying 
and the dealers’ selling in the spot or 
cash market is thus almost entirely of 
specific grades and/or qualities, these 
transactions must be hedged in futures 
which permit the delivery of other 
grades or qualities than the basis con- 
tract grade, delivery of grades above or 
below the contract grade being adjusted 
by the payment of differences. Until 
the time of delivery, there is no way of 
determining what grades the seller will 
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elect to deliver. And while the deliv- 
ery on one or even more contracts may 
be composed of only a single grade, 
there is every likelihood that not only 
one but several grades will be deliv- 
ered. Under the Chicago rules for 
grain deliveries, each lot may be made 
up of various amounts of grain of the 
various authorized grades situated in 
various warehouses, provided that no 
lot may contain less than one thousand 
bushels of any one grade in any one 
warehouse.” 

More particularly in the case of 
cotton, this custom may result in the 
sellers delivering almost as many 
grades as there are grades deliverable. 
The buyer not only cannot tell in ad- 
vance what grades will be delivered to 
him, but he can also be reasonably cer- 
tain that ihe tender made will be of 
the relatively least valuable grades 
and the poorest possible quality in each 
of such grades that the seller can offer. 

No better illustration of this situa- 
tion can be afforded than in the case of 
contract deliveries of grain from mer- 
chandising terminal elevators. As al- 
ready stated, one of the important 
sources of revenue of many terminal 
elevator merchandisers is mixing. In 
brief, this process may be said to con- 
sist of raising the grade of large quanti- 
ties of grain by mixing with them small- 
er quantities of relatively high-grade 
grain. For example, 100,000 bushels 
of No. 3 wheat may be raised to 110,000 
bushels of No. 2 by judiciously mixing 
the No. 8 with a few thousand bushels 
of No. 1. 

Through mixing, the elevator is able 
to produce almost any grade or quality 
of grain, and it is notorious that pur- 
chases from elevator merchandisers 
are practically always mixed to the 
bottom of the grade.“ In other words, 
if No. 2 wheat is purchased, the ele- 

8 Rules and Regulations, Chap. 11, 291. 

it Unless mixed to sample. 


vator delivery thereon will be the poor- 
est No. 2 that can pass inspection with- 
out being graded as No. 8. Because 
all grain on future contracts is usually 


‘deliverable from elevators regular for 


delivery under the rules of the particu- 
lar exchange, the buyer of futures who 
takes delivery is usually assured that 
the grain will be of a quality represent- 
ing the bottom of the particular grades 
delivered. 

The same situation applies, though 
in varying degrees, in the cases of other 
commodities traded in by way of fu- 
tures. A Texas merchant thus sums 
up the situation as regards cotton: 


Practically all spots are of a particular 
character which the individual buyer has 
a place for on a commercial basis; whereas 
the futures market has to take care of in- 
discriminate cotton—that cotton which is 
not desirable, and which nobody wants for 
any particular purpose; and, therefore, in 
the very nature of it, it is not worth as 
much as cotton that is bought as merchan- 
dise.’ 

For these reasons, the seller’s option 
as to the grades to be delivered tends 
to put futures at a discount under 
cash, despite any differences payable 
by the buyer to the seller for grades - 
above the basis grade or allowed the 
buyer by the seller for grades below the 
basis.4@ In 1928, one of the most ex- 
pert cotton merchants estimated that 
the element of discount between a 
basis middling!’ and even running 
middling contracts might range from 
fifteen or twenty points to as high as 
fifty, or a half cent per pound.” 


1b F, T. C. Report on the Cotton Trade, Pt. I, 
p. 178, \ 

u Cf. infra “Various Grades and Qualities in 
Cash Market.” 

17 In cotton future contracts, the basis grade 
is middling, the grades above and below the basis 
grade being deliverable at premiums on and dis- 
counts off the basis grade. l 

18 W, L. Clayton Cotton Hearings, F. T. C. 
Report on ihs Cotton Trade, Pt. II, p. 480. 
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OPTION as TO Tom or DELiIvERY 


The seller also has the option as to 
the day of the delivery month on which 
he will make delivery, so that the 
buyer is uncertain as to the exact time 
during the month when he will be 
obliged to accept and pay for the com- 
modity.!* 

The effect of this arrangement on 
future prices and the cash-future 
spread can, it so happens, be calculated 
with considerable accuracy. From 
1867 to 1870, future contracts with 
buyers’ option as to the time of de- 
livery, as well as contracts with sellers’ 
option, were traded in on the Chicago 
Board of Trade2° Comparing the 
spread from cash prices of both of these 
types of futures, it appears that the 
buyers’ option has a greater effect in 
putting the buyers’ option contracts 
above the cash price than does the 
sellers’ option in putting the future 
price at a discount below the cash. 

The effect of the latter appears to 
have been at this time nearly one half 
of one per cent of the price, while the 
buyers’ option appears to have had 
about three times this effect on the op- 
posite side. 


Crop Size AFFECTS FUTURES 


In the cotton trade, one frequently 
encounters the claim that when the 
crop 1s large there are premiums of the 
future over the cash and of the more 
distant futures over the nearer options; 
and that when the crop is short the 
reverse of these conditions obtains.*! 
Statistical computations for interop- 


19 In the case of cotton, this is qualified by the 
requirement that notice shall be issued some 
days prior to the date of delivery, and certain 
other exchanges have a similar rule. 

2 F. T. C. Report on Prices of Grain, and Grain 
and Grain Futures, p. 190. Cf. also Tables 60- 
63 ibid. 

2} Hubbard, Cotton and the Cotton Market, pp. 
389-391. 


tion spreads for both New York and 
New Orleans for ten years 1901-1902 
to 1922-1928, made by the Federal 
Trade Commission, bear out this con- 
tention. The years of comparatively 
large or increased crops are rather defi- 
nitely associated with positive or rela- 
tively small negative spreads of the 
futures, whereas the years of compara- 
tively decreased crops are similarly 
associated with negative or small posi- 
tive spreads. 

A similar test made by the Federal 
Trade Commission for Chicago wheat 
futures for twenty-eight years prior 
to 1917 gave results similar to the fore- 
going for wheat, but the results for 
corn and oats were either negative or 
inconsistent. 

Having established the fact that 
there is at least some connection be- 
tween large crops and premiums or 
smaller discounts on the more distant 
futures, the next point to be consid- 
ered is the reason for this condition. 


EFFECT OF SMALL Crops. 


Small crops tend to produce urgent 
buying on the part of manufacturers 
who wish to be assured of a supply of 
the particular grades and qualities 
which they require, before the supply is 
exhausted. Certain cotton mills, for 
example, emphasize the fact that bet- 
ter cotton is obtainable as soon as the 
crop comes on the market. If the crop 
is short, therefore, the manufacturers 
buy heavily and this demand is re- 
flected to the merchants from whom 
they commonly purchase. These same 
conditions tend to cause - relatively 
slower marketings by the producer, 
who is likely to figure that in view of 
the short crop, higher prices will prob- 
ably be obtainable later. The result 
is a tendency for spot prices to ad- 
vance sharply. 


2 Table 28, F. T. C. Report on the Cotton Trade, 
Pt. I, p. 226. 
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In addition, these conditions tend to 
create a considerable volume of hedge 
purchasing, both from manufacturers 
endeavoring to protect themselves on 
their requirements against advancing 
or probably advancing prices; and from 
‘ dealers similarly attempting to protect 
themselves on sales of the commodity 
to manufacturers whom they have not 
yet covered in the spot market. 

Also, because of the smaller size 
of the crop the absolute volume of 
selling hedges is much less than in the 
case of large crops, and this volume iè 
still further reduced by the fact that 
merchants have frequently sold more 
of the spot commodity than they have 
purchased. Even though the mer- 
chants have not purchased futures to 
cover themselves, therefore, their sales 
are likely to exceed their purchases 
and they have little need of selling 
hedges. 

Finally, the seling and buying 
hedges of the merchants and manufac- 
turers in the early part of the crop 
year are likely to be placed in the nearer 
options, partly because of the fact that 
these nearer options reflect cash prices 
more closely, and partly because these 
options are likely to be more active 
than the more distant ones.* Short 
crops, therefore, tend to advance spot 
prices more rapidly than the futures. 
This advance tends to pull up the near 
options in comparison with the more 
distant ones—a, situation which is ac- 
centuated by relatively heavy hedge 
purchases and relatively light hedge 
sales of the nears. 


Errscr or LARGE Crops 


If, on the other hand, the crop is 
large, the demands of manufacturers 
are less urgent, because they antici- 
pate no difficulty in obtaming their re- 

2 This, however, is subject to qualification 
with reference to the cash-future spread which is 
the controlling consideration. 
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quirements. Frequently they antici- 
pate lower prices, and so buy less freely. 
Producers, fearing later declines in 
prices, hasten to market their crops, 
and purchases from them tend to ex- 
ceed the dealers’ sales to manufac- 
turers. Not only is the absolute vol- 
ume of selling hedges larger because 
of the size of the crop, but neither 
manufacturers nor merchants feel any 
necessity for buying futures for protec- 
tion. Practically all hedging, there- 
fore, is on the selling side of the market. 

Large crops, therefore, tend to de- 
pres spot prices in the early part 
of the marketing season, which also 
tends to:depress the near futures as 
compared with the distant. The heavy 
and early marketing of the farmer, 
combined with the slowness of the 
manufacturers in purchasing, results 
in an accumulation of the spot com- 
modity in the hands of dealers. This 
in turn results in heavy hedging sales 
mostly placed in the nearer options, 
which tends to depress those below 
the more distant ones. 


OTHER FACTORS AFFECTING THE CASH- 
FUTURE SPREAD 

Assuming that initialhedgingtransac- 
tions are placed on a favorable basis— 
selling hedges at premiums over the 
cash or buying hedges at discounts— 
it still does not necessarily follow that 
the hedge will furnish the desired pro- 
tection. On account of the converging 
tendencies of cash and futures, the 
hedge would normally give this result 
under the foregoing conditions, pro- 
vided the cash were not sold or pur- 
chased, or the futures bought in or sold 
out, until the maturity of the option in 
which the selling or buying hedge was 
placed. 

Unfortunately, however, when the 
cash end of the initial paired transac- 
tions is closed, the future must also be 
closed if a rigid hedging policy is fol- 


er 
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lowed. Otherwise, the hedging opera- 
tion degenerates into a speculative 
transaction. Between the time the 
hedge is placed and the maturity of 
the future, many weeks or months often 
elapse. During this period the spread 
may exhibit considerable fluctuations, 
at times widening and at others nar- 
rowing. The spread at the time the 
closing paired transactions are made, 
therefore, is quite commonly either 
more or less favorable than that at the 
time of the initial paired transac- 
tions.* Some of the reasons for these 
fluctuations are summarized in the fol- 
lowing discussion. 


Various GRADES AND QUALITIES IN 
Caso MARKET 


The great bulk of future trading is 
in agricultural staples, particularly 
cotton and the various grains. Not 
only will the supply of the several 
grades and qualities of any of these 
vary widely from year to year, but 
after the crop is harvested there will 
be further variations during the year, 
depending upon the rate of consump- 
tion of the particular grades and quali- 
ties in that crop. 


“Cf. supra “Significance of Cash-Future 
Spread.” , 

3 Cf. following footnote from Stevens, op. oit., 
p. 32. 

“For 1917-18 the grade of the cotton crop was 
reported as ‘middling’; for 1918-19, “barely 
middling’; for 1919-20, ‘strict low micdling’, 
for 1920-21, ‘barely middling’; and for 1921-22, 
‘middling.’ Shepperson, Cotton Facts (1922), 
p. 11. The Department of Agriculture esti- 
mated that on August 1, 1928, the carry-over of 
white cotton was 6.85 per cent good middling, 
80.08 per cent strict middling, 29.72 per cent 
middling, and 13 04 per cent strict low middling. 
As compared with these carry-over figures the 
ginnings of white cotton to October 1, 1928, 
showed 28.21 per cent good middling, 45 per cent 
strict middling, 19.80 per cent muddling, and 
4.89 per cent strict low middling. In the re- 
ported carry-over only 31.98 per cent af the white 
cotton was below one-inch staple, while of the 
new crop ginnings to October 1, 1928, 72.28 per 


Similarly, on the demand side the 
market for the manufactured com- 
modity produced from any one par- 
ticular grade or quality of raw material 
may be either brisk or sluggish as com- 
pared with that for goods produced 
from another or other grades and/or 
qualities. And this is true not only as 
between the years but also at different 
periods within the same year. 

Despite these fluctuations in the 
spreads or differences between various 
grades and qualities in the cash mar- 
ket, all sales and purchases must be 
hedged in a single basis future contract 
upon which not merely one grade or 
quality but several grades and qualities 
are deliverable. The basis or cash- 
future spread therefore is not in fact 
one, but several bases or spreads, each 
of which represents the difference be- 
tween the cash price of each lot of 
specific grade and quality and the price 
of a basis future contract in which all 
hedges must be placed and which is 
therefore common to all. Because of 
the foregoing fluctuations in the cash 
market, it is apparent that the spread 
between the future and one grade or 
quality of the cash may move favorably 
to the hedger at the same time that the 
spread of the future and some other 
grade is becoming unfavorable.* 


CHANGES IN VOLUME or FUTURE 
OPERATIONS 


Changes in the cash-future spread 
which may be either favorable or un- 
favorable to the buyer also occur as a 
result of changes in the volume of fu- 
ture transactions. Increases in the 
volume of long or short transactions 
frequently cause upward or downward 
movements in future prices which may 
not be followed by any such corre- 


cent was under one inch. Cotton Grade and 
Staple Reports, U. S. D. A., September 21 and 
October 26, 1928.” 

48 Stevens, op. cH., p. 32. 
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sponding changes in the cash. Heavy 
hedge sales of futures in a particular 
month against cash purchases fre- 
quently depress the future as compared 
with the cash, which correspondingly 
heavy hedge purchases against cash 
' sales for forward delivery may similarly 
advance the future without any per- 
ceptible upward movement of the cash. 
A less frequent upward or downward 
movement not paralleled or only par- 
tially so by the cash may result from 
the buying in of hedging sales or the 
selling out of hedging purchases.?’ 
Speculative operations ona large 
scale are also likely to produce price 
movements of futures not accompanied 
by equivalent changes in cash prices. 
Most of the wide and erratic fluctuations 
that occurred in wheat futures at Chicago 


27 Stevens, op. oti., p. 33. 


during the early part of 1925 were largely 
artificial and were caused primarily, either 
directly or indirectly, by heavy trading on 
the part of a limited number of professional 
speculators. Some of the speculators, and 
especially those operating first on one side 
of the market and then on the other, were 
able to take advantage of the technical 
conditions of the market by forcing prices 
into stop-loss orders or to a point of ex- 
hausted margins. These large-scale buy- 
ing and sellmg operations completely dis- 
rupted the market and resulted in abnormal 


fluctuations which were felt in every other 


large grain market in the world.?8 


Conditions substantially similar to 
the foregoing also frequently result 
from squeezes and corners, either nat- 
ural or artificial. 

38 G., F. A. on Fluctuation in Wheat 
Futures, Senate Doc. 135, 69th Cong., 1st Sess., 
p. 1. 


Factors Affecting Prices on Organized Commodity 
Markets? 


By G. Wraicut Horraan, Pa.D. 
Assistant Professor of Insurance, University of Pennsylvania, Philadelphia, Pennsylvania 


O the question of what determines 

the price of an article, the popular 
answer 1s supply and demand. This 
reply is popular for two reasons: it is 
simple, and it is certain to include 
every possible element affecting price. 
Used in this sense, supply and demand 
becomes a sort of coupled catchall 
through which every price influence 
must pass and in which one may hope 
to find all shades and varieties of price 
determinants. But its principal virtue 
as an explanation of price is also its 
leading limitation. Because many and 
divergent forces are thus thrown to- 
gether, they are reflected in price in a 
joint and composite effect. For this 
reason it is extremely difficult ac- 
curately to determine the influence of 
any one factor, though it is the sepa- 
rate effect of individual factors that is 
usually desired. 

In the field of commodities it is 
generally recognized that competition 
in which there is a free and open inter- 
play of forces is beneficial. But oc- 
casionally it is felt that some one Iactor 
or group of factors exerts an undue 
influence upon the course of prices. 
At such a time it is desirable to 
measure the effect of this one factor 
free from the influence of others, before 
attempting an adjustment. Itis, how- 
ever, seldom possible to make such a 
measurement, at least in any exact 
sense. Other and conflicting forces 
are present and are difficult either to 
eliminate or to take into account. 

Particularly difficult of measurement 


1 This article is drawn from materials of the 
author’s forthcoming book relating to future 
trading upon organized commodity markets 
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are those factors whose effect upon 
price is not immediate. Ultimate 
causes pass through several stages 
before they are finally translated into 
prices. Perhaps the rotation of the 
earth causes ocean currents which in 
turn cause changes in weather. Varia- 
tions in weather cause variations in 
supply which cause changes in the 
opinions of those composing the market, 
resulting finally in changes in price. 
In this sequence of events, the dif- 
ficulty of measuring price effect in- 
creases with each step backward. 
Usually, however, it is not necessary 
to resort to ultimate causes as a solu- 
tion to price problems. Proximate 
causes, or the nearest efficient causes, 
may be considered as a practical al- 
ternative for ultimate forces. They 
can at least be determined; and, within 
limits, an estimate can be made of their 
importance. In the present article 
some of these proximate factors af- 
fecting prices will be considered with 
special reference to grain and cotton 
—commodities in which organized 
future trading plays a leading part. 


NATURAL FACTORS 


The factors having an immediate 
effect upon the market may be broadly 
divided into two groups—natural and 
artificial. It is the exception rather 
than the rule to find the market in- 
fluenced by either of these types to the 
exclusion of the other, but for pur- 
poses of exposition it is advantageous 
to consider them separately. Natural 
factors may be defined as price ele- 
ments or conditions inherently asso- 
ciated with the production and the 
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distribution of a commodity. Artifi- 
cial factors, in contrast, are man- 
made elements or conditions created 
specifically for the purpose of in- 
fluencing price. As price determinants 
the former are far more important, 
accounting for most of the broad and 
fundamental movements from week to 
week and from season to. season. 
The latter are usually of a temporary 
character and less important. They 
are as a rule socially undesirable 
(though this is not always the case) 
and for this reason are given more at- 
tention than they would otherwise 
receive. 

Figure I has been prepared for the 
purpose of illustrating the importance 
of what are here referred to as natural 
factors. It shows the course of supply 
and price over a period of fifteen years 
for each of three commodities: cotton, 
corn, and oats. The data for this 
chart were taken, with some minor 
adaptations, from separate studies? 
covering varying periods of time, the 
period for oats being prior to the war, 
and for cotton and corn the war years 
being included. 

In the part relating to cotton, supply 
figures represent carry-over plus United 
States production. The price used is 
an average of spot prices at New Or- 
leans during the month of December, 
with the influence of changes in the 
general level of all commodity prices 
removed. 

In the corn chart, supply is rep- 
resented by an average of merchantable 

2 The chart for oats is adapted from Killough, 
E. B., “What Makes the Price of Oats,” U. 8. 
Dept. of Agr. Bul. 1851, Sept, 1925, p. 18, in 
which “United States production plus carry- 
over” has been substituted for ‘United States 
production.” For cotton, data appearing in 
Smuth, B. B., “Factors Affecting the Price of 
Cotton,” U. S. Dept. of Agr. Bul. 50, Jan. 
1928, p. 58, have been used. The chart for 
corn is taken from Hoffman, G. Wright, “ Trad- 
ing in Corn Futures,” U. S. Dept. of Agr. Bul. 
199, Oct., 1929, p. 11. 


stocks in all positions in the United 
States for November 1 and the follow- 
ing March 1. It thus represents the 
prevailing level of supply during the 
winter months each year. The price 
used is a weighted average of cash 
prices at Chicago for the five months 
November, December, January, Feb- 
ruary, and March of each crop year, 
with the influence of changes in the 
general level of prices removed. 

For oats, the carry-over has been 
added to the United States production 
to obtain a total supply prevailing in 
the late summer of each year. The 
price with which this supply is com- 
pared is an average of cash prices at 
Chicago for the month of September. 
The use of data at this point in the 
crop year has two advantages: the 
supply can be most accurately deter- 
mined at this point, and no consid- 
eration need be given to the crop to 
be grown the following year. 


FUNDAMENTAL IMPORTANCE OF SUPPLY 


The illustrations in Figure I indicate 
in a quantitative way the fundamental 
importance of supply as a price de- 
terminant among agricultural com- 
modities. But they also illustrate 
another point, namely, that from a 
study of the usual sources of informa- 
tion even for the most favorable periods 
of the year, the price cannot be pre- 
cisely determined by the supply. 
Imperfections in available data form 
a serious handicap; other and normally 
minor factors from time to time assume 
importance; ‘finally, generalizations 
built up from the experience of the 
past are framed to fit as perfectly as 
possible this past experience and, for 
this very reason, too often lack a 
necessary amount of adaptability when 
applied to changing future conditions. 
Nevertheless, it is clearly evident that 
the major influence upon price from 
one year to another has been the supply, 
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and under a freely competitive system 
it is likely to continue to be. 

This fact, as well as the reasons for 
it, is well known and is illustrated 
here only because all too often it is 
thought that commodity prices are not 
a, reflection of natural and fundamental 
factors. The demand for these com- 
modities, being necessities, is fairly 
stable as well as inelastic. The supply, 
in contrast, varies widely. Additions 
to the supply appear as crop units, 
and not as an adjustable stream as 
for a manufactured product. If the 
crop is small the price as a result is 
likely to be high; if the crop is large, 
the price will probably be low. Agri- 
cultural supplies are also subject to 
the vagaries of weather and of plant 
and animal disease, and during the 
growing season these factors, through 
their influence upon potential supplies, 
very vitally affect the course of prices. 
Agricultural supply is also somewhat 
distinctive because of its wide distribu- 
tion. It is produced by millions of 
independent enterprisers, making it 
difficult accurately to estimate quan- 
tities held on farms and at country 
points. These characteristics are fac- 
tors largely inherent in agricultural 
supply, and to this extent make the 
trend of prices highly uncertain.? 

In addition to these major price 
elements, there are important natural 
factors of shorter duration. One of 
these is the element of cost involved in 
carrying forward supplies during a 
crop year, reflecting itself in an upward 
seasonal movement in prices. ‘This 
factor is of great importance to the 
hedger in grain and cotton, and is 
discussed in that connection by the 
author at another point in this issue of 


3 Cf. Warren, G. F., and Pearson, F. A. 
Interrelationships of Supply and Price, Cornell 
Univ. Agr. Exp. Station, Ithaca, N. Y., 1928, 
where a wide variety of agricultural commodities 
ia examined. 


The Annals* Other important natural 
factors include receipts and shipments 
at principal marketing centers, the 
so-called “visible” supply in its rela- 
tion to the free movement of the com- 
modity in and out of the market, the 
influence of deliverable supplies in 
their relation to futures prices, and 
costs and conditions of shipping. 
These and other factors of similar 
though usually less importance are 
continually present in the market, 
influencing to varying degrees the 
course of prices. 


Prick FACTORS INTERPRETED THROUGH 
THE MARKET 


. The influence a particular factor 
may have upon price is subject to its 
effect upon those composing the mar- 
ket. If grain gets out of condition 
while in store, that fact will cause an 
increase in price only to the extent 
that it is considered important in the 
minds of those in a position to make 
their opinions felt upon the market. 
If this bit of information is carefully 
guarded it may have no noticeable 
effect; but if given widespread pub- 
licity it may result in an advance in 
prices entirely out of proportion to its 
true weight. This is true of every 
item of price importance. It can be 
translated into price only through an 
expression of composite market opinion. 
This fact is of particular importance 
upon organized commodity markets. 
Through the influence of future trading, 
these exchanges today constitute the 
leading examples of purely competitive 
markets. An elaborate system of news 
gathering reaches through private and 
public channels to every important 
point in the world in an effort to supply 
significant and timely information. 
A network of private wires is main- 
4 See article entitled “The Hedging of Grain,” 


Table LI, giving seasonal movement for wheat, 
corn, and oats. 
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tained for the purpose of rapidly dis- 
tributing this information and for the 
prompt handling of orders. Similar 
connections are maintained from the 
offices of brokers direct to the floor of 
the exchange, where bids and offers 
and purchases and sales are centered 
at a single point. 

As a further aid in making the mar- 
ket competitive and sensitive to every 
change in trade conditions, a highly 
standardized contract is employed, 
assuring to traders maximum ease in 
assuming or passing on market com- 
mitments. These elaborate trading 
facilities greatly aid in eliminating time 
and distance between ultimate traders; 
they also serve to stimulate further 
interest in a market the importance and 
character of which would naturally 
include a wide following. In doing so 
they provide a highly mobile market, 
keenly sensitive to every shade of 
opinion and subject to every influence 
of importance. 

Upon the assumption that com- 
petition is socially desirable, it would 
appear that these organized exchanges 
were mode] markets. In many re- 
spects they are. But in some particu- 
lars their principal merit is also a 
weakness. Their extreme sensitiveness 
makes possible the effective use of 
undesirable as well as desirable market 
influence. They are like a highly 
perfected and delicate machine, which 
if manipulated by hands tramed in 
its use will respond perfectly, but if 
improperly operated, will give poorer 
results than a model somewhat less 
complicated. Similarly in the routine 
of exchange operation, if only qualified 
market opinion is permitted to reflect 


itself in the price, it will function as - 


perfectly as the limitations of human 
knowledge will permit; but if an un- 
desirable element is also included, to 
this extent price will cease to reflect 
basic trade conditions. 


This problem the exchanges have 
always had. Exchanges, as such, do 
no trading. They are simply asso- 
ciations of individuals and firms bound 
together by a common interest and 
subject to a body of well-defined rules. 
Since their livelihood depends largely 
upon the business transacted upon the 
floor, they are individually and as a 
group anxious to build up and maintain 
a large volume of trading. And while 
it is true that they would like to have 
their clientele display a high order of 
knowledge and judgment, it is also 
true that as individuals and firms the 
temptation of commissions all too 
often encourages them to circulate ill- 
founded news and gossip and to accept 
without question all types of trade. 

Two classes of traders in particular 
create a serious problem in this connec- 
tion: the small and medium-sized 
trader periodically attracted into the 
market by startling news and unusual 
fluctuations in price, and the larger 
professional class whose operations of 
themselves become a market factor. 
Consideration will be given to the 
market influence of these groups in 
the following section. It is necessary 
to observe here only that in so far as 
they are influenced by, or aid in, 
circulating unsound market news and 
opinion, prices will deviate from the 
level which they otherwise would as- 
sume. It should be further observed 
that, whether prices reflect sound and 
timely judgment or the most grossly 
misleading information, they constitute 
the market price just the same, and 
that, whatever the means, the only 
way in which an improvement in the 
quality of the market can reflect itself 
in the price is through the character 
of purchases and sales made upon it. 


ARTIFICIAL FACTORS 


The body of traders composing the 
market in futures may be broadly 
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grouped into four classes: hedgers, 
speculators, scalpers, and spreaders or 
straddlers. It will be possible here 
only to summarize briefly the trading 
characteristics of these groups in their 
relation to price. The observations 
made with reference to each group, 
together with illustrative materials, 
are drawn mainly from published re- 
ports of the Grain Futures Administra- 
tion of the United States Department 
of Agriculture. It has been the writer’s 
privilege to share in the activities of 
this organization during the past 
several years, work consisting mainly 
of analyses of types of traders and 
trading methods in their relation to 
futures prices. In this work, the 
accounts as reported to the Adminis- 
tration are classified according to their 
trading characteristics and combined 
into groups and sub-groups by grains 
and by futures and by markets. In 
this way it is possible to trace the inter- 
relations in market activities between 
groups and with reference to the cur- 
rent trade situation and the course of 
prices. 

The hedging group buy and sell 
futures as their needs in the cash 
market dictate. Since their cash posi- 
tion requires only a gradual change 
from day to day, the amount of pur- 
chases and sales of futures made each 
day is comparatively small. Their 
market position in futures usually 
reaches maximum proportions when 
the crop movement is largest and when 
forward sales are largest, and declines 
as these supplies are sold and orders 
are filled. Their purchases or sales 
of futures are determined, therefore, 
much more by their trade requirements 
than by any news or influence of the 
futures market. Their influence upon 
the futures market is correspondingly 
small so long as the market is sufficiently 
broad to absorb their trades. 

On the other extreme of trading 


activity are to be found the scalpers. 
They are as a rule professional traders, 
operating on the floor, making trades 
of short duration throughout each 
session, and, if true to type, leaving 
the market at the close of the day with 
an even position. They are ultra 
short-time speculators. Their influ- 
ence upon prices, because of this 
method of trade, is likely to be of a 
temporary, intra-day character. 

Spreaders (or straddlers, in cotton) 
are market arbitragers who buy in 
one market or future (or commodity) 
and at the same time sell an equal 
amount in another, their motive being 
to derive a profit from a subsequent 
realignment in prices. Their influ- 
ence upon prices is necessarily one 
affecting the minor adjustments be- 
tween futures or markets and not of 
general market importance. 


Tose SPECULATORS 


There remains for consideration the 
speculative class of traders. It is to 
this group that one would naturally 
turn in a comparison of trading and 
price. They are most vitally im- 
terested in the major price movements 
and direct their trading in an ef- 
fort to profit from these movements. 
Whereas scalpers are interested in 
price changes within the limits of a 
trading day, speculators are interested 
in changes occurring from day to day 
and from week to week, and, together 
with the hedging group, constitute a 
large part of the open commitments 
in futures regularly carried forward 
from day to day. 

Within this group of speculators 1s to 
be found a wide variety of trading in- 
terest. Some might appropriately be 
called professional speculators, be- 
cause their time is largely devoted to 
this work. A much greater number 
are amateurs having their principal 
work in some other field. Speculators 
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might be classified also according to 
the rapidity with which they change 
their market position, some maintain- 
ing a position for only a few days, 
others continuing for several weeks. 
A third classification might be made on 
the basis of the size of the trading in- 
terest, either large or small, and a 
fourth on the basis of market position, 
Le., whether long or short. 
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two series both by days and for longer 
periods of time. It will be readily 
seen that the changes occurring in one 
series, both for individual days and for 
larger movements, find their counter- 
part in the changes occurring in the 
other series. The relationship is by 
no means perfect (correlation coef- 
ficient of +0.71) though it is much 
more than a mere coincidence. 
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Fıeurn I—The net position of 42 leacing E D of the Chicago Board of Trade, all wheat 
futures combined, compared with the average closing price of that wheat future which at the time was 
relatively the most important, by days, fo? the period April 80 to December $1, 1926.—From Grain 
Futures Administration, U. S. Dept. of Agnculture. 


In Figure I there is shown a com- 
parison between the combined trading 
operations of forty-two leading specu- 
lators in wheat futures and corre- 
sponding wheat futures prices. The 
accounts used include all of the specu- 
lators whose positions for the period 
shown reached a level of at least one 
half million bushels. These specula- 
tors constitute the trading giants for 
this period. The changes which oc- 
curred in combined market positions 
and in prices from the close of one day 
to the close of the next are represented 
in the form of bars, so that a direct 
comparison can be made between the 


MANIPULATION 

The correspondence in movement 
suggests an interdependence, though 
it does not prove a causal relationship. 
Large-scale trading by single interests 
may strongly influence prices; but it 
may be equally true that current and 
probable price changes cause individ- 
uals having adequate capital to trade 
accordingly. Studies of individual ac- 
counts for this and other periods of 
time, however, strongly suggest that 
the initiative is taken by the traders 
and not by the price. 

Thus, for the period included in 
Figure II it was found that the com- 
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bined position of the five largest of 
these forty-two traders correlated with 
the price to an equally high degree 
(+0.72) while the other thirty-seven 
revealed no definite relation whatever 
to the price. All having ample capital 
and facilities to study closely the cur- 
rent market situation and the probable 
course of prices, it does not seem rea- 
sonable to believe that the five largest 
- would include all of the insight, and 
the other thirty-seven, none. While 
there is ample evidence to show that 
expert speculators do at times display 
unusual forecasting ability, it 1s never 
with a measure of consistency or 
regularity similar to that shown in 
Figure IT. 

The conclusion must be drawn that 
an important immediate cause of price 
movements for this period was the 
trading of five leading speculators. 
This does not mean that the price 
would not have moved as much or 
more in the absence of this trading. 
Rather it means that the trading of 
these five individuals determined the 
character of the price movements for 
the period. In their absence other 
traders composing a much larger group 
would have given character to the course 
of prices, since, as has been already 
observed, price changes occur only 
through the medium of those who com- 
pose the market. 

There is, however, a very vital 
difference between the giving of char- 
acter to the course of prices by a 
few individuals and its determination 
through the trading of many. In 
the first instance there is always the 
possibility that prices will be advanced 
or depressed purely for personal gain 
and without regard to fundamental 
market conditions—an action which 
is not likely where individual trading 
is small. The extent to which this 
was the case for the period shown in 
Figure II is extremely difficult to 


determine, since numerous natural 
influences were simultaneously at work. 
In the absence of proven manipulative 
intent (a matter also difficult to deter- 
mine) it can only be assumed that 
through the possibility of large-scale 
trading, prices are at times somewhat 
man-made and artificial. 


Group ÅCTION AFFEcTING PRICES 

Figure Il is of interest in this 
connection in showing how traders 
having individually a comparatively 
small market position act as a group 
under the influence of market changes 
in price. Fifteen firms having a 
clientele known to be composed of 
small or medium-sized traders were 
used for this purpose and their com- 
bined position is shown with the forty- 
two leading traders in Figure IH. 
They reveal an inverse relation in 
their combined position, both to the 
group of market leaders and to the 
course of prices, correlating inversely 
with the latter, — 0.88. From this it 
might be assumed that the leading 
speculators generally profit at the ex- 
pense of the small and medium-sized 
traders, or what is popularly referred 
to as the “general public.” In the 
absence of specific purchase and sales 
prices, however, this inference cannot 
be proved. One can buy when prices 
are declining and later sell while they 
are advancing, and profit as well as 
lose, depending entirely upon actual 
purchase and sales prices. In any 
event their trading cannot be said to 
give direction to the course of prices. 

There are many situations to be 
found in the keenly competitive trad- 
ing upon organized exchanges which 
are, in a measure at least, artificial. 
The classical example of this is the so- 
called corner. Of much greater prac- 
tical importance are “squeezes,” con- 
stituting minor or threatened corners. 
Any uncertainty of any sort regarding 
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the availability of deliverable cash sup- 
plies will immediately influence prices, 
and to the degree that this uncertainty 
is deliberately caused, it is manipula- 
tivé in character. 

Furthermore, trading through the 
medium of futures differs, at least in 
degree, from trading upon other mar- 
kets, in the extent to which the ele- 
ment of uncertainty can be developed. 
There is a limit to the buying and sell- 
ing of an actual commodity measured 
by available supply and rapidity of 
turnover. But in dealing in futures, 


the only practical limit is the margin 
requirements of brokers. Purchases 
or sales of futures bear no necessary 
relationship to the supply of the actual 
commodity, either in amount or in 
rapidity of turnover. Because of this 
fact, when either buyers or sellers 
with large capital enter the market, 
opposition is likely to weaken, since 
there is no tangible evidence of the 
limits to which their commitments may 
be carried. ‘This becomes increasingly 
true as the actual commitment con- 
tinues to mount in size. 


Commodity Exchange Clearing Systems 


By H. J. Loman, Pa.D. 


Professor of Insurance, Wharton School cf Finance and Commerce, University of Pennsylvania, 
Philadelphia, Pennsylvania 


OME commodity exchanges permit 
dealing in futures for as long as 
thirteen months in advance, many for 
twelve months, and the remainder for 
considerable, even though shorter, 
periods. Hedgers, speculators, and 
others are accustomed to take ad- 
vantage of this, although a large per- 
centage of the trades into which they 
enter are closed out long before the 
arrival of the delivery month to which 
they relate. In such cases, if it is a 
nonmember of the exchange who has 
bought, let us say, a March future on 
January 2 and sold a March future 
on January 20, he believes that since 
the profit or loss on his trading has 
been ascertained on January 20, an 
immediate settlement should be pos- 
sible. 

This is not so easy for the broker, 
because he may have bought the March 
future from one broker and sold it to 
another, and final settlement will not 
be due until March. If a profit has 
been made on the above transaction, 
the broker must advance the amount 
' of it and also permit the withdrawal 
of the customer’s margin deposit. 
This makes it doubly difficult for the 
broker, because he may be forced to 
continue his margin deposits for the 
benefit of the brokers with whom he 
originally contracted. 

In such cases it is quite clear that the 
limitations of a broker’s capital would 
soon curtail his trading unless he, m 
his dealings with other brokers, could 
find a way to settle profits, losses, and 
withdrawal of margins concurrently 
with his customers’ settlements. The 
need and the importance of this be- 
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come emphatic when it is realized that 
most trades are evened out before the 
arrival of the delivery month. Con- 
sequently brokers have arranged be- 
tween themselves, from the earliest 
trading days, for systems of mutual 
cancellation of evened trades which 
enabled them to accomplish the desired 
result. 

Undoubtedly some of these early 
methods were haphazard and very 
incomplete but they nevertheless were 
a vast improvement over waiting until 
the delivery month had arrived before 
settling any of the evened trades. 
Similarly, the modern complete system 
which is now in use on practically all 
of the commodity exchanges is far in 
advance of these mutual and volun- 
tary inter-broker clearances. Never- 
theless, the present most extensively 
used system has in it the same basic 
principles which were contained in the 
simpler methods. On account of this, 
and also because the rules of some 
exchanges still permit the use of these 
earlier systems, a description of the 
latter seems desirable at this point. 


Direct SETTLEMENT 


Possibly the first used and the 
simplest type of clearing is that in- 
volved in the method commonly re- 
ferred to as “direct settlement.” Thus, 
let us assume that on January 2, A sold 
to B a May future for ten thousand 
bushels of wheat at 85 cents per 
bushel, and on January 4, B sold to A 
a similar amount of wheat for the same 
delivery at 87 cents. In the absence 
of any method of clearing, when May 
arrived, A would deliver ten thousand 
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bushels of wheat to B and receive for it 
85 cents per bushel. Likewise, B 
would deliver to A ten thousand bushels 
of wheat at 87 cents. 

The futility of such delivery and 
re-delivery and such payment and re- 
payment is obvious. In the end, A 
will have paid out a net amount of 2 
cents per bushel more than he has 
received. If such is the case, why-not 
avoid the actual delivery and re- 
delivery and make a payment of the 
net difference only? Furthermore, 
there is no good reason why A and B 
should wait until the month of May 
to make this settlement. On January 
4 they both know the amount of the 
net difference and therefore can make 
settlement at once, Both brokers 
gain by this, because it obviates the 
necessity for carrying a dead account 
month after month until May, it 
avoids useless delivery, and it elimi- 
nates the margining of these accounts. 


Riverine Our 


If the trading on an exchange were 
conducted by two members only, the 
above plan would never have needed 
any additions or improvements; but 
Inasmuch as trading is carried on by 
many brokers, it was necessary to 
extend the principle of the foregoing 
scheme to include a large number of 
them. The plan which does this is 
called “ringing out,” and operates in 
the following manner: Let us suppose 
A has sold a May future for ten thou- 
sand bushels of wheat to B at 90 cents, 
B has made a like contract with C at 88 
cents, C with D at 83 cents, and D with 
E at 85 cents. Suppose E now wants 
to sell. If he can sell to A and/or B 
and/or C, a ring may be formed by 
any or all of the brokers who have been 
both buyers and sellers to one another. 
The quantity which may be rung out 
is limited by the smallest quantity 
bought and sold by any party in the 
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ring. Therefore the largest ring it is 
possible to form from the above trans- 
actions will result if E discovers that A 
will buy from him the same amount 
he had bought from D, namely, ten 
thousand bushels. In that case each 
of the brokers, A, B, C, D, and E, have 
both bought and sold the same quan- 
tity of wheat for a given month future. 
Their ultimate differences of profits 
and losses have been determined and 
they should be able to adjust them at 
once. Hence, after making the proper 
comparisons of their respective trans- 
actions, each can settle with the other 
for the ascertained differences. 

A better plan is to adopt the same 
settlement price for all the parties to 
the ring, and to have each broker pay 
into and draw out of a common fund 
the amount of his loss or profit. If 
each one pays into the fund the differ- 
ence which he owes and each one draws 
out the difference which is owed him, 


- such a fund will “even out” at the end 


of the day.! Thus, let us assume that 
E was successful in selling to A at 87 
cents. The accounts of A, B, C, D, 
and E reduced to a one-bushel basis 
would then appear as follows: 








Purchases Sales 
A 
From E at .87 To B at .90 
Draft .08 
B 
From A at .90 To C, at .88 
Check .02 
C 
From B at .88 To D at .88 
Check .05 





t It may be remarked that the clearing houses 
had their beginnings in connection with the oper- 
ation of this type of common fund. 
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Purchases Sales 
D 
From C at 83 To Eat 865 
Draft 02 
E. 
From D at .85 To å at 87 
Draft 02 





The account of the common fund 
into which they paid and from which 
they drew funds would appear as 
follows at the end of the day: 





If we compare the amounts of these 
drafts and checks with the differences 
between the buying price and the sell- 
ing price for each of the contracts, we 
find that they correspond. Thus, A 
bought at 87 cents and sold at 90 
cents, a profit of 3 cents; this corre- 
sponds to his draft. B bought at 90 
cents and sold at 88 cents, a loss of 2 
cents; this corresponds to his check. 
In other words, five contracts for over 
80 cents per bushel each are settled by 
a passage of a total of 7 cents? per 
bushel. In addition to the advantage 
of being able to wipe out the evened 
accounts long before the maturity 
of the May future, it is quite evident 
that there is an enormous saving in the 
banking accommodation otherwise 
needed to settle them. 


2 Tf the differences are cleared through a clear- 
ing house it is likely that the use of an arbitrary 
settlement price, as deacribed in the transferable- 
notice method,'would change this amount. 
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‘TRANSFERABLE NOTICH 


In case the accounts above described 
have not been closed before the month 
of May arrives, possibly a ring exactly 
like this one will not be formed, because 
A may have the actual commodity and 
E may desire it. In that event, an- 
other method of settlement, known as 
“transferable notice,” may be used. 
A will issue a notice informing B that 
he has in his possession the warehouse 
receipts representing the quantity of 
wheat for which he has previously con- 
tracted at 90 cents, and that he can get 
these receipts by presenting this notice 
and making settlement. 

The notice is issued in transferable 
form (hence its name) so that if B 
does not wish to take up the warehouse 
receipts he can pass the notice on to 
some one who does. Since B has sold 
to C, he undoubtedly does not want the 
wheat, so he indorses the notice over to 
C. C and D likewise have sold, and 
each in turn indorses it over to the 
succeeding party until it rests in the 
hands of E, who wants the wheat. 
He then presents the transferable no- 
tice to A and requests the warehouse 
receipts. 

However, A is not willing to hand 
over these negotiable documents with- 
out being paid for them. It will be 
recalled that A sold to B at 90 cents 
and E bought from D at 85 cents. 
Therefore it is necessary for all of the 
persons in the line to adopt a common 
settlement price and adjust the differ- 
ences between them according to the 
rule that whenever the settlement price 
is smaller than the contract price, the 
buyer pays; and whenever it is larger, 
the seller pays. For the purpose of 
illustration we may assume the settle- 
ment price in the above transaction to 
be 86 cents. Then the accounts of 
the various parties will be adjusted as 
follows: 
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opposite transactions or delivery takes 
place. However, the clearing house 
insists that in the meantime they be 
margined. ‘The closing price for May 
was 93 cents, so the broker is allowed 
to withdraw one cent per bushel or $200 
in this case; and July closed at 96 cents, 
so he is compelled to deposit three cents 
per bushel or $150. The total addi- 
tional margin required, then, is $350, 
and since $800 may be withdrawn this 
leaves a net amount of $50 variation 
margin which the broker must send to 
the clearing house. These margins, 
it will be observed, have merely al- 
lowed for the change in price between 
the time of making the contract and 
the close for the day; hence the name 
“variation margin.” 


ORIGINAL MARGIN 


The variation margin just described 
does not allow for any sudden change 
of price the next morning, which would 
leave the clearing house unprotected; 
so another type of deposit, known as 
“original margin,” is required on open 
trades. The open trades in the above 
case are 20,000 May purchases and 
5,000 July sales. Inasmuch as it is 
customary for the prices of all delivery 
periods to move up and down together, 
a decline in the value of the purchases 
would improve the position of the sales, 
and vice versa. Hence, to the extent 
that there is a like quantity of open pur- 
chases and sales for different monthly 
delivery periods it may be assumed 
that price changes tend to offset each 
other, and no original margin is neces- 
sary; or at most a smaller original 
margin may safely be required than 
in those cases where there are no such 
counterbalancing trades. 

Accordingly, original margin may be 
of two varieties: first, for the quantities 
of open purchases and sales which are 
alike, known as “‘spread”’ or “straddle” 
margins; and second, for the quanti- 
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ties which have no counterbalancing 
trades, known as “net interest” mar- 
gins. All clearing houses require the 
second type, although the same state- 
ment does not apply to the first. 
When both are required, the original 
margins on net interests are much 
larger than those on spread interests. 

Let us assume that the net interest 
margins on our hypothetical case are 
at the rate of $100 per 1,000 bushels 
and that the spread interests require 
$20 per 1,000 bushels. It will be re- 
called that there were 20,000 bushels 
of purchases and 5,000 bushels of sales 
which could not be canceled because 
they were for different delivery periods. 
This means that there are 5,000 bushels 
of spread interests at $20 per 1,000 
or $100, and 15,000 bushels of net 
interests at 8100 per 1,000 or $1,500, 
making a total original margin of 
$1,600. 

Let us now assume that on the suc- 
ceeding day, January 8, the broker 
makes the following transactions: 


Purchases Sales 


6,000 July at 91 


20,000 May at .87 





lf the closing prices are 86 cents for 
May and 90 cents for July, the varia- 
tion margin adjustment needed to bring 
the purchases and the sales to the close 
is a debit of one cent per bushel on the 
purchases for July or $50, and a credit 
of one cent per bushel on the sale for 
May or $200, making a net credit of 
$150. It will be remembered that the 
net purchases and sales for January 2 
which had to be carried forward were 
purchases of 20,000 May and sales of 
5,000 July which were margined to the 
closing prices of that day. It may 
readily be seen that these net positions, 
in so far as quantity for the respective 
delivery months is concerned, may be 
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canceled, leaving the broker in a 
zero net position. 

W While this solves the problem of quan- 
tity, the money difference still remains 
to be adjusted. To facilitate the 
above cancellation, the easiest thing 
is to margin this “carry-over” from the 
preceding day to the same figures at 
which the current day’s trading is 
margined for each of the several 
months. Hence, yesterday’s carry- 
over of purchases and sales will be 
adjusted to today’s closing prices. 
This will result in a debit of seven cents 
(the difference between yesterday’s and 
today’s settlement price) per bushel 
on the 20,000 May purchases or $1,400, 
' and a credit of six cents (the difference 
between yesterday’s and today’s settle- 
ment price) per bushel on the 5,000 
July purchases or $800. By totaling 
the variation margin additions and 
withdrawals it is ascertained that a net 
difference of 8950 must be sent to the 


Purchases 


Jan. 2 and 3 combined 


10,000 March at 88 
20,000 May at 92 
5,000 July at .91 


Sales 


10,000 March at .87 
20,000 May at 87 
5,000 July 
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clearing house. Since there are neither 
net nor straddle interests open with the 
clearing house at the close of business 
on January 8, the original margin of 
$1,600 deposited the previous day may 
be withdrawn. | 


SUMMARY Or Marcin CALCULATIONS 


We may now summarize all the mar- 
gin calculations which have preceded 
and see just how the broker has fared 
as a result of the operations of the 
clearing house. 

It should be observed that the two 
checks to the clearing house for varia- 
tion margin total $1,000 which cor- 
responds to the total net loss on the 
purchases and sales of January 2 and 8. 

Naturally, a typical broker would 
not be likely to even up, as in the 
above illustration, but would go on 
day after day with new purchases and 
sales offsetting current and previous 
trades. 


Profit or Loss 


Jan. 2 and 8 combined 


$ 100 loss 
1,000 loss 


at .93 100 profit 


81,000 Total Net Loss 





VARIATION MARGIN, JANUARY 2 





Check for balance due clearing house 


TEET 50 
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ORIGINAL MARGIN on Oren INTERESTS, JANUARY 2 


5,000 spread interests at $20 per 1,000 bushels 
15,000 net mterest ~ at $100 “ 1,000 “ 


Check to clearing house for original margin 


VARIATION MARGIN, JANUARY 3 


Set. Pr. of 
Jan. 2 


.93 
. 96 





Check for balance due clearing house 


ORIGINAL MARGIN On OPEN INTERESTS, JANUARY 3 


No straddle or net interests—no margin required 


Draft on clearing house for original margin deposited Jan 2 


CALL VARIATION 


In violently fluctuating markets 
the original margin above described 
may be inadequate to protect the 
carried-over trades during the current 
day’s trading. To provide for this 
contingency a call may be made for 
additional margin, at the option of the 
clearing house, during the trading day. 
This usually means a deposit of margin 
equivalent to the fluctuation which has 
taken place, and brings the open trades 
from the preceding day to the current 
prices. Naturally a broker gets credit 
for such adjustment, and to that extent 
will not have to put up margin at the 
end of the day. In those clearing 
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= $ 100 
= 1,690 
$1,600 
Settle. Due to Due from 
Price Cl. Hs. C]. House 
90 650 
. 86 g% 200 
Set. Pr. of 
Jan. 8 
1400 
86 890 
. 90 
es oe 950 
$1,450 "$1,450 
$1,600 


houses where the original margin is 
as large as that used in the above 
illustration, the calls for variation 
margin are infrequent; but in those 
which use a small original margin, such 
intermediate adjustments ere quite 
usual. 

Whenever a delivery month arrives 
in which a net interest has not been 
closed out, it may be settled by actual 
delivery. Here, too, the clearing house 
may be of assistance. It accepts de- 
livery from those who have balances 
to deliver, and passes them over to 
those who have balances to receive. 
Those clearing houses which do not 
complete the settlement of balances 
by receipt and delivery will at least 
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bring together the brokers who are in 
opposite net positions. 


ADVANTAGHS AND DISADVANTAGES 
We are now ready to summarize 


the advantages and the disadvan- 
tages of clearing, especially under the 
last described or so-called complete 
system. 

The advantages are: first, clearing 
permits balanced trades to be canceled 
at once instead of being carried forward 
until the delivery month arrives; sec- 
ond, the money differences in the form 
of profit or loss are taken at once, 
which procedure corresponds to the 
demands which a customer makes of his 
broker even if the delivery month 
is far distant; third, margin require- 
ments are reduced to a minimum; 
fourth, clearmg makes possible a con- 
siderable saving in banking accommo- 
dation; fifth, bookkeeping work is 
reduced to a minimum. 

The disadvantages are: first, weak 
traders who even out their trades be- 
fore the day is over may operate on 
very slender capital; second, strong 
houses are required to put up just as 
much margin on their net positions as 
are weak houses (in a sense this is an 
advantage, but it is argued that in 
pre-complete clearing-house days the 
good firms did not need to tie up margin 
with one another, and at the same time 
they could require it of a house which 
was thought to be in a weak position); 
third, the open-interest position which 
a broker may have with the clearing 
house does not necessarily correspond 
with his position in relation to his cus- 
tomers, and he may raise a large amount 
of capital in the form of customers’ 
margin requirements, which in turn 
does not have to be placed with the 
clearing house; fourth, clearing is said 
to lack the element of secrecy, per- 
mitting clearing-house clerks to’ gain 
knowledge concerning the daily trading 
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and changes in net positions of the 
various brokerage firms. 


LEGALITY or CLEARING HOUSES 


The legality of clearing has been 
attacked so ‘frequently that any ex- 
planation of the process does not seem 
complete without some discussion of 
this point. 

All the various plans of clearing 
which have been described involve to 
some extent the cancellation of pur- 
chases against sales and the payment of 
differences. On the face of it then, 
it would appear that these are contracts 
for dealing in differences. However, 
that is not the case, because each and 
every contract is enforceable against 
the opposite party. The mere fact 
that one makes a contract opposite to 
that into which he has previously 
entered does not necessarily mean that 
he is dealing in differences, even if the 
net effect makes it appear that way. 
From a legal standpoint, “intent to 
deliver” is the test of a gambling con- 
tract; and it has been decided by the 
courts a number of times that the off- 
setting of contracts in the clearing 
house does not of itself prove lack of 
such intent. ‘The position of the courts 
is best illustrated by the decision of the 
United States Supreme Court in the 
case of Board of Trade v. The Christie 
Grain and Stock Company (198 U. S. 
286) when it said: 


The contracts made in the pits are con- 
tracts between the members. We must 
suppose that from the beginning as now, 
if a member had a contract with another 
member to buy a certain amount of wheat 
at a certain time and another to sell the 
same amount at the same time, it would be 
deemed unnecessary to exchange warehouse 
receipts. We must suppose that then as 
now, a settlement would be made by the 
payment of differences, after the analogy of 
a clearing house. This naturally would take 
place no less that the contracts were made 
in good faith for actual delivery, since the 
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result of actual delivery would be to leave 
the parties just where they were before. 
Set-off has all the effects of delivery. ... 

The fact that contracts are satisfied in 
this way by set-off and the payment of 
differences detracts in no degree from the 
good faith of the parties, and if the parties 
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know when they make such contracts that 
they are very likely to have a chance to 
satisfy them in that way and intend to 
make use of it, that fact is perfectly consis- 
tent with a serious business purpose and an 
intent that the contract shall mean what 
it says. 


The New York Coffee and Sugar Exchange 


By E. M. Brunn 
Superintendent, New York Coffee and Sugar Exchange, New York City 


S the seventh day of December of 
this year 1981 will mark the fif- 
tieth anniversary of the incorporation 
of the first coffee or sugar exchange to 
be organized in the United States, a 
review of that particular organization’s 
growth to the present New York Coffee 
and Sugar Exchange, and its position 
as the largest and most important of the 
world’s exchanges for trading in either 
coffee or sugar, is indeed most timely. 


Factors LEADING TO ORGANIZATION 


As the Exchange was originally 
incorporated for the purpose of trading 
in coffee primarily, the factors which 
led to its organization were naturally 
limited to that commodity. These 
factors, however, were indeed many, 
and date back to the Civil War. 

Except for a short period in 1862, 
the years 1861-1865 saw an almost 
unprecedented advance in coffee prices, 
with the Government a large purchaser 
of that commodity for its military and 
naval forces. As a result of these 
higher prices, of fluctuations in gold, 
and of the resumption of an import 
duty, profits for the few years pre- 
ceding the close of the war were very 
large. The end of the war, however, 
brought about the usual reaction, and 
a period of reduced prices continued 
until 1870. In that year, on reports of 
short crops, prices again moved up- 
ward, stimulating the planting of 
coffee, not only in Brazil but also in 
other parts of South America. 

This increase m planting had later 
far-reaching effects. Meanwhile, how- 
ever, short crops continued through 
1871, 1872, and 1873. At the close of 
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1874, only small stocks of coffee were 
on hand. ‘This tended to encourage 
speculation, and the fluctuations in 
price during 1875, 1876, and 1877 
indicated a manipulation of the mar- 
ket. Im fact, several important firms 
had formed a syndicate to control 
prices, with the result that the market 
was completely in their hands. In 
1878, however, the effects of the in- 
creased planting undertaken in 1870 be- 
gan to show themselves through reports 
of large crops. These reports were 
confirmed m 1879, Brazil producing 
the then record crop, and exporting 
206,329 tons, of which by far the largest 
part consisted of Rio Coffees, the only 
Brazilian coffees seriously considered 
up to that time. 

Therefore, early in 1880 the syndicate 
found itself with a very heavy load, the 
total visible supply of coffee of all 
kinds on January first of that year 
being 766,679 bags (45,098 tons). 
With summer approaching, with its 
usually dull trade, another large crop 
coming in, and shipments from Santos 
(Brazil) increasing in such volume as 
to be felt, the syndicate was faced with 
the insurmountable problem of holding 
up prices. As its great effort was 
centered on Brazil coffees, it was forced 
to let Java coffees decline. In fact, 
outside of the syndicate, there were 
practically no buyers for even Brazil 
coffees. The inevitable followed. ‘The 
syndicate failed, and as a result, the 
important firms comprising it were 
ruined, owing to their inability, through 
lack of either market or buyers, to 
dispose of the great stocks they were 


carrying. 
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A chaotic condition therefore per- 
vaded the coffee trade during the 
months of October, November, and 
December, 1880. What with the suc- 
cessive failures of the firms comprising 
the syndicate and the resultant dump- 
ing of their large stocks on the market, 
complete demoralization prevailed. 
There was little or no attempt to do 
business. Every one suspected his 
neighbor. Even the larger firms did 
not escape suspicion. Thus the situa- 
tion which faced the coffee trade in 
1881 was indeed one of uncertainty. 
It appeared that the end of the old 
methods of doing business had been 
reached, so new and improved methods 
were sought. 


ORGANIZATION OF COFFEE EXCHANGE 


Realizing that the vast difficulties 
thus encountered in the purchase, the 
sale, the handling, and the distribution 
of coffee could best be overcome, and 
the many evils existing in the trade 
corrected, through the establishment 
of a well-organized market with regula- 
tions for uniform procedure, a group of 
the most prominent men in the coffee 
trade formulated plans for the organ- 
ization of an exchange in the City of 
New York. 

The sponsors of the plan found 
much unlooked-for opposition in spite 
of the reasonable assurance that with 
an exchange a market would be made 
each day, and those wishing at any 
time to dispose of their stock could do 
so. It was contended that had there 
been an exchange, by selling for future 
delivery the crash of the syndicate 
could have been averted. The New 
York Cotton Exchange and the Chi- 
cago Board of Trade were meeting 
with success, and the manner of deliver- 
ing on contracts moved large crops 
without unduly disturbing values. If 
an exchange was successful in the 
marketing of cotton and gram, why 


ł 


111 


should not a similar organization 
succeed in coffee? ; 

It was further contended that an 
exchange would concentrate the coffee 
trade in New York. While New York 
was practically the only coffee port 
during the Civil War and still remained 
the principal port of entry in the 
United States, competition of other 
ports had yearly become more and 
more serious—Philadelphia, Baltimore, 
Charleston, Savannah, Mobile, and 
New Orleans importing coffee direct, 
and ports in the adjacent states of New 
Jersey, Connecticut, and Massachu- 
setts also receiving a fair quota. 

It was also argued that new fixed 
standards for grades would be created 
and that with an exchange, outsiders 
and bankers would take an interest in 
coffee. Further, many abuses had 
crept into the trade and no court of 
arbitration existed for the settlement 
of the many questions and disputes that 
arose. Last but not least, the large 
coffee roasting plants could, by buying 
futures, protect their legitimate profits 
through hedging. The principal argu- 
ment against the formation of an 
exchange was that speculators would 
hold sway, ultimately forcing out the 
merchants. 

In spite, however, of a lack of inter- 
est on the part of many, an organ- 
ization meeting was held im the 
office of Mr. Benjamin G. Arnold at 
166 Pearl Street and an exchange 
was formed under the title of the 
“New York Coffee Exchange.” ‘The 
Exchange opened for business on 
March 7, 1882. 


APPRECIATION OF THE EXCHANGE 


A discouraging lack of interest 
continued to be shown in the Exchange 
in its early days, but in less than a year 
from the time of its organization, 
the raison d'être of an exchange in New 
York became evident. Nearly a hun- 
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dred representative houses in the city 
and abroad, that a year before had 
refused to join, purchased memberships 
at $500 each, and later, one hundred 
additional members were admitted at 
$1,000 each. 


The superior facilities afforded by the_ 


Exchange attracted trading to such 
an extent that on or about January I, 
1883, coffee merchants in Baltimore 
organized an exchange in that city; 
but after a struggling existence the 
enterprise was abandoned. 

After the Exchange had been in 
existence for niore than two years and 
the possibilities of its future develop- 
ment and usefulness were better real- 
ized, it was agreed that its position 
should be established on a basis of a 
more permanent character. Accord- 
ingly, by special act of the New York 
State Legislature, passed June 2, 
1885, a charter was secured and a 
corporation created under the corpo- 
rate name of “The Coffee Exchange of 
the City of New York.” Thus, by 
resolution of the Governing Commit- 
tee, adopted September 2 of that year, 
the New York Coffee Exchange ceased 
to exist and its property was trans- 
ferred to the new organization. The 
purposes for which the new Exchange 
was formed are well expressed in its 
charter: 


To provide and maintain a suitable place 
for the purchase and sale of coffee and other 
similar grocery articles in the City of New 
York; to adjust controversies between its 
members; to inculcate and establish just 
and equitable principles in the trade; to es- 
tablish and maintain uniformity in its rules, 
regulations and usages; to adopt standards 
of classification; to acquire, preserve and 
disseminate useful and valuable business 
information; to promote generally the trade 
in the City of New York, increase its 
amount and augment the facilities with 
which it may be conducted. 


On May 1, 1889, the Exchange 
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entered into new and larger quarters at 
51-58 Beaver Street, but as time 
passed even these proved inadequate 
for its needs. As the Exchange had 
prospered, it therefore entered into 
negotiations for the purchase of certain 
properties and the erection of its own 
building. ‘This undertaking was com- 
pleted in the Spring of 1895 and the 
Exchange took possession of its new 
home on May 1 of that year. 


INAUGURATION OF TRADING IN SUGAR 


For the first thirty-two years of its 
existence, operations on the Exchange 
were confined substantially to trans- 
actions in coffee; but in December, 
1914 the scope of trading was enlarged 
so as to include raw sugar. Although 
trading in sugar futures had been 
attempted before, in the very early 
years of the Exchange’s history, it 
did not meet with success, because of 
the almost invariably steady tone of 
the market. 

This return to trading in sugar was 
brought about in large part by the 
closing of the Hamburg and London 
exchanges in August, 1914, due to the 
outbreak of the World War, and the 
inconvenience resulting to producers, 
dealers, and consumers of sugar from 
the absence of any recorded sales 
showing the consensus of the world’s 
opinion with respect to prices. The 
new venture appears to have been 
regarded somewhat dubiously at first, 
but as time passed, it far exceeded the 
hopes of its sponsors. The sugar 
futures market thus established filled 
a decided need, and the Exchange 
immediately became known nationally 
and internationally as the world market 
for sugar as well as for coffee—a 
distinction which it holds to this day. 
Accordingly, on August 28, 1916, the 
name of the Exchange was changed to 
the “New York Coffee and Sugar 
Exchange, Incorporated.” 
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In 1916 the members of the Ex- 
change approved plans for the forma- 
tion of the New York Coffee and 
Sugar Clearing Association, Incor- 
porated, and in June, 1917, the new 
organization assumed the clearing func- 
tion for the Exchange. 

With the filing on January 28, 1929, 
of a Certificate of Extension of Purpose, 
the powers of the Exchange were 
extended so as to embrace dealings 
im the stocks and securities of corpora- 
tions producing, treating, or dealing in 
coffee and other similar articles. No 
actual attempt has yet been made, 
however, to Inaugurate such trading. 


CANE BLACKSTRAP MOLASSES 


On February 2, 1931, the Exchange 
inaugurated futures trading in Cane 
Blackstrap Molasses, an article never 
before traded in on an organized 
futures market. This is a non-edible 
commodity and is the great by-product 
of the sugar industry, every producer 
and every refiner of sugar necessarily 
producing molasses. It forms the raw 
material for many industries and its 
uses are constantly growing. In the 
World War it suddenly became of 
great importance in the manufacture 
of munitions. Commercially it is very 
extensively used in the manufacture of 
industrial aleohol and in a mixture of 
food for cattle. 

Heretofore it has been necessary for 
the producer to sell and for the dis- 
tributor to buy Blackstrap Molasses 
in bulk far in advance of its ultimate 
production, both parties thus standing 
the risk of fluctuations in price and date 





Year 


1924 to 1980 inclusive. . 
1928 to 1980 inclusive. 
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of delivery. Partly as a result of this 
situation and of other factors peculiar 
to the trade, the price of molasses has 
at practically all times been artificial. 

The Exchange’s unit of trading, or 
contract unit, is 24,000 gallons (three 
tank cars) with delivery “in tank” at 
New Orleans. The contract, however, 
will probably be extended later to 
include other ports of delivery. Prices 
are quoted per gallon in cents and 
hundredths of a cent. Each pomt 
fluctuation is therefore equivalent to 
$2.40 on each contract unit. In order 
to prevent wide swings in the market 
in case of unusual events, trading be- 
yond a range of two cents per gallon 
is not permitted in any one day. 


VoLuM# or TRADING 


Trading on the floor of the Exchange 
is almost entirely confined to contracts 
for future delivery. Practically no 
contracts for immediate delivery, 
known as “spot” contracts, take place. 
Members make contracts for immedi- 
ate delivery, but they are not reported 
to the Exchange. Any private trading 
in futures, however, by members is 
forbidden, as the purpose of the Ex- 
change is to maintain an open market in 
futures where prevailing prices are all 
recorded for the subsequent use and 
benefit of all interests. 

Lack of space does not permit a com- 
plete record to be given here of the 
volume of business transacted on the 
Exchange, but some idea may be gained 
from the table below. 

Although it is impossible actually to 
state the proportion, it is generally 





Raw Sugar 





No. 1 Contract 





“D” Contract * 





20,982,000 bags 
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* Trading in “D” contract inaugurated January 16, 1928. 
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understood that a large part of the trad- 
ing on the floor of the Exchange repre- 
sents transactions legitimately made by 
coffee or sugar interests for the purpose 
of protecting themselves from fluctua- 
tions in value of the commodity which 
they own, have bought, or intend to 
buy. 

The quantity of coffee or sugar dealt 
in on the Exchange is necessarily many 
times larger than the volume of these 
commodities actually involved in com- 
mercial operations, for the reason that 
three or more owners or handlers of such 
commodities may seek the benefit of 
futures trading to protect them in their 
business. This situation sometimes 
tends to confuse the mind of the lay- 
man. He cannot reconcile himself to 
the fact that the total actual crop ofa 
commodity is very often smaller than 
the total volume of it traded on the 
Exchange markets during the course of 
& year. ; 


GovERNMENT 


The government of the New York 
Coffee and Sugar Exchange is vested in 
a Board of Managers of fifteen mem- 
bers, consisting of the president, vice- 
president, treasurer, and twelve other 
members. In the active administra- 
tion of the Exchange the Board of 
Managers is assisted by various com- 
mittees acting, with the one exception 
of the Arbitration Committee, under 
the supervision of the Board. The 
charter of the Exchange provides for the 
appointment of the Arbitration Com- 
mittee. This committee, whose deci- 
sion is not subject to the approval of the 
Board of Managers, is authorized to 
hear and decide controversies volun- 
tarily submitted, existing between 
members of the Exchange or persons 
who have derived their interest in the 
controversy through members of the 
Exchange, as executors, receivers, or 
assignees. 
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GRADING AND CLASSIFICATION 


All coffees delivered against an Ex- 
change contract must be graded and 
classified by a panel selected from a 
board of graders licensed by the Ex- 
change. A deliverer may select either 
of two procedures—to have the coffees 
graded after delivery has been made, or 
to have them graded in advance of 
delivery. The former is the procedure 
more extensively used. Under both 
methods, samples are drawn by a li- 
censed sampler and submitted under 
disguised marks to the graders. The 
graders thereupon proceed to grade and 
classify the coffee and determine 
whether or not it fulfills contract condi- 
tions. 

On an affirmative decision under the 
first procedure, the Exchange issues a 
“Certificate of Grade” certifying that 
the coffee therein enumerated is a good 
delivery in fulfillment of an Exchange 
contract for a period of one year from 
date of such certificate. In the event 
that the coffees or a part thereof do not 
meet Tequirements, other suitable cof- 
fees must be substituted for the rejected 
portions. 

Should a prospective deliverer be un- 
certain as to the grade of the coffees 
which he proposes to deliver, he is 
afforded, under the second procedure, 
opportunity to have such coffees graded 
and classified in advance of any com- 
mitment to deliver same. A favorable 
decision permits the Exchange to issue 
a “Classification Certificate” stating 
that the coffee therein designated may 
be delivered on Exchange contracts 
within thirty days from its date. 
Certificates of Grade may then -be 
issued for the coffee designated in such 
Classification Certificate. 

When sugar is delivered on the Ex- 
change, samples are drawn by licensed 
samplers and submitted to three li- 
censed chemists; one representing the 


Tue New York COFFEE AND SUGAR EXCHANGE 


deliverer, one the receiver, and one, 
from the New York Sugar Trade Lab- 
oratory, representing the Exchange. 
Chemical tests are then made to de- 
termine the polarization of the sugar. 

The grading for coffee deliveries is 
based on standards prepared and issued 
by the Exchange. Brazilian standards 
consist of types No. 2 to No. 8 inclusive. 
No No. 1 type is issued, as such a type 
would represent a perfect coffee. No 
coffee below the No. 8 type is per- 
mitted to enter the country. In 
Brazil, coffee for export to the United 
States is graded according to these 
standards. When making purchases, 
the Federal Government specifically 
states that each purchase must be of a 
grade “equal to or better than No. 4 
Bourbon Santos, determined in accord- 
ance with the standard adopted by the 
New York Coffee and Sugar Exchange.” 

As will be noted from the Exchange 
form of contract, deliveries can be 
made only from warehouses which 
have been inspected and licensed by the 
Exchange, thus assuring to members a 
large degree of protection. Weigh- 
masters, weighers, samplers, graders, 
chemists, and so forth, handling Ex- 
change deliveries are similarly licensed. 

The membership of the Exchange is 
limited to 350, of which number 344 are 
outstanding at the present time, leaving 
six to be disposed of by the Exchange 
at a figure set at $50,000. In 1929, 
memberships or “‘seats” sold as high as 
$31,000. The price of memberships on 
exchanges varies according to the vol- 
ume of business transacted, the size of 
the membership, and the financial 
resources of the Exchange. 


EXCHANGE Forms or CONTRACTS 


The Exchange has three forms of 
contracts for coffee—“ A,” “D,” and 
“F.” Contract “A” is the oldest of 
the Exchange contracts. As it was, in 
fact, the only coffee contract traded in 
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on the Exchange up to 1928, its scope 
was necessarily wide enough to allow 
the delivery of nearly all recognized 
growths, 


Correr Contract “A” 
Office of 

New York, 
Sold for M. 

To M. 

82,500 lbs., in about 250 bags coffee, growth 
of North, South, or Central America, West 
Indies or East Indies, including Washed 
Robusta but excluding other grades of 
Robusta and also any coffee of new or un- 
known growth, deliverable from licensed 
warehouse in the port of New York between 
the first and last days of next, 
inclusive. The delivery within such time 
to be at seller’s option, upon a notice to 
buyer of either five, six or seven days, as 
may be prescribed by the Trade Rules. 
The coffee to be of any grade from No. 8 to 
No. 1, inclusive (no coffee to grade below 
No. 8), provided the average grade of 
Brazilian Coffees shall not be above No. 8. 
Nothing in this contract, however, shall be 
construed as prohibiting a delivery averag- 
ing above No. 3 at the No. 8 grade. Atthe 
cents per pound for No. 7, 
with additions or deductions for other 
grades according to the rates of New York 
Coffee and Sugar Exchange, Inc., existing 
on the afternoon of the day previous to the 
date of the notice of delivery. 

Either party to have the right to call for 
margins as the variations of the market for 
like deliveries may warrant, which margins 
shall be kept good. 

This contract is made in view of, and in 
all respects subject to, the rules and condi- 
tions established by New York Coffee and 
Sugar Exchange, Inc., and in full accord- 
ance with Section 102 of the By-Laws. 
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The importations from Santos hav- 
ing increased to such an extent in the 
last twenty years that they over- 
shadowed all of Brazil’s remaining pro- 
duction, a demand arose for a contract 
which would afford a more desirable 
basis for hedging the better grades of 
Santos as well as Mild Coffees (coffees 
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other than Brazilian). As a result, a 
new contract known as Contract “D” 
was adopted. This contract was first 
traded in on January 16, 1928, and its 
- form is as follows: ‘ 


Corres Contract “D” 
Office of 

New York, 
Sold for M. 

To M. 
$2,500 Ibs., in about 250 bags, of SANTOS 
Coffee grading from No. 2 to No. 6 in- 
. clusive, provided the average grade shall 
not be above No. 8 nor below No. 5. Noth- 

ing in this contract, however, shall be con- 
strued as prohibiting a delivery averaging 
above No. 8 at the No. 8 grade. 

Deliverable from licensed warehouse in 
the port of New York between the first and 
last days of inclusive. 

At the rate of cents per pound for 
No. 4 with additions or deductions for other 
grades according to the rate of the New 
York Coffee and Sugar Exchange, Inc., 
existing on the afternoon of the day previ- 
ous to the date of the notice of delivery. 

The Coffee to be Fair to Good Roast, Soft. 

Either party to have the right to call for 
margins as the variations of the market for 
like deliveries may warrant, which margins 
shall be kept good. 

This contract is made in view of, and in 
all respects subject to the Rules and Condi- 
tions established by the New York Coffee 
and Sugar Exchange, Inc., and in full ac- 
cordance with Section 102 of the By-Laws. 


The “Mild” or “F” Contract was 
adopted late in 1929 and trading in it 
was inaugurated on January 20, 1930. 
The grades deliverable under this con- 
tract are based on the highest grades of 
Colombian coffee. Other growths of 
Mild Coffee are deliverable at varia- 
tions above or below the basis grade. 
The following is the form of contract: 


Contract “F” 
Mu» COFFEE CONTRACT 
Office of 
New York 
Sold for 
to 
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32,500 pounds of Mild Coffee m about 250 
bags of a commercial size delivered from 
licensed warehouse in the port of New York 
between the first and last days of 

inclusive. The delivery within such time 
to be at seller’s option, upon either five, six 
or seven. days notice to the buyer. The 
coffee deliverable under the Contract to be 
of the growths and grades specified in Sec- 
tion 88 on the basis of Colombia Coffee 
from the districts of Honda, Girardot, Mani- 
gales, and/or Libano with additions or 
deductions for other growths and grades as 
specified in said Section 33, at 

cents per pound for FIRST QUALITY Co- 
lombian Coffee from said districts, with 
additions or deductions for other growths 
and grades according to the rates of the 
New York Coffee and Sugar Exchange, 
Inc., existing on the afternoon of the day 
prior to the date of the notice of delivery. 
The Coffee shall be “SWEET” in the cup. 
Tt shall also be of good bean, and good roast- 
ing quality for the district in which it is 
grown. Either party to have the right to 
call for margins as the variations of the mar- 
ket for like deliveries may warrant, which 
margins shall be kept good. 

This Contract is made in view of, and in 
all respects subject to, the Rules and Condi- 
tions established by the New York Coffee 
& Sugar Exchange, Ine., and in full accord- 
ance with Section 102 of the By-Laws. 

The following is the form of the No. 
1 Raw Sugar Contract: 


Contract 1—Raw SUGARS 
Office of 
New York 
Sold for 
to : 

50 tons of 2,240 lbs, each of Sugar in bags, 
deliverable from licensed warehouse in the 
port of New York, between the first and 
last days of .......... , inclusive, The 
delivery within such time to be at seller’s 
option upon seven, eight or nine days’ 
notice tothe buyer. The sugar to be of any 
grade or grades as specified in Section 88a 
at the price of ...... cents per lb, in bond, 
net cash for Cuba Centrifugal 96 degrees 
average polarization outturn with additions 
or deductions for other grades according to 
the rates of New York Coffee and Sugar 
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Exchange, Inc., existing upon the after- 
noon of the day previous to the date of the 
notice of delivery. 

Either party to have the right to call for 
margins as the variations of the market for 
like deliveries may warrant, which margins 
shall be kept good. This contract is made 
in view of and in full accordance with the 
By-Laws, Rules and Conditions established 
by the New York Coffee and Sugar Er- 
change, Inc. 


HEDGING 


One of the most important features of 
a commodity exchange, if not the most 
important, is the facilities offered for 
hedging. Hedging may be considered 
a form of commercial price insurance, 
in that its purposes are to protect profit, 
to limit losses, and to safeguard bank 
credit. It is used to insure against loss 
due to price changes. The object of 
hedging is not to return a speculative 
profit, for the reason that any profit 
derived on the futures merely equalizes 
or offsets a loss which has been incurred 
on a cash transaction. 

Hedging, like any other form of in- 
surance, does not furnish complete pro- 
tection; but no futures market is per- 
fect enough to furnish one hundred per 
cent coverage. Complete insurance 
would require that profit or loss on the 
cash transaction be balanced exactly by 
the corresponding loss or gain on the 
futures contract. To afford a full 
measure of protection to those who em- 
ploy the futures contract for hedging, 
there must be maintained a close par- 
ity between prices in the futures 
market and in the cash market and a 
close price relationship between the 
basis grade and the grade of the physi- 
cal commodity bought or sold. 

The futures contract is employed to 
hedge the purchase or the sale of the 
physical commedity because spot 
prices and future prices tend to move 
together; advances in the spot price 
tend to be paralleled by advances in the 
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price of futures contracts, and vice 
versa. Similarly, the prices for vari- 
ous grades of a commodity tend to 
remain in a close and steady relation- 
ship. A material dislocation of the 
relationship between spot prices and 
the prices of futures may make the 
hedge an imperfect protection. How- 
ever, at the cost involved, hedging 
does furnish a remarkably cheap and 
trustworthy form of insurance. Bank- 
ers almost universally indorse organ- 
ized exchanges on account of hedging 
and of the price barometer function. 


IMPORTANCE OF THE EXCHANGE 


The New York Coffee and Sugar 
Exchange, in its position as the most 
important of the world’s coffee and 
sugar exchanges, offers to planters, 
investors, operators, refiners, and roast- 
ers a firmly established and well-or- 
ganized market for the handling and the 
distribution of these great commodi- 
ties. Practically all of the above in- 
terests, as well as very large banking 
organizations, are represented in the 
membership of the Exchange. The 
exterit to which the Exchange is used 
is best shown by a reference to the 
figures covering the volume of business 
annually transacted. Orders from 
twenty or more different countries of 
the world are executed on the floor of 
the Exchange. 

The establishment of tradmg in 
coffee and sugar on the Exchange has 
afforded facilities for the registering of 
the world’s opinion with relation to 
these commodities, thus enabling coffee 
and sugar interests to obtain, through 
the dissemination of such opinion, the 
views of those best qualified to judge 
the probable course of values under the 
conflicting features of relative produc- 
tion and consumption or supply and 
demand. 

The Exchange receives daily cables, 
bulletins, and letters from many 
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parts of the world contaming quota- 
tions of other markets, various statis- 
tics, and such other information as may 
be of value to the coffee, sugar, and 
molasses trades. All this information 
is posted on the Exchange and pub- 
lished daily in a market report which 
also contains a complete summary of 
the day’s transactions, deliveries, and 
receipts, stocks on hand and afloat, and 
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so forth. This market report is mailed 
to various parts of the world and is a 
particularly important and valuable 
feature of the Exchange. 

The Exchange is therefore a price 
registration center, the determination 
of price coming not from the Exchange 
itself but from the impact of the forces 
of supply and demand that influence 
individual judgment. 


The Rubber Exchange of New York 


By Joun L. JULIAN 
President, Rubber Exchange of New York, New York City 


HE Rubber Exchange of New 

York was opened for trading in 
crude rubber futures on February 15, 
1926. In the history of commodity 
trading it occupies a somewhat unique 
position, being chronologically inter- 
mediate. It was preceded for many 
years by other commodity exchanges, 
from which it undoubtedly drew a fund 
of vast experience—the New York 
and New Orleans cotton exchanges, the 
coffee, sugar, produce, and other 
exchanges. Its successful establish- 
ment gave immediate encouragement 
to the formation of similar organiza- 
tions for raw silk, cocoa, metals, jute 
and burlap, and hides. 

It will be the express purpose of this 
article to demonstrate the usefulness 
and service of ‘The Rubber Exchange 
to the crude and manufactured rubber 
industries. 
take the reader through either funda- 
mental essentials or the more highly 
involved technique of commodity trad- 
ing, unless our purpose is served 
thereby. 


GROWTH OF THE INDUSTRY 


Expansion of trading in rubber and 
the consequent need for an exchange 
must be obvious to any one with only 
a very general idea of the industry. 

On an average, over seventy per cent 
of the world’s production of crude 
rubber is absorbed by the United 
States. Our requirements of the com- 
modity are the chief concern of the 
foreign grower and of the rubber 
plantations in the Far East, which 
supply ninety-four per cent of the 
world output of rubber, which con- 
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stitutes the principal commercial ex- 
port produce of Great Britain and 
the Netherlands through their colonial 
possessions in the Far Kast. 

Interesting history is bound up with 
“Hevea” rubber, which is referred to 
in this article. This rubber is pro- 
duced from the milky exudation of the 
tree known botanically as Hevea 
brasiliensis, and comprises ninety-seven 
per cent of annual world production, 
while the cultivated Hevea tree sup- 
plies ninety-three per cent. 

Until about 1900 practically all of 
the world’s rubber supply was furnished 
by wild trees in the Amazon Valley. 
During 1878 Hevea seeds were removed 
by stealth from Brazil and germinated 
in London, and later transplanted in 
Malaya, India, and Burma. The ex- 
periment exceeded the expectations 
of the founders of the industry in the 
Kast, and by 1918, wild rubber 
production was surpassed. By 1926, 
only five per cent of the total came 
from South America, which furnished 
the seeds for the new and profitable 
industry of British and Dutch in- 
vestors. 

United States’ imports of rubber 
annually ranged between 15,000 and 
24,000 tons from 1890 to 1900, when 
the advent of the automobile greatly 
accelerated the demand. By 1910 
American purchases had exceeded 40,- 
000 tons annually, valued at over 
$98,000,000, the peak period of prices 
when the declared value of imports 
averaged $1.08 per pound. High prices 
now served to stimulate production 
on the Far Eastern plantations, but 
rapidly increasing motor-car registra- 
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tions, especially in the United States 
where the low-cost car had provided 
the nation with a new and efficient 
mode of transportation, still continued 
to absorb the supply. 

American rubber requirements were 
more than doubled before 1915, and 
imports during that year attained a 
total of over 98,000 tons, valued at 
$111,000,000. The average per-pound 
cost at the same time had fallen to 
50.1 cents. But the most striking 
phase of the industry’s expansion was 
still ahead for the automobile and rub- 
ber manufacturers. Despite the war 
and the postwar deflation, American 
rubber purchasés rose to 268,000 tons 
during 1920 and 896,000 tons during 
1925, the latter total representing a 
value of 429,700,000, and a per-pound 
cost of 48.4 cents. 

Our five-year periodic glances have 
skipped over two eventful years in 
rubber history-—those of 1921 and 
1922. The average import cost of 
the commodity had fallen to 17.8 cents 
per pound in 1921 and to 15.1 cents in 


1922, These low prices were due to 


curtailed requirements in consuming 
countries suffering from the postwar 
era of deflation and industrial depres- 
sion. Investors in the British-owned 
plantation companies clamored loudly 
on the doors of the Colonial Office for 
legislative aid, and the Government 
responded by enacting the famous 
Stevenson Restriction Plan. 


PRODUCTION CHECKED 


By holding both production and 
exports in check through a system of 
“assessed production” for the planta- 
tion estates and through the permitted 
export of a certain percentage begin- 
ning at sixty per cent, based upon the 
prevailing average spot price in London 
for the preceding quarter, prices em- 
barked upon an upward but erratic 
movement. During the Summer of 
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1925 the spot price for standard ribbed 
smoked sheet rubber had recovered to 
$1.21 per pound. 

The years 1925 and 1926 witnessed 
wide price fluctuations m rubber, 
largely attributable to the British 
restriction scheme, which did not 
stabilize the market as its authors had 
promised, but served to stimulate 
production in non-restriction areas, 
notably the Dutch Kast Indies, which 
eventually brought about the failure 
of the plan and its recall by the Baldwin 
government in the Spring of 1928, to 
be effective on November 1, 1928. In 
the meanwhile, the use of reclaimed 
rubber in the United States increased 
by leaps and bounds, or from 60,000 
tons in 1922 to 180,000 tons in 1926, 
and 200,000 tons in 1929, 

Tt was at such a critical stage in the 
history of rubber that plans were 
formulated by the leading merchants 
and dealers at New York for a rubber 
exchange, “to provide, regulate and 
maintain an exchange and furnish 
facilities to its members for the purchase 
and sale of Crude Rubber, Siak, Pon- 
tianac, Gutta-Percha, Balata, Guayule, 
and other products partaking of and 
akin to the same qualities possessed by 
rubber.” 

The objects of the new venture were 
clearly set forth in its charter: “To 
decrease local risks attendant upon 
the business; and generally, to promote 
and facilitate the business of buying, 
selling and dealing with and dealing 
in the above-mentioned products.” 
The original membership quota was 
quickly made up of dealers, importers, 
brokers, and commission houses, and 
among the nations represented by that 
list were the United States, Great 
Britain, France, Holland, Malay States, 
and China. 

The government of the Exchange is 
vested in a board of governors com- 
posed of thefpresident, vice-president, 
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treasurer, and twelve members, elected 
annually by the membership. Upon 
the Board of Governors was bestowed 
the entire management of the property 
and the business of the Exchange; also 
power to adopt rules and regulations. 
Applicants for membership are elected 
only by the majority vote of the 
governors. The most rigid by-laws 
govern the conduct of its members and 
its trading practices. 

Every conceivable phase of conduct 
and trading is given immediate super- 
vision by eighteen committees em- 
powered to enforce the Exchange laws. 
These are: executive, finance, super- 
visory, by-laws and rules, membership, 
information and statistics, arbitration, 
board of appeals, quality, quality 
board of appeals, commissions, quota- 
tions, floor, business conduct, pub- 
licity, adjustment, spot quotations, 
and grading and warehousing. 


Contracts FOR FUTURES TRADING 


Trading in rubber futures on the 
Exchange was inaugurated early in the 
year 1926 with the “A” Contract, 
which is still in force and was recently 
designated as Old “A” Contract. 
Trading and deliveries in this contract 
will terminate in December, 1981, and 
trading thereafter will be confined 
to the New “A” Contract which 
became effective on January 5, 1931, 
and the No. 1 Standard Contract, 
which became effective on April 1, 1930. 

The Old “A” Contract provides for 
delivery of any one of five grades 
(Rubber Exchange Types) of Hevea 
Plantation Rubber, viz.: Standard 
Quality Ribbed Smoked Sheets, or 
Standard Quality First Latex Crépe 
(Thin or Thick), at contract price; or 
Off Quality First Latex Crépe (Thin or 
Thick), Good F. A. Q. Ribbed Smoked 
Sheets, or Ordinary F. A. Q. Ribbed 
Smoked Sheets, at differentials fixed 
by the Adjustment Committee. Pro- 
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vision is made for additional allowances 
to be agreed upon by buyer and seller 
or established by Quality Arbitration 
when rubber tendered is within the 
grade specified but below the average of 
the Rubber Exchange Type Sample. 
The unit of trading is two and a half 
tons (5600 pounds) and the price is in 
multiples of 1/10 of a cent per pound. 
Deliveries must be made from a ware- 
house or on dock in the port of New 
York. 

The No. 1 Standard Contract pro- 
vides for the delivery of one grade of 
Hevea Plantation Rubber, viz.: No. 1 
Standard Ribbed Smoked Sheets (Rub- 
ber Exchange Type). The unit of 
trading is ten tons (22,400 pounds) 
and the price is in multiples of 1/100 
of a cent per pound. Rubber ten- 
dered on this contract must be certified 
by the Inspection Bureau of the Ex- 
change and deliveries made from a 
warehouse licensed by the Exchange, 
or on dock in the port of New York. 
For the purpose of certification the 
Inspection Bureau is provided with 
a sample representing at least ten per 
cent of every lot making up the deliv- 
ery, and if it conforms to the Exchange 
specifications, a certificate of grade is 
issued, signed by the inspector in chief, 
which shall be valid for a period not 
exceeding nine months from date of 
issuance. Charge for sampling, in- 
specting, and grading is $20 per lot, 
subject to variation; one half of this 
charge may be passed on to the buyer. 

The New “A” Contract provides 
for delivery of any one of seven grades 
(Rubber Exchange Types) of Hevea 
Plantation Rubber, viz.: No. 1 Ribbed 
Smoked Sheets or No. 1 Crépe (Thin 
or Thick) at contract price; or No. 2, 
8, 4, or 5 Ribbed Smoked Sheets, or 
No. 2 Crépe (Thin or Thick), at 
differentials fixed by the Adjustment 
Committee. Provision is also made 
for additional allowances to be agreed 
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upon by buyer and seller or established 
by Quality Arbitration when rubber 
tendered is within the grade specified 
but below the average of the Rubber 
Exchange Type Sample. The unit 
of trading is ten tons (22,400 pounds) 
and the price is in multiples of 1/100 
of a cent per pound. Deliveries must 
be made from a warehouse or dock 
in the port of New York. 

The basis grade of No. 1 Ribbed 
Smoked Sheets deliverable on the New 
“A” Contract is the same Rubber 
Exchange ‘Type as that deliverable on 
the No. 1 Standard Contract. 


COMMISSION RATES AND CONTRACT 
DELIVERIES 


Commissions (round turn) on the 
Old “A” Contract are $7.50 for a 
member and $15.00 for a nonmember 
residing in the United States or Canada 
and $2.50 additional for members and 


nonmembers residing outside of the 


United States and Canada. These 
commissions cover the purchase or 
sale and the subsequent liquidation of 
each contract. 

Commissions (one way) on the No. 
1 Standard Contract and the New “A” 
Contract are $10.00 for a member and 
$20.00 for a nonmember residing in 
the United States or Canada, and 
$1.25 additional for members and non- 
members residing outside of the United 
States and Canada. These commis- 
sions cover the purchase or sale, and 
a like commission is charged for the 
liquidation of each contract. 

Exchange contracts being cleared 
through the Rubber Exchange Clearing 
House, Inc. (as hereinafter mentioned), 
the original parties to the contract no 
longer look to each other for the deliv- 
ery and the receipt of the rubber. 

Under the Exchange contracts, the 
seller has the option to make delivery 
at such time during the delivery 
month as he may elect. When the 
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delivery month arrives, the seller, when 
he is ready to make delivery, issues 
a transferable notice to the Clearing 
House, which sends it to a clearing 
member who is “long” in that month, 
and he may hold the notice and take 
delivery of the rubber at the time 
specified in the notice, or he may sell his 
long contract on the Exchange and 
immediately pass the transferable no- 
tice to his buyer. If a member- does 
not desire to take delivery he must 
dispose of his contract and pass the 
notice on to his buyer within one-half 
hour, or become the last acceptor 
thereof. 


CLEARING HOUSE 


The Rubber Exchange Clearing 
House, Inc., was established when the 
Exchange opened. It is a stock corpo- 
ration, independent of the Exchange 
but acting in conjunction with it for 
the purpose of clearing contracts 
traded in on the Exchange. Members 
of the Exchange only are eligible to 
become stockholders and members of 
the Clearing House, when complying 
with its requirements. A board of 
directors chosen by the stockholders 
manages the affairs of the Clearing 
House in accordance with its by-laws 
and rules. Members of the Clearing 
House are each required to deposit 
$10,000 as a guaranty fund, which is 
deposited as a special account in 
banks or trust companies designated 
as depositories by the directors. 

All Exchange contracts must be 
offered to the Clearing House for 
clearing, and members of the Exchange 
who are not members of the Clearing 
House give up their contracts to Clear- 
ing House members for clearing. The 
by-laws limit the number of net open 
contracts which a member may carry 
at one time. A clearance fee on each 
contract is charged to cover expenses 
of the Clearing House and provide a 
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surplus fund. Members are required 
to make a report in specified form to 
the Clearing House after the close of 
business each day, showing the day’s 
transactions offered for clearing and 
the open contracts from the previous 
day. , 

In addition to the guaranty fund, 
each member is required to deposit and 
maintain an original margin for each 
contract cleared and not offset. The 
directors from time’to time fix the 
original margin requirement, subject 
to a minimum limitation established 
by the by-laws. Each contract must 
be adjusted to the settlement price es- 
tablished by the Clearing House at the 
close of the Exchange each day, and if 
the market variation shows a loss the 
member must deposit with the clearing 
house a check to cover such loss on the 
same day. On the other hand if such 
adjustment shows a profit, the member 
may draw upon the Clearing House for 
the amount of such profit. Should 
there be a substantial price fluctuation 
during any day, the by-laws provide 
that members may be called upon to 
meet variations in the market by 
certified check delivered to the Clear- 
ing House within one hour after the 
delivery of the call. 

Should any member default in 
meeting a call for margin (original 
or variation), the Clearing House must 
close out his open contracts on the 
floor of the Exchange and if a loss is 
sustained by the Clearing House, re- 
course 1s had first to the member’s 
original margin, then to his guaranty 
fund. If these are insufficient to 
cover the loss, the surplus fund is 
applied to such extent as the Board 
of Directors may determine, and'in the 
event the surplus is not sufficient the 
guaranty fund stands as a further 
reserve. If the guaranty fund is 
drawn upon, it is immediately restored 
by assessment upon all clearing mem- 
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bers in the same ratio that their 
cleared contracts bear to the total 
clearings for a specified number of 
months. 

Through the clearance of contracts, 
the Clearing House becomes the buyer 
of the contracts sold by its members 
and the seller of the contracts bought 
by its members, and their future deal- 
ings with respect to such contracts are 
direct with the Clearing House, thus 
simplifying the contract relations, sav- 
ing clerical work, and reducing credit 
obligations. The manager and the 
assistant manager of the Clearing 
House are the only ones that know the 
contract positions of the members and 
they treat the information in strict 
confidence. 

The adjustment of market variations 
at the close of each day, backed up by 
original margins and the guaranty 
fund, has proven ample protection in 
past experiences of the Clearing House. 


HEDGING ON THE EXCHANGE 


An important purpose of a futures 
contract market is to provide facilities 
for those who produce, handle, or 
manufacture basic commodities to 
hedge their products, commitments, 
or inventory stocks. Hedging has 
been described as price insurance, and 
the value of a hedge is in the protection 
against fluctuation. In the rubber 
industry, as well as in most manufactur- 
ing industries where crude products 
are used, considerable time may elapse 
between the purchase of the raw 
product and the sale and delivery of 
the manufactured article. During this 
period there are apt to be fluctuations 
in price of the crude product, which 
may result in loss to some, at least, of 
the parties through whose hands it 
passes. These parties may protect 
themselves against such loss by hedging 
their commitments on the Rubber 
Exchange. 
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A dealer or importer may receive 
cable offers of rubber from producers 
or dealers in the Far East at a certain 
price which must be accepted promptly. 
Market conditions being favorable, he 
can immediately sell this rubber on the 
Exchange at a profit and accept the 
cable offer. Before this rubber arrives 
in New York, he may be able to sell it 
to better advantage in the open market 
for delivery on arrival. He will then 
immediately buy in his Exchange 
contract. If he is unable to sell to 
better advantage in the open market, 
he will make delivery on the Exchange 
in the month for which the rubber was 
sold. 

A dealer may find himself carrying 
a heavy stock of rubber in the face of a 
declining market. He can then protect 
himself against loss on this stock by 
selling contracts on the Exchange for 
future delivery. He may find it to 
his advantage to sell some or all of this 
rubber on the outside market before 
the delivery months are reached, in 
which case he will close out his ex- 
change contracts; but if he does not sell 
in the outside market, he will make his 
deliveries on the Exchange. In either 
case, if the price has declined he has 
protected himself against loss. 

A dealer may enter into a contract 
with a factory to deliver certain grades 
of rubber over a period of say six to 
twelve months, the grade and the price 
bemg fixed at the time of sale. To 
protect himself, the dealer can im- 
mediately buy futures contracts on the 
Exchange and he will then negotiate in 
the outside market for the physical 


rubber of the grade required for | 


deliveries in the specified months. As 
he buys his rubber for delivery he will 
close out the corresponding Exchange 
contracts, and if the price has ad- 
vanced, the increase which he pays for 
physical rubber will be offset by the 
profit on his Exchange contracts. If 


THe ANNALS OF THE AMERICAN ACADEMY 


the price has declined, his profit on his 
physical transactions will offset the loss 
on his Exchange contracts. In either 
case, his profit on his original transac- 
tion with the factory 1s assured. 

A manufacturer of rubber goods may 
contract for his potential requirements 
over a period of say three to six months, 
deliveries to be made monthly, and the 
price to be that prevailing at the time 
the contract is made. He may not 
have contracted for the sale of all his 
manufactured products at a price based 
on the cost of his contracted rubber. 
To insure himself against price fluctua- 
tions he can sell futures contracts on the 
Rubber Exchange totaling the amount 
of his contracts for actuals, apportion- 
ing them in the active trading months 
approximating the months in which 
he is to receive deliveries of the actuals; 
and as he takes in the physical rub- 
ber and consumes it, he will buy in 
corresponding contracts on the Ex- 
change. Thus a profit or a loss on the 
Exchange contracts will offset any loss 
or profit in the actuals. 

A manufacturer may find himself 
carrying a considerable amount of 
crude rubber in his inventory, and this 
stock can be protected in a similar 
manner. It can readily be seen that 
in the face of a declining market, hedg- 
ing is a most essential protection 
against loss. 

A manufacturer may make contracts 
for sales of his products based on the 
current price of rubber. To cover his 
requirements, he may purchase futures 
contracts on the Exchange, for deliver- 
les approximating the months in which 
he may require the actual rubber, and 
he can then buy his rubber of the grade 
he requires in the open market from 
time to time at the then prevailing 
price, and as he takes this rubber in 
and consumes it, he sells out contracts 
on the Exchange for corresponding 
quantities. If he is obliged to pay 
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a higher price for his actuals than for 
his futures on the Exchange, this in- 
crease is offset by the profit he makes 
when he sells out his Exchange con- 
tracts. By this procedure he has 
protected his profit on the goods which 
he has sold under contract, and re- 
lieved himself of the chance of loss with 
its consequent worry. ` 

Another important use of the futures 
market, not only in rubber but in any 
imperishable commodity, is the accu- 
mulation of supplies covering require- 
ments for a long period of time. In 
other words, if it is felt that the current 
price is reasonably low, instead of 
going into the market and buying large 
supplies of actual rubber which would 
have to be stored and imsured, the 
equivalent amounts can be bought on 
the Exchange, and as the actual rubber 
is needed for manufacture it can be 
bought in the open market at the 
then existing price, and an equivalent 
amount of futures contracts liquidated. 
If rubber has actually advanced, the 
profit on these futures contracts will 
offset the increase in the cost of the 
actual rubber. 

In placing hedges, the inactive 
months should be avoided and con- 
tracts should be bought in the active 
months following the months in which 
the actual rubber is to be taken in, so 
that in closing out the Exchange con- 
tracts the hedger has a wider market 
and is not likely to encounter a 
squeeze in the current month when his 
rubber is delivered. 


How Henama SERVES THE INDUSTRY 


The Rubber Exchange membership 
and its history since 1926 are a refuta- 
tion of the oft-repeated assertion that 
futures trading encourages speculation 
of the chance-taking kind, rather than 
legitimate trade. That speculation 
exists in the rubber market, as well 
as in other commodities and financial 


125 


markets, is readily admitted. It has 
been said that a futures market does 
not create speculation—that it is an 
inherent part of business activity. 
What futures exchanges really accom- 
plish is to harness speculation and 
make it available for the safer conduct 
of enterprise. 

Banks look with favor upon those 
merchants and manufacturers whose 
commitments are hedged in a futures 
contract market, and their financial 
credit is stronger and their borrowing 
capacity increased thereby. 

Withdrawal of the British restriction 
plan for rubber in 1928 naturally in- 
volved a quick adjustment of the mar- 
ket to levels dictated by the stern laws 
of supply and demand, rather than to 
artificial legislative control. That year 
witnessed a high of 4114 cents per 
pound for rubber in the New York 
spot market, and a low of 1684 cents. 
Contrast these differences in price 
with the extremes of the year following 
—2674 cents and 1544 cents—or 
with those for 1980—1635 cents and 
734 cents. 

One of the most unstable and un- 
satisfactory crude markets on record 
for the American manufacturer took 
place during the year 1925, prior to 
the establishment of the Exchange, 
and when the market was under 
legislative “control.” ‘The spot price 





soared to $1.23 per pound against its 
low of 8414 cents for that year—a 
fluctuation of 8834 cents per pound. 


The Metal Exchange 


By Ivan REITLER 
President, National Metal Exchange, New York City 


HE United States produces ap- 
proximately half of the world’s 
copper output and refines about sev- 
enty-five per cent. It consumes, in 
turn, about half of the refined copper 
production. Its output of tin is negligi- 
ble, but it is the world’s largest user of 
the metal, consuming roughly from 
sixty to sixty-five per cent annually 
of all mine production. Its domi- 
nance as a consumer of the white metal 
and its prominence as a producer, 
refiner, exporter, and consumer of the 
red metal give sufficient evidence of the 
importance of the United States market. 
But prior to 1928 the anomalous 
condition existed whereby the domestic 
dealer or manufacturer who wished 
to hedge a purchase or sale of tin was 
obliged to go overseas for his market. 
The futures market for tin was in 
London. Nor was there a market for 
copper futures. A growing apprecia- 
tion of the need for a hedging market 
where so large a proportion of the spot 
business is done, led to the formation 
of the National Metal Exchange, which 
opened for trading December 3, 1928. 

A futures market in metals was not 
an innovation in New York. As far 
back as 1882, two metal exchanges 
were formed as the outgrowth of meet- 
ings in the trade, held early in that 
year. These organizations—the New 
York Iron and Metal Exchange, and 
Iron and Metal, Limited—merged the 
following year as the New York Metal 
Exchange. Trading on that market, 
at first active, declined until the mar- 
ket was nominal, 

The National Metal Exchange is a 
lineal descendant of these earlier 
exchanges, since, at its formation, 


memberships in the New York Metal 
Exchange were transferred to the new 
organization. From a trading stand- 
point, however, the National Metal 
Exchange, with modernized rules and 
machinery, was a revival of a market 
long dormant. Although in the last 
decade of the last century the New 
York market was a leader, and trading 
was carried on not only in tin and 
copper but also in lead and zine, 
primacy had passed to London or the 
market had fallen entirely away before 
the formation of the National Metal 
Exchange. This exchange opened its 
doors with a membership of 267, 
composed of leaders in the world’s 
metal trades and prominent commission 
houses, who were convinced that a 
modern and effective futures market in 
this country was a desirable addition 
to the facilities available for merchan- 
dising the metals which are susceptible 
of futures trading and of which the 
United States is so large a user. 


Tin 


In the inauguration of futures trad- 
ing in metals it was deemed desirable 
to make a beginning with one com- 
modity and to extend the market to 
other metals as recognition of the 
market’s services gained or the needs of 
industry might require. Tin was the 
logical selection. It is the rarest of the 
base metals in common use. Supplies 
are found in but a few areas. The 
principal producing center is the Malay 
Peninsula. Straits tin has long been a 
market standard. The Dutch East 
Indies and Siam are also leaders in 
production. In the Western Hemi- 
sphere, Bolivia is the chief source of tin. 
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But, as indicated, some five eighths 
of the production of far-away mines 
finds its way to the United States. 
Its chief use is in the manufacture of 
tin plate and terneplate, which account 
roughly for a little over one third of 
tin consumption. About one fifth of 
the tin consumed is used for solder and 
about one eighth for Babbitt and bear- 
ing metals. Minor uses are in the 
manufacture of brass and bronze, tin 
foil, castings, collapsible tubes and 
certain chemicals. 

Users of tin carried an inventory 
purchased in the cash market or bought 
ahead for future requirements. With a 
rising market, the owner of the inven- 
tory naturally benefited, but the re- 
verse was the case when prices declined, 
and tin is not a stable commodity. 
For seven years prior to the opening of 
the National Metal Exchange, prices 
had fluctuated from ten to nineteen 
cents per pound. The user of tin who 
would hedge had no market except 
London, and this market involved, at 
the least, the assumption of an over- 
night risk. 

The standard contract adopts 11,200 
pounds as the unit of trading. This 
is equivalent to the tin required for ten 
thousand boxes of tin plate, ten tons of 
50-50 solder, or six tons of standard 
high-grade Babbitt metal. Trading 
is carried on in contracts for delivery 
in the current month and the eleven 
succeeding months. Prices are quoted 
in cents and five one-hundredths of a 
cent per pound, In the establishment 
of a trading unit and in price quota- 
tions, the Metal Exchange practice 
resembles that of other futures mar- 
kets. The nature of the commodity, 
however, makes for a difference in the 


method of establishing grades. 


TSENDHERABLH GRADES 


Not being a fungible article, and 
being a semimanufactured product, tin 
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deliveries must contemplate the trans- 
fer of a known brand. For this rea- 
son the by-laws enumerate those 
standard brands, well known in the 
trade, which shall constitute good 
delivery. In addition to Banka tin, 
four brands of Straits tin, four brands 
of English tin, three brands of German 
refiners, one Belgian brand, and three 
Australian brands are enumerated, and 
delivery of any brand so designated 
may be made at the seller’s option. 

' In addition to the foregoing brands 
of the contract grade, four brands of 
English common, three brands of 
German common, and one brand of 
Chinese tin are deliverable. This 
group is designated “Class B.” It 
corresponds to the discount grades 
familiar in commodity markets. Class 
B tin is deliverable at a discount of 
144 cents per pound from the pre- 
vailing price for Class A tin-—the con- 
tract grade—and deliveries must be 
accompanied by the certificate of an 
official assayer that the tin is of mer- 
chantable quality. 

The official list of tenderable brands 
is on file with the secretary of the 
Exchange. In deliveries, all of the tin 
comprised by one contract must be of 
the same brand. The seller may offer 
as many of the official brands as he 
pleases on his several contracts so 
long as he does not mix the tender on 
one contract. 

Assayers are appointed by the Board 
of Governors for the purpose of assist- 
ing in determining any question about 
the metallurgical assay of a tender. 
Weight is established by official weigh- 
masters licensed by the Exchange, and 
warehouses for the storage of tender- 
able metals are licensed by the Board of 
Governors. The warehouses must be 
within the port of New York and must 
report daily to the secretary of the 
Exchange all deliveries and removals of 
metals. 


Ton METAL EXCHANGE 


COPPHR 


After five months of trading in tin 
futures, trading in copper futures was 
inaugurated on May 14, 1929. The 
market was given the same scope as 
that for tin, viz., trading in twelve 
successive months, contrasted with 
the three-months market in London. 
Price fluctuations in copper present 
the familiar problem of fortuitous gains 
and losses in inventory values. With 
an advancing market, producers are 
favorably situated and able to sell 
ahead, but the same price situation 
brings its problems to the custom 
smelter. 

It is estimated that approximately 
half of the copper used is taken by 
electric light and power companies 
and kindred utilities, electrical equip- 
ment manufacturers, and automobile 
companies. The presence of a futures 
market permits hedging against surplus 
stocks and against forward require- 
ments. The value of such a safeguard 
has received eloquent testimony in 
the market which has prevailed since 
the Exchange opening, in the course of 
which prices have soared to levels 
previously unknown since war days 
and reacted to less than prewar nor- 
mals. Consumers, dealers, smelters, 
and exporters are provided with an 
open market. 

Copper futures trading commenced 
with prime electrolytic as the contract 
grade, and prime lake copper, assaying 
99.9 per cent, deliverable at the con- 
tract price. Eight other grades were 
adopted as eligible for delivery at 
discounts from the basis grade ranging 
from one eighth of a cent to three cents 
per pound. The standard brands of 
electrolytic and lake copper were made 
deliverable without certification of 
assay, but certification was required in 
the case of tenders of discount grades. 
The standard contract called for de- 
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livery of fifty thousand pounds of 
copper with price fluctuations regis- 
tered in one-hundredths of a cent per 
pound. A maximum range of two 
hundred points for any position in a 
day’s trading was prescribed. 

After approximately a year and a 
half of trading in the foregoing con- 
tracts, a new contract was adopted 
and changes were inaugurated in 
delivery rules which were calculated to 
make the exchange’s facilities of still 
greater practical use tothe trade. The 
present contract makes blister copper, 
assaying 99 per cent, the basis grade. 
Prime electrolytic and lake copper are 
now premium grades. Price quota- 
tions in the same decimals and with the 
same limit are retained, but a change 
was made in the amount, the present 
contract calling for delivery of fifty- 
six thousand pounds, which is the 
same as the contract on the London 
Metal Exchange. 

One effect of the change of contract is 
readily apparent. With uniformity in 
the weight of the standard delivery, 
arbitraging between the New York 
market and the markets of London and 
Berlin is facilitated. ‘The chenge in the 
basis grade was also in the interest of a 
broader market. While eighty-three 
per cent of the domestic production is 
sold as electrolytic copper, the lack of a 
free market supply was a factor re- 
stricting the use of futures trading. 


AN INNOVATION 

In changing the regulations regard- 
ing deliveries, the National Metal 
Exchange not only took a step calcu- 
lated to link the New York and the 
foreign markets more closely, but it cut 
a pioneer path. Deliveries on the 
copper contract may now be made 
from any licensed warehouse of the 
Exchange in New York or in Great 
Britain. So far as is known, this is 
the first time in the history of com- 


. a seller on the 
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modity exchanges that deliveries on 
contracts have been permitted outside 
the country in which the exchange 
operates. 

The purpose of this innovation may 
be summarized briefly. A dealer who 
purchases copper on the London Metal 
Exchange and receives delivery there 
may now use his metal for delivery on a 
sale made on the National Metal 
Exchange. The supply of tenderable 
copper is increased; the markets are 
linked together more closely, and the 
provision that deliveries so made in 
Great Britain shall be without allow- 
ance for freight is another step calcu- 
lated to promote arbitrage operations 
and thereby a leveling of prices as 
between the two markets. 

This departure from the beaten 
track with regard to deliveries requires 
a word as to its operation. Ware- 
houses are now licensed in Great Brit- 
ain, and from any of these warehouses 
National Metal 
Exchange may make delivery. The 
delivery is effected by the seller’s de- 
positing with an approved bank in 
Great Britain the requisite documents, 
viz., warehouse receipt, certificate of 
assay, and certificate of weight. ‘The 
New York correspondent of the British 
bank issues a certificate of deposit 
against the documents, the certificate 
calling for surrender of the documents 
upon presentation of the certificate. 
Payment is made by the purchaser 
upon receipt of the certificate of de- 
posit in New York. The buyer may 
now obtain delivery of the metal by 
turning the certificate over to his New 
“York bank, which then cables its 
_ British correspondent and the latter 

releases the documents to the buyer’s 
agent in Great Britain. 


CLEARING TRANSACTIONS 


In the settlement of contracts by off- 
set and substitution, and in effecting 
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deliveries, the Exchange machinery is 
aided by a clearing association which 
functions along the lines of other mod- 
ern institutions of like type. Indi- 
vidual members of the National Metal 
Exchange, firms with a partner who is 
a member of the Exchange, and cor- 
porations having an officer who is a 
member of the Exchange may become 
clearing members. 

Membership in the Clearing Associa- 
tion involves the purchase of stock, 
assent to the rules of the Association 
and deposit with the Association of 
$10,000 as part of its guaranty fund. 
Clearing members are required to 
report daily to the Association and the 
contracts of clearing members are as- 
sumed by the Association, which there- 
upon becomes the second party to 
every cleared contract, standing as 
the seller to every buyer and the buyer 
from every seller. The liability of 
either party to the other is terminated 
by the act of clearance and acceptance 
of the contract by the Association. 

With the daily report, clearing mem- 
bers are required to remit by check for 
the purpose of marking their contracts 
to the settlement prices established 
by the Association on the basis of daily 
closing quotations on the National 
Metal Exchange. An original margin 
of $250 per contract is required on a 
clearing member’s net interest, and 
provision is made for additional margin 
requirements when they are deemed 
advisable. Thus, additional margin 
may be required on any interest in 
the current month, not to exceed three 
times the requirement on a net interest, 
and additional margin of not less than 
$50 nor more than $250 per contract 
may be required on a straddle in- 
terest. 

In addition to these requirements, a 
margin equivalent to the price differ- 
ence may be required when the quota- 
tion for metal for delivery in a near 
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month exceeds the quotation for a more 
distant month at the day’s close. The 
limits established by the Clearing Asso- 
ciation are 2,500 contracts net interest 
and 4,000 contracts straddle interest, 
with not over 2,500 contracts in any 
one month. 


EXCHANGE ORGANIZATION AND 
SERVICES 


Government of the National Metal 
Exchange is vested in the Board of 
Governors, composed of the president, 
two vice-presidents, the treasurer, and 
eleven other members. The adminis- 
trative machinery functions under the 
supervision of committees whose fields 
of operation are similar to those of 
committees of like designation on other 
commodity markets. 

A word may be said here with regard 
to the character and the distribution of 
membership. ‘There are found repre- 
sented on the Exchange through owner- 
ship of seats, leading New York 
commission houses, large mining, smelt- 
ing, and refining companies occupying 
places of leadership in the metal indus- 
tries, and exporters, importers, and 
dealers. Geographically the member- 
ship includes residents and officers of 
corporations domiciled in New York, 
representatives from Boston and Chi- 
cago, and, on the other side of the At- 
lantic, representatives of leading inter- 
ests in London, Liverpool, Paris, 
Havre, and Hamburg. 

Not only has the Exchange endeav- 
ored to provide a futures market, but it 
has addressed itself to the problem of 
supplementing and amplifying the 
statistical information available on 
the production, the consumption, and 
the visible stocks of tin. That room 
for improvement in this field exists is 
generally known in the trade. Stocks 
of tin held in the Straits Settlements 
and China, for instance, are not taken 
as part of the visible supply, and only 
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exports actually made from the Straits, 
Dutch East Indies, and China are so 
included. The tin smelted and de- 
livered direct to consumers in England 
from British refineries also fails to find 
a place in the data relating to deliveries 
or stocks on hand. The Exchange has 
given. attention also to the matter of 
fuller and more complete statistics of 
stocks on hand in this country. 

Another phase of the Exchange’s 
activities has been in the direction of 
uniform standards. Trading on the 
Exchange itself is confined to the futures 
contract previously described. At the 
time of formation of the Exchange, the 
American Tin Trade Association was 
organized. The purpose of the Asso- 
ciation was to supplement the work of 
the Exchange by directing its attention 
to dealings in tin of definite grades 
under a uniform contract. 


DEVELOPMENT 


The National Metal Exchange com- 
menced operations in a period which 
has been exceptionally difficult for 
producers, dealers, and consumers of 
every commodity. Within less than a 
twelvemonth after its opening, securi- 
ties and commodity markets were 
rocked by a momentous quake—a 
liquidation unsurpassed in its violence 
and in the velocity of price declines. 
The ensuing twelvemonth was a period 
of extensive and far-reaching liquida- 
tion, continuing the work of readjust- 
ment. Under the pressure of declining 
prices, losses have accrued to the holder 
of unhedged supplies in every line of 
industry and commerce. 

During this period the National 
Metal Exchange has offered a means of 
insurance for all who felt the force of 
falling prices in the metal markets. 
From the opening of the Exchange the 
hedging facilities have been utilized 
by the tin trade, and there has prob- 
ably been no time in the history of 
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that somewhat volatile metal when 
such facilities have been more needed. 
The copper contract, it is to be noted, 
was introduced less than six months 
before the excited markets of the Fall of 
1929. Itis probably too early to judge 
what the normal volume of trading will 
be under stable conditions. It is to be 
expected that as recognition of the 
utility of the Exchange’s facilities wid- 
ens, increased resort will be had to it. 

The recent measures taken which 
promise to bring about a closer link 
between London and New York. form 
an important and constructive step. 
The United States is the greatest con- 
sumer of tin and the British Empire is 
the greatest producer. The effective 
joinder of the copper markets through 
making supplies on both sides of the 
water tenderable on New York con- 
tracts is an advance toward broadening 
the topper market and making it a 
safer and more attractive mart in which 
to trade. 


THE ANNALS OF THH AMERICAN ACADEMY 


At the time of the formation of 
the Exchange, there was some dis- 
cussion and comment as to whether 
or not the movement was an endeavor 
to regain New York’s primacy in the 
metal futures markets. It is not felt 
that this question belongs among the 
considerations leading to the establish- 
ment of an exchange. 

One more fact which the 1929-1930 
market has emphasized is the inter- 
national character of business and the 
delicate balances by which prosperity 
and depression in one area disturb the 
adjustment and conduce to a like condi- 
tion in foreign Jands. There is need 
for a strong, active market in the 
producing center, the trading center, 
and the consuming center. One of the 
functions of an exchange is, by its 
rapid price adjustment, to further a 
leveling of prices between them and 
so to make the national market place 
an effective part of the world’s market- 
ing machinery. 


Chicago Mercantile Exchange 


By Lioyn 5. Tenny, B.A. 


Business Manager, Chicago Mercantile Exchange, Chicago, Illinois; formerly, Chief, Bureau 
of Agricultural Economica, United States Department of Agriculture 


HE Chicago Mercantile Exchange, 

trading center of butter and egg 
futures of the nation, grew out of the 
Chicago Butter and Egg Board, trading 
starting in the Mercantile Exchange on 
December 1, 1919. In its eleven years, 
the Exchange has developed into one of 
the most important futures trading 
centers of the world. Tt is now branch- 
ing its activities into other commodi- 
ties, opening trading on January 12, 
1981 in potato futures. 

The change involved in making the 
Chicago Mercantile Exchange out of 
the Butter and Egg Board was largely 
a matter of changing the name and 
some of the trading rules. Members 
of the old board became members of the 
new trading mart. These members 
were men who had been engaged in the 
butter and egg businesses for years and 
who knew the needs of the industry and 
the obstacles to be overcome. This 
fact gave the Exchange a considerable 
advantage from the start. The mem- 
bers of the Butter and Egg Board had 
felt the need of a nation-wide open 
market where orderly trading on a 
future basis could be carried on. They 
recognized the importance of establish- 
ing a medium for hedging, such as was 
afforded in grains and cotton. The 
Chicago Mercantile Exchange was the 
result, and its record since the start of 
trading has justified the hopes which 
the founders held for its future. 


OBJHCTIVHS OF THE EXCHANGE 
These originators of the Exchange 
gave as their aim the establishment of 
a meeting place where the members 
might buy and sell butter and eggs and 
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other commodities every trading day 
of each year at the market level; “to 
promote uniformity in the customs and 
usages of the trade; to gather and im- 
part to our members general informa- 
tion useful to them and to secure the 
full benefit of coJperation in the fur- 
therance of their legitimate pursuits” 
—to ‘quote directly from the Articles 
of Incorporation. 

There were 207 members of the Ex- 
change a few days after formation of 
the new mart, of whom 144 were made 
original members through transfer of 
memberships in the Butter and Egg 
Board. While business firms could be 
members of the Butter and Egg Board, 
only individuals may hold member- 
ships inthe Exchange. There were 500 
memberships created at the formation 
of the Exchange, this number still ob- 
taining. Seats on the Exchange were 
originally sold at $200, reaching a peak 
of $4,500 in 1929 and declining to 
around $1,000 in 1980. 

Primarily, the Exchange serves as an 
open market for butter, eggs, and po- 
tatoes, where hedging may be actively 
performed. Trading is in car-lot units 
consisting of 19,200 pounds of butter, 
12,000 dozen eggs, and 36,000 pounds 
of potatoes. The grades traded in are 
standards, that is: storage or fresh 
standard butter, refrigerator standard 
eggs, and Idaho standard potatoes. 
There are various other egg deliveries, 
such as fresh graded firsts and storage 
packed firsts in the early months of the 
year. Certain gradings are specified 
for each delivery, these qualifications 
being determined by a rules committee 
and passed by the Board of Directors. 
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The major delivery month for butter 
and eggs is November. Trading in 
potatoes is so recent an innovation that 
all the needs for a fall trading month as 
@ major contract have not yet been 
determined. Later in the year, con- 
tracts for delivery in December, Janu- 
ary, and February are opened. Those 
major contracts are in storage stand- 
ards and refrigerator standards. Fresh 
standard butter is traded in for nearly 
every current month. Price fluctua- 
tions in butter and eggs are 14 of a cent 
per pound or dozen, and in potatoes 
‘are in cents per hundred pounds, 
These changes in price mean 824 per 
car of butter, $15 per car of eggs, and 
$3.60 per car of potatoes. 


ExcHaNnGck OPHRATION 


The Exchange is governed by its 
Board of Directors. Each year a presi- 
dent, two vice-presidents, a secretary, & 
treasurer, and a sergeant at arms are 
‘elected. The president appoints the 
various committees, such as the butter 
' committee, the egg committee, the 
potato committee, the rules committee, 
and soon. ` 

The most important part of the 
regulation of trading lies under the 
supervision of a business manager, who 
is not elective but is an employee of the 
Exchange. The writer is the present 
business manager of the Exchange. It 
is his duty to supervise the trading, to 
see that rules are rigidly observed, and 
to carry on the administrative work 
generally accompanying the function- 
ing of the Exchange. He alone has the 
authority to inspect the books of the 
clearing-house members, to survey 
their trades, and to inquire into their 
financial standing. 

These precautions are necessary be- 
cause theChicago Mercantile Exchange, 
through its clearing house, guarantees 
every transaction between brokers made 
on the boards, as soon as completed and 
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recognized. That is, the Exchange 
guarantees that every transaction will 
be carried out to maturity in accordance 
with the Exchange rules. For that rea- 
son, the major part of margin moneys is 
deposited with the Exchange. When 
deliveries are made, the seller tenders 
delivery to the Exchange and the Ex- 
change in turn tenders delivery to the 
buyer. In event of failure of a broker- 
age house, the Exchange must assume 
the responsibility of taking or making 
delivery, as the case may be. 

The clearing-house members, there- 
fore, are called upon for stringent re- 
quirements regarding financial stand- 
ing and reliability in business. Two 
memberships must be owned by a firm 
entering the clearing house, one of 
these memberships being deposited with 
the Exchange. All transactions on the 
futures calls are cleared through these 
clearing-house members. 

The Exchange uses the blackboard 
system of trading, in preference to the 
pit or the post system used in grain or 
stock exchanges. The boards are di- 
vided into sections, separating butter 
from eggs, and so forth. On one panel 
of a section is written each offering; on 
another each bid; and on a third the 
completed sales. Thus, the members 
may buy against the offerings or sell 
against the bids, completed sales being 
transferred to the sales boards. 

The Exchange is used very exten- 
sively for hedging purposes by houses 
in all parts of the country. Concerns 
both large and small, trade actively 
throughout each year. During 1930, 
as an example, when prices mounted 
early in the year and suddenly col- 
lapsed in the business recession, a very 
excellent opportunity for hedging was 
offered the trade. More butter was 
hedged than ever before and more con- 
cerns were saved from terrific losses. 

Some of the largest creameries in the 
United States operate on the exchange, 
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and packing houses find the facilities 
admirably swted to their needs for pro- 
tection against price losses. These 
large houses deliver only a small supply 
of butter or eggs through the Exchange. 
Their products are sent out under pri- 
vate brands and it is more fitting for 
them to buy back their previously sold 
contracts than to deliver their own 
butter or eggs, which would enter retail 
channels in competition with the 
original sellers. However, a large sup- 
ply of butter and eggs is delivered 
annually on the Exchange, both on 
spot and future transactions; so the Ex- 
change serves widely as a merchandis- 
Ing organization as well as a trading 
center. 


FURTHER ADDITIONS 
CONTEMPLATED 


Addition of potatoes to the trading 
on the Exchange marked an important 
step toward ultimate consummation of 
the aims of the organizers of the mart. 
There had been some slight trading in 
cheese and poultry at various times, 
but 1t was too small to be taken into 
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account. Potatoes, however, constitut- 
ing one of the major farm crops of the 
United States, gave an excellent op- 
portunity for futures trading. Rules 
are now being discussed for the addition 
of still more farm products to the trad- 
ing, particularly boxed apples and 
canned goods, such as corn, peas, and 
so forth. There has been a great de- 
mand from the canners themselves to 
have these products added. Con- 
sideration has also been extended to 
citrous fruits, but no action in this di- 
rection is expected in the immediate 
future. Because the Exchange is al- 
ready recognized as a national market, 
not purely a local center for trading, it 
affords better opportunity for estab- 
lishing a central market in the other 
commodities. 

Whereas the first year witnessed 
11,000 cars of eggs and 4,000 cars of 
butter sold, the next year saw a total 
of 34,000 cars of eggs and 15,000 cars of 
butter. In 1925, the largest year to 
date, 70,000 cars of eggs and 28,000 cars 
of butter were sold. In 1980 a new 
volume for butter was set at 35,390 cars. 


Provisions Market of the Chicago Board of Trade 


By Feup H. CLUTTON 
Secretary, Chicago Board of Trade, Chicago, Illinois 


HORTLY after the Chicago Board 

of Trade was organized, in 1848, a 
market for provisions was established 
by the association which quickly as- 
sumed world leadership similar to that 
enjoyed in grain, for which this ex- 
change has been noted for more than 
elghty-two years. Today the futures 
and cash market for provisions on the 
Board of Trade is the only establish- 
ment of its kind in the world, although 
a futures market for lard 1s maintained 


in Liverpool. 
DEVELOPMENT OF THE MARKET 


The early days of this market’s origin 
antedated the establishment of packing 
houses and refrigeration plants in Chi- 
cago, a city which already had proved 
itself the natural market place for great 
quantities of pork and beef products 
raised by farmers of the Central West. 
As long ago as the 1850’s, dressed hogs 
were brought into Chicago’s South 
Water Street market in huge volume 
during the winter months, and the 
merchants who bought and distributed 
the carcasses were for the main part 
charter members of the Chicago Board 
of Trade. 

The Central West gradually devel- 
oped with the steady, inevitable growth 
which has built up this section of 
America as the greatest agricultural 
region the world has known. Live hog 
receipts at Chicago increased and 
packing houses were established here. 
Packers then learned that at times they 
were unable to find an immediate outlet 
for their products, because receipts of 
all meat animals naturally were much 
larger in certain seasons than in others. 
Such a condition necessitated carrying 


relatively large stocks of packing-house 
products into seasons of light receipts, 
thus bringing to a head the need at 
Chicago for a futures and cash market 
for provisions. It was obvious that 
only by the formation of such a market 
could packers serve the farmer as con- 
tinuous buyers of animals. : 

This market therefore supplied pack- 
ers with a service which enabled them 
to buy meat animals from the farm in 
all seasons, and in turn protect them- 
selves against loss by hedging their 
purchases on the futures market of the 
Chicago Board of Trade. The practice 
continues to be necessary to this im- 
portant part of our national commerce, 
and is in operation today. 


CHANGE IN DEMAND 


Times and conditions have changed, 
however. For example, until a few 
years ago a great demand existed for 
mess pork, barreled and salted. This 
was used extensively by cotton planters 
and cotton factors of the South to feed 
field hands, and by logging camps and 
the masters of sailing vessels for their 
crews. Swifter, steam-driven trans- 
portation and the rapid development of 
refrigeration which made fresh meats 
available, served to end the demand for 
salt pork marketed in this fashion. 

Packers constructed refrigerator cars 
and perfected branch-office cold-stor- 
age plants. Transportation and com- 
munication improved. The largest of 
the packers established branch houses 
in all parts of the country. These and 
other factors bearing on the trade in 
provisions have narrowed the market to 
some extent. Consequently the num- 
ber of commodities traded in has been 
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reduced, practically all the trade today 
being concentrated on prime steam lard 
and dry salt clear bellies. 

The prime steam lard bought and 
sold here is inspected by the Board of 
Trade inspection department and is 
standard everywhere. It is the basis 
for the refined lard delivered to house- 
wives. About seventy per cent of a 
hog is marketable, it is estimated, and 
from eleven to thirteen per cent of this 
islard. There are approximately thirty 
pounds of lard to each hog. 

Dry salt clear bellies are the sides of a 
hog, which eventually develop into the 
bacon of commerce, with worldwide 
distribution. Warehouse receipts for 
both lard and bellies, as registered by 
the provisions registration department 
of the Board of Trade, are gilt-edged 
collateral with bankers and are quickly 
productive of loans as these are needed. 
This part of the Board of Trade market 
is comparable to receipts for grain in 
public elevators, which, when properly 
hedged on the exchange, invariably 
command the respect of bankers, who 
make loans on the price-insured grain 
without hesitation. Since the con- 
tinuous flow of farm products from the 
hands of the producer requires the use 
of millions of dollars in every season, 
the economic importance of a market 
where commodity collateral may be 
properly insured cannot be over- 
estimated. 

Board of Trade provisions have close 
connection with the individual house- 
holder, and this near relationship can 
easily be traced. Chicago today is the 
concentration and storage point for 
enormous supplies of lard and various 
meats. From here these commodities 
go in every direction, reaching the in- 
dividual consumer through chain stores, 
meat markets, and mail-order houses. 
The strict inspection and regulatory 
system developed on the Chicago 
Board of Trade has been recognized as 
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providing assurance that any one who 
buys provisions in this market will 
receive standard quality and proper 
weights on delivery. 


VOLUME OF TRADING 


Warehouse receipts for dry salt clear 
bellies are for units of 50,000 pounds, 
and for lard are for 186 tierces—about 
50,000 pounds. They are issued by 
regular cold-storage warehouses whose 
executives are Chicago Board of Trade 
members. When duly recorded and 
stamped by the provisions registration 
department, these receipts are inviola- 
ble until they are surrendered and the 
property is moved. 

Total deliveries of lard on the Chi- 
cago Board of Trade in 1930 were 89,- 
850,000 pounds; of bellies, 9,500,000 
pounds. Total lard receipts in 1930 in 
Chicago were 195,769,000 pounds, with 
shipments for the same period of $82,- 
786,000 pounds. Receipts of cured 
meats in 1980 were 231,884,000 pounds, 
with shipments of 780,518,000 pounds. 

Lard is produced annually in this 
country in export quantities, the pro- 
duction always exceeding domestic 
demand. In Europe, on the other 
hand, meat hogs rather than lard hogs 
are raised, and there the market for lard 
exports is found. Lard exports from 
the United States in 1930 totaled 642,- 
486,396 pounds, with a money value of 
873,433,649. This commodity is also 
the base of shortening used for a con- 
stantly increasing number of purposes, 
and, because of this demand, attracts 
and lends itself to a wide public interest 
m the market. The support thus 
drawn to lard cushions the price move- 
ments, up and down, just as with the 
trade in wheat and other commodities. 

Packers could be designated as the 
“first customers” or primary users of 
the hedging facilities offered by the 
provisions market. Next in impor- 
tance are the wholesale, cash lard 
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interests, situated mainly at eastern 
points; and last are the public pur- 
chasers, who have been attracted to the 
provisions market for a considerable 
number of years because of the interest 
always attached to surplus export 
commodities. 

Packers, in the usual course of busi- 
_ ness, deliver much cash lard to eastern 
houses in tank car lots of loose bulk 


totaling about 50,000 pounds. Some-. 


times, however, because of market 
conditions, the packers find it desirable 
to divert their usual shipments to 
deliveries on the Chicago Board of 
Trade. Also, on various occasions 
when prices justify, and a surplus of 
meat exists, they convert what are 
ordinarily fat cuts of meat into lard, 
and market the same with profit to the 
farmer. 


Megruop or TRADING 


Instead of being complicated, trading 
in future contracts on the Chicago 
Board of Trade is quite simple. Sup- 
pose a farmer of Keokuk, Iowa or some 
point more distant from Chicago, de- 
cides to become a public buyer of 
provisions. He is familiar with the 
scarcity of pork animals on Iowa farms 
and it is his best judgment that lard 
prices are below their true level. This 
man, call him John Jones, enters the 
branch office at Keokuk of a commis- 
sion house with membership on the 
Chicago Board of Trade, or, if he is an 
established customer, telephones the 
branch office, which perhaps has its 
headquarters in Chicago. “Buy me 
50,000 pounds of Chicago May lard at 
the market,” John Jones orders. 

The firm’s representative repeats the 
order as he writes it down, and, if Mr. 
Jones is present in person, adds: “If 
you care to wait a few moments, your 
` order, as executed on the Chicago 
Board of Trade, will appear on this 
Western Union quotations ticker in my 
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office. We also confirm the price of 
your purchase almost as quickly by 
private wire.” Before he has finished 
this explanation a telegraph operator 
has flashed the Jones order to the Chi- 
cago office. It is received there and 
handed to a clerk who transmits it by 
direct telephone to a member on the 
floor of the Board of Trade. The tele- 
phone member writes down the order 
and a messenger seizes it, strides to the 
provisions pit, and hands it to a broker. 

Now the system of finger trading 
made famous in the pits of the Chicago 
Board of ‘Trade is employed to execute 
the John Jones order in the quickest 
possible time. One finger designates a 
bid of 14, two fingers 14, and so on, 
when an order to buy is being filled. 
In grain, these fractions are of one cent; 
in provisions they are of one dollar. 
A seller is found, the flashing fingers are 
confirmed by a nod of the head, and 
confirmation of the purchase goes back 
to John Jones at Keokuk by the same 
quick route. He is told by his broker 
what price he paid for 50,000 pounds 
May lard. 

A Board of Trade quotations re- 
porter, seated directly above the provi- 
sions pit, has noted the sale and the 
price, and he reproduces the price on 
his coupon printer, operated with keys ` 
and keyboard similar to those of a 
typewriter. This price reprints in- 
stantly in the control room of the 
exchange, and there a sender, reading 
the price of John Jones’s purchase from 
a moving belt where it has been placed 
by a boy, retransmits it by coupon 
printer to Western Union tickers in 
more than six hundred cities of this 
country and Canada. Within fifteen 
seconds of the time John Jones has 
bought May lard, the price of the trade 
isl recorded on these Western Union 
tickers, one of them clicking away in 
the office of the Keokuk broker whom 
Jones has patronized. Jones’s name is 
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not carried by the tickers, but complete 
information, including time, price, 
brokers, and messengers handling the 
order, is made part of a complete record 
of the trade, preserved by the broker- 
age house. 

Jones, at this time or later, may give 

his broker an open order for the possible 
future sale of his 50,000 pounds May 
lard. If he chooses, he may receive the 
delivery of the lard at some time during 
May. . 
At the time Jones makes a purchase, 
he is required, of course, to supply the 
broker at Keokuk with security, known 
as “‘margin.” In ordinary times this 
usually amounts to $2 per tierce, equal 
to 8500 for each 250 tierces of lard. 
During excited times, when prices 
change rapidly and vary widely, com- 
mission merchants may find it neces- 
sary for their protection to require 
larger margins than this. 
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These funds, or margins, must be in 
the hands of commission merchants 
before orders are executed, and may be 
sent by express order, bank draft, or 
certified check, when the trader does 
not appear personally, or may be de- 
posited in any responsible bank in the 
country, whose cashier will receipt for 
them and notify the merchant that 
they have been deposited to his credit. 
In an adverse market, the broker re- 
quests his customer to advance addi- 
tional funds, this of course being a 
sound business procedure for both cus- 
tomer and broker. 

Brokerage and commission rates 
charged by Board of Trade merchants 
are fixed by rules of the exchange. 
These provide for brokerage on provi- 
sions of $1.25 on each contract, while 
members pay $10 and nonmembers $20 
commission for the round turn of both 
buying and selling. 


New York Cocoa Exchange 


By Evarns A. Canaizo 
President, New York Cocoa Exchange, 1926-1930, New York City 


HE need for a cocoa futures mar- 

ket developed out of the growing 
importance of cocoa beans as a com- 
modity of world commerce during the 
first quarter of the twentieth century. 
Consumption of cocoa and chocolate 
products increased rapidly during this 
period in all parts of the world, but 
particularly in the United States. The 
demand naturally stimulated interest 
in production. Extensive develop- 
ment of cocoa lands in West Africa and 
Brazil resulted in enormous quantities 
of cocoa beans to be marketed each 
year. 

The two most important producing 
countries are West Africa, with about 
sixty per cent of the total world output, 
and Brazil, which produces about 
twenty-five per cent of the annual crop. 
Next in the order of their importance 
are Trinidad, Venezuela, Dominican 
Republic, and other tropical coun- 
tries of less importance. The United 
States consumes about forty per cent 
of all the cocoa produced. In the 
order of their importance, the other 
consuming countries are Germany, 
Great Britain, Holland, France, Spain, 
and others. 

In the normal sequence of market- 
ing, cocoa farmers in producing coun- 
tries sell their crops to shippers at 
leading outgoing ports. The shippers 
dispose of their purchases to importers 
in the consuming countries. Often the 
importers go directly to the farmers, 
and the shipper is eliminated. The 
importer takes charge of the cocoa from 
the time it leaves the port until it 
` arrives in the consuming country. 
He then sells to cocoa grinders, who 
are the consumers, or to dealers, who 
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are often called “middlemen.” Cocoa 
brokers have an important part in the 
marketing of the crop. They are the 
agents of producers, importers, dealers, 

and grinders, and their function is to 
bring buyer and seller together. 


OBJECTIVES OF THE EXCHANGE 


To the persons engaged in the mar- 
keting of cocoa beans in the United 
States, an organized futures market 
seemed highly desirable. Leaders of 
the cocoa trade visioned in the estab- 
lishment of the New York Cocoa Ex- 
change a hedging market where price 
insurance might be obtained and some 
of the risks of business might be 
eliminated. They also desired a cen- 
tral market place where buyers and sell- 
ers might meet with the result that 
prices recorded would accurately pre- 
sent the consensus of world opinion in 
respect to the value of cocoa beans. 
They realized that an open market 
would make cocoa more liquid as an 
article of trade, and thus a more de- 
sirable commodity to do business in. 
They knew that the creation of a 
futures market would also make cocoa 
more desirable as collateral for loans, 
inasmuch as the commodity would 
then be not only more liquid, but, when 
hedged, would also be protected against 
price decline. 

Another important reason leading to: 
the creation of the market was that 
those engaged in the cocoa trade here, 
desired a central place where crop 
news and statistical information might 
be gathered and disseminated. 

After numerous meetings and discus- 
sions attended by leaders of the cocoa 
trade in New York, a charter was pre- 
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pared and a corporation was formed. 
Rules and by-laws were patterned 
after those of the great commodity 
exchanges which preceded the Cocoa 
Exchange. The New York Cocoa 
Exchange, Incorporated, was formally 
opened for trading on October 1, 
1925. The original charter shows 
some similarity to charters adopted by 
the grain, the cotton, and the coffee 
and sugar exchanges. The second 
paragraph of the charter aptly states 
the objects of the Exchange: 


The particular objects for which the 
Corporation 1s to be formed are: to foster 
trade and commerce in cocoa, cocoa beans 
and the products thereof, and other tropical 
or imported products; to provide, regulate 
and maintain a suitable building, room or 
rooms for the purchase and sale thereof in 
the City of New York; to reform abuses 
relative thereto; to promote uniformity and 
certainty in the customs and usages of such 
trade and commerce; to settle differences 
between its members; to arbitrate and ad- 
just, through suitable committees, contro- 
versies and misunderstandings between 
persons engaged in such trade, whether or 
not members of the Corporation; to main- 
tain just and equitable principles in the 
trade; to acquire, preserve, and disseminate 
useful and valuable business information; 
and generally to promote the above-men- 
tioned trade in the City of New York and 
elsewhere, and increase the facilities with 
which it may be conducted. 


The Cocoa Exchange was successful 
from the start. Its scope was en- 
larged considerably by the entrance of 
members in producing countries and in 
all important consuming countries. 
Wall Street interests were attracted 
into the membership by the obvious 
possibilities for speculation and invest- 
ment. The Exchange never discour- 
aged intelligent speculators. Their ac- 
tivities made for a broader market. 
The speculator is necessary in a hedge 
market where people in the cocoa 
business seek to’avoid risk. ‘The spec- 
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ulator takes the burden of the risk of 
price fluctuations on his shoulders. 

The amount of business transacted 
on the Cocoa Exchange has been com- 
paratively large. The turnover each 
year is equal to or greater than the 
entire world’s production of cocoa 
beans. In 1929, a record year, the 
turnover on the Exchange was equal 
to about 125:per cent of the world’s 
production of approximately 500,000 
tons. When the Exchange celebrated 
its fifth birthday, on October 1, 1930, 
it had attained universal recognition 
as one of the world’s outstanding com- 
modity exchanges, and recognition by 
the cocoa trade as an indispensable 
adjunct in the orderly marketing of the 
cocoa, crop. 


CONTRACT PROVISIONS 


Trading on the New York Cocoa 
Exchange is confined exclusively to 
contracts for future delivery. There 
are no spot transactions made on the 
Exchange. The contract unit is for 
the future delivery of 30,090 pounds of 
cocoa beans in original shipping bags, 
the growth of any country or clime. 
The basis quality is known as Standard 
Grade and Growths, 

Standard Grade is defined as cocoa, 
while otherwise sound, defective to the 
extent of eight per cent by count and 
slatey to extent of ten per cent by 
count. 

Standard Growths are: Accra Kinds 
(production of the British Gold Coast 
Colony, West Africa) of the main 
crop; Bahia (products of Brazil); and 
San Thome Fine (products of the 
Portuguese Islands of San Thome). 

If cocoa is more than fifteen per 
cent defective, it cannot be delivered 
on the Exchange. However, only a 
small percentage of the total turnover 
is ever delivered on the Exchange. 
Brokers trade back and forth in the 
futures contracts. Quotations on co- 
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coa futures are in cents and hundredths 
of a cent per pound. The minimum 
fluctuation is known as a point, and 
on one contract amounts to $3. A 
fluctuation of one cent, or one hundred 
points, amounts to $3800 per contract. 

Contracts are made orally in the 
trading which takes place around the 
futures ring. When a broker says 
“I will pay 8.45 for December,” it is 
taken for granted that he desires to 
purchase a future contract for 30,000 
pounds of cocoa beans of basis quality, 
for which he will pay 8.45 cents a 
pound. If a second broker utters the 
word “Sold,” it is taken for granted 
that he must deliver the 80,000 pounds 
of cocoa beans when the contract 
matures. 

Usually, the seller of a contract 
“covers? or buys back the contract 
before the date of delivery. 

However, if the second broker 
wishes actually to deliver the cocoa to 
the holder ‘of the contract when the 
delivery date arrives, he submits sam- 


ples of his cocoa to the Exchange.’ 


The samples are graded by licensed 
graders for the Exchange. It is very 
seldom that the sample proves to be 
exactly the basis quality set forth in 
the contract. The by-laws have pro- 
vided for this by fixing differentials at 
which other grades and growths are 
deliverable at the option of the seller. 
If he delivers a better quality than the 
basis quality, he is entitled to a pre- 
mium from the buyer. If the cocoa he 
delivers is declared to be lower than 
basis quality by the graders, the by- 
laws provide for deductions in the 
price. These differentials are fixed, 
and can be changed only by amend- 
ment to the by-laws. 


Mares, Trapine Hours, AND 
CONTRACT Form 


It must always be borne in mind 
that these brokers are usually only the 
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agents for customers. All brokers 
must post a margin of 8800 on each 
contract they are “long” or “short” 
of, with the New York Cocoa Clearing 
Association. For this reason brokers 
require their customers to put up a 
margin of $800 on each contract. 

The hours of trading are from 10:30 
A.M. to 2:45 P.M. daily excepting 
Saturday, when the hours of trading 
are from 10 A.M. to 12 noon. It has 
been customary for the New York 
Cocoa Exchange to close the cocoa 
futures market on Saturdays during 
the summer months. 

Following is a copy of the cocoa 
futures contract: i 


Conrract No. 1 


ee) 


80,000 pounds net of cocoa beans (in origi- 
nal shipping bags of average weight (s) 
customary for the growth), the growth of 
any country or clime, including new and 
yet unknown growths, deliverable from 
warehouses licensed by the New York 
Cocoa Exchange, Inc., in the port of New 
York, between the first and last days of 
ORA ET next, inclusive; the delivery 
within such time is at the seller’s option, 
upon notice to the buyer of either five, six, 
or seven days, as may be prescribed by the 
TRADE RULES; the cocoa is to be of any 
grade permitted by the TRADE RULES; at 
the price of ........ cents per pound, for 
the Standard grade and growths, with 
additions or deductions for other grades 
and growths according to the rates of the 
New York Cocoa Exchange, Inc., existing 
on the afternoon of the day previous to the 
date of the notice of delivery. 

Either party is to have the right to call 
for margins as the variations of the market 
for like deliveries may warrant, which 
margins shall be kept good. 

This contract is made in view of, and in 
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all respects subject to, the by-laws and 
rules and regulations established by the 
New York Cocoa Exchange, Inc., and all 
differences and shilling or disputes that may 
arise hereunder shall be settled by arbitra- 
tion pursuant to such by-laws, rules and 
regulations. 

For, and in consideration of one dollar 
to the undersigned, in hand paid, receipt 
whereof is hereby acknowledged the un- 
dersigned accepts this contract with all its 
obligations and conditions. i 


HEDGING 


Hedging on the New York Cocoa 
Exchange is another name for price 
insurance for persons engaged in the 
cocoa-bean business. Following are 
three examples of how different links 
in the marketing chain use the cocoa 
futures market on the Exchange for 
purposes of hedging, or protection. 

Example No. 1. An aged, swarthy 
chieftain at the British Gold Coast 
Colony is the leader of a township of 
small native cocoa farmers. For years 
he has watched the values of cocoa 
beans fluctuate. He has seen cocoa 
touch twenty cents a pound and he 
has seen it sell at five cents. At the 
former price there is a tremendous 
profit for the farmers, and at the low 
level it hardly pays to pick the crop. 

Our chief observes at some time in 
the spring of the year that cocoa is 
selling at a good price in the New York 
market. However, his crop will not 
be harvested until autumn and he 
believes it probable that when autumn 
comes the price will decline. If he 
had his harvest ready in the spring he 
could sell at a good profit. To assure 
himself that he can have the profit, 
he sells short in the New York futures 
market an amount equivalent to what 
he believes will be produced by his men 
in the fall. 

The chief remains short on the New 
York Exchange until the crop is har- 
vested. If the value of cocoa has de- 
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clined in the interval, futures on the 
Exchange have declined similarly. 
He covers in his short sales on the 
Exchange and disposes of his output to 
shippers on the Gold Coast. If world 
values of cocoa have improved instead 
of dropped, he will have a loss on the 
Cocoa Exchange, but this will be offset 
by the higher price he will receive for 
his output. 

Example No. 2. Importer Jones 
wishes to conduct his business in a 
conservative manner. He does not 
want to gamble, but is satisfied with 
the legitimate trade profit that comes 
to him for his efforts in buying cocoa in 
Africa and selling it in the United 
States. He does not wish to take the 
chance that he may pay eight cents a 
pound in Africa and by the time his 
cargo arrives in this country, supply 
and demand may have shifted in such 
a manner that cocoa is worth only five 
cents. Therefore he turns to the Ex- 
change for price protection. 

The importer’s agent wires him in 
New York that he has purchased 1,000 
tons of cocoa at the Gold Coast at the 
market price, whatever it may be at the 
time. He immediately telephones his 
broker on the Cocoa Exchange to sell 
futures contracts equal to 1,000 tons. 
The slight difference between the exist- 
ing price in Africa and the New York 
price is enough to cover the normal 
merchandising profit which he expects 
andis entitled to. The important point 
is that he is protected against loss in 
price. Of course, he takes out other 
forms of insurance on the cargo, such 
as fire, damage, and so forth, but the 
futures market has given him price 
insurance. 

When the cocoa arrives in New York 
harbor, the importer finds a manufac- 
turer who needs the cocoa. He sells at 
the market price and immediately 
covers his short sale, or hedge sale as it 
is called, in the futures market. If 
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cocoa, has taken a big drop since he 
made his original purchase on the Gold 
Coast, he has lost nothing, because he 
has a profit on the short side of the 
futures market which is equal to the 
loss sustained in the actual cocoa. On 
the other hand, the price may have 
advanced sensationally while the cargo 
was on the high seas. ‘Then, although 
the cocoa he receives is worth a great 
deal more than he paid for it, he has a 
loss in the futures market which is 
equal to the improvement in price for 
the actual cocoa. 

Example No. 8. Mr. Smith is a 
cocoa grinder. A manufacturer of 
candy desires to contract in advance 
for Mr. Smith to supply him with 
coatings, which are made from the 
cocoa beans. It is January when the 
contract is made, and the candy maker 
desires delivery of one hundred tons 
each month for the next five months. 
If the manufacturer desired his coat- 
ings immediately, Mr. Smith could 
easily estimate the cost of the cocoa 
beans plus his overhead and a legitimate 
profit for himself, and he could enter 
into a contract at once. However, he 
has not the cash resources to purchase 
immediately the amount of cocoa beans 
he will need for this large order. He 
prefers to buy them each month as he 
needs them to fill the manufacturer’s 
order for coatings. He turns to the 
futures market on the New York Cocoa 
Exchange for a solution. 

Mr. Smith purchases future con- 
tracts on the Exchange for an amount 
equal to the quantity he will need for 
the six-months order. Thus he knows 
that the cost of his raw material is 
fixed, and he can intelligently estimate 
on his contract. He purchases cocoa 
beans gradually in the open market as 
he needs them. During the next six 
months, as he sends the manufacturer 
one hundred tons of coatings each 
month, he is gradually selling the 
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future contracts he purchased in Janu- 
ary. When the last shipment of 
coatings reaches the candy maker, 
Mr. Smith has sold all his futures. 
The Cocoa Exchange has given him 
price protection throughout the five 
months. He has financed ‘the pur- 
chase of his raw materials easily, be- 
cause when cocoa futures are pur- 
chased, the margin required is normally! 
about one-tenth the amount of the 
actual cocoa. 


OTHER SERVICES OF THE EXCHANGE 


The Cocoa Exchange renders nu- 
merous services besides that of hedg- 
ing. One of the most important is the 
service of liquidity. There can be no 
frozen assets when there is a regular, 
liquid market at all times. 

Because it has a futures market, 
cocoa now has a more preferential 
position in banking circles than it held 
before the formation of the Exchange. 
Any commodity that is hedged is the 
soundest collateral for bankers. 

The Exchange acquires and dis- 
seminates information and statistics 
on cocoa from all consuming and pro- 
ducing countries. It either has corre- 
spondents or js in direct contact with 
United States Government representa- 
tives in foreign countries. Daily cable 
information received is tabulated and 
put into printed form. ‘This informa- 
tion and all quotations are given the 
widest possible publicity. 

The Exchange settles most disputes 
among persons in the cocoa trade, 
whether or not they are members of 
the Exchange. 

A very important function is that of 
determining current values. Contend- 
ing price factors meet on the futures 
market, and a consensus of world 
opinion in regard to values is created. 
Thus, the price fixed on the Exchange 

1 Estimating at a nominal figure of ten cents 
a pound for cocoa. 
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is an accurate measure of existing 
world supply and demand. 

The Exchange has promoted uni- 
formity in the trade through its 
function of classifying the different 
grades of cocoa in an orderly manner. 
Twenty-six listed growths of cocoa 
are deliverable on the Exchange at 
fixed differentials. 


In summing up, it is evident that 


145 


the cocoa trade functioned for decades 
without a futures market, and would 
naturally conduct business if no ex- 
change had ever been formed. How- 
ever, it is obvious that many abuses of 
the trade have been eliminated by the 
appearance of the Exchange, and the 
definite economic functions it renders 
make it an invaluable adjunct in the 
orderly marketing of the cocoa crop. 


National Raw Silk Exchange, Inc. 


By Atrrep H. KORNDORFER 
Secretary, National Raw Silk Exchange, Inc., New York City 


T is a fact not generally known that 
raw silk in terms of dollar value 
constitutes the largest single item of 
imports into the United States, as is 
clearly shown by the following statistics 
of the Department of Commerce: 











Value 


8327,582,000 


1924,.... 

1925..... $96,286,000 

1926..... $92,760,000 

TORT cass 390,365,000 
867,997,000 


427,126,000 


In 1929, raw silk, occupying first 
position with a value of 8427,000,000, 
was nearly fifty per cent greater than 
the commodity in second position, 
coffee, which represented a proportion 
of total imports of 6.9 per cent and a 
value of $302,397,000. For the first 
ten months of 1930 raw silk continued 
to occupy first position, constituting 
8.3 per cent of total imports, with a 
value estimated for the full year of 
$275,000,000. It can thus be readily 
seen that raw silk fulfills excellently 
one of the first requirements of a 
futures market, namely, that the 
volume of the commodity shall be 
sufficiently Jarge as to permit of a 
broad and active market. 

The second fundamental require- 
ment for a futures market, namely, 
that the commodity shall be susceptible 
of accurate quality designation so that 
deliveries against futures contracts 
may be accomplished smoothly, con- 
stitutes the chief reason why a futures 
market in raw silk was so long delayed 
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in the United States. Such a market 
had been operating in Yokohama, 
Japan, since 1898; but its requirements 
for deliveries covered but one grade 
and one size, representing a very 
fractional part of the total commodity. 
It was possible to operate a market in 
Japan on such a basis, although even 
there its restrictions were felt mate- 
rially. 


GRADING OF Raw SOK 


The National Raw Silk Exchange 
was incorporated on April 4, 1928. 
Actual trading was begun on Septem- 
ber 11 of the same year. During this 
period the minds of a majority of 
world-known importers, dealers, manu- 
facturers, and commission merchants 
were concentrated in one direction, 
i.e., toward the perfection of a system 
whereby the silk industry would be 
afforded not only the convenience and 
the safeguard of a futures market in 
this country but also a uniform and 
definite grading of raw silk. The 
latter function of a new exchange, 
particularly with reference to raw 
silk, presented many more difficulties 
than did the establishment of a futures 
market. It is a recognized fact among 
those interested in or connected with 
futures trading, that deliveries against 
futures contracts must be of definite 
grades of the commodity involved. 
Many commodities, such as tin, copper, 
rubber, cotton, and so forth, have 
for many years had definite and well- 
established grades. For a long time, 
however, this was not the case with 
raw silk. 

It was found necessary to establish 
new grades, of qualifications somewhat 
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different from those provided for by 
“chop” for commercial grades. The 
determination of the specifications of 
the exchange grades was most difficult 
and involved, presenting probably the 
greatest problem with which the or- 
ganizers of the new exchange had to 
contend. 

The silk industry has long been 
accustomed to buy and sell raw silk on 
what is termed a chop system. The 
term “chop” means somewhat the 
same as the American term “trade- 
mark.” Exporters of raw silk in 
Japan inspect the silk purchased from 
reeling establishments or silk from 
their own reeling establishments, and 
place upon different grades a trade- 
mark or chop. The purchase by a 
dealer or a manufacturer in this coun- 
try of silk of a certain chop was con- 
sidered by them to be a purchase of a 
certain grade. For many years, how- 
ever, wide differences had been noted 
in the same chop. 7 

A condition which would * allow 
deliveries of varying grades under the 
same designation cannot be permitted 
on a commodity exchange. ‘The estab- 
lishment of maximum and minimum 
percentage limits of evenness, clean- 
ness, neatness, and so forth, was nec- 
essary to insure to the purchaser that 
deliveries against future contracts would 
be as nearly as possible according to 
specification. The rapid growth of 
the hosiery and fine cloth business in 
the United States made the definite 
establishment of evenness and average 
size variation of almost paramount 
importance, and, because of this, 
the designation of various grades by 
evenness percentages was one of the 
most serious problems in connection 
with the establishment of the Exchange. 

The grades deliverable against Ex- 
change contracts are: six grades of 
18/15 deniers white silk, namely, A, 
B, C, D, E, and F; two grades of 20/22 
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deniers white silk, namely, W and X; 
and two grades of 20/22 yellow silk, 
namely, Y and Z. Each of these 
grades is of a certain minimum per- 
centage of evenness, cleanness, neat- 
ness, and so forth, so that when a 
purchaser of a future contract on the 
exchange takes delivery he may be 
confident that whatever grade he 
may receive will be commercially 
up to or above the minimum limits for 
the above named characteristics. The 
adoption by the Exchange of the grades 
above mentioned with specific limits 
of quality has come to be considered 
by the silk trade in general as one of 
the most important and forward steps 
that has been accomplished in more 
than a quarter of a century. 


Inspection BUREAU AND CONTRACT 


In order to make the determinations 
for grade, it was necessary to establish 
an Inspection Bureau to operate in 
conjunction with the Exchange. One 
of the prime considerations was the 
employment of inspectors of recognized 
ability in the grading of raw silk. 
After months of effort the complement 
of the Inspection Bureau was finally 
decided upon. The Bureau was or- 
ganized and equipped to handle for 
certification approximately two hun- 
dred bales of raw silk daily. Results 
of the work done by the Bureau have 
met with uniform and gratifying 
recognition by the silk industry. Dur- 
ing the first calendar year of operation, 
1929, the Bureau inspected and certified 
10,940 bales, and during 1980 a total 
of 23,800 bales. This increase can 
only indicate a greater appreciation 
of the value of the classification laid 
down by the Exchange. 

The futures contract traded in on 
the National Raw Silk Exchange 
provides for the delivery of raw silk 
“production of Japan and / or Chosen 
(standard American skein form).” 
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Approximately eighty-five per cent of 
the raw silk produced in these countries 
is deliverable. The form of contract, 
as originally adopted, called for the 
delivery of five, bales of approximately 
180 pounds per bale, made up exclu- 
sively of one of the specified grades 
and of the same chop. This latter 
provision was necessary for the reason 
that filatures usually reel silk of the 
same grade and ship it under a uniform 
chop. As time went on it became 
more and more apparent to the 
members of the Exchange that it would 
be desirable to have the unit of delivery 
increased to ten bales, and this change 
was made about a year after the 
opening. It will therefore be seen that 
the present contract provides for the 
delivery of ten bales of uniform grade 
- bearing the same chop. 

The contract is what is generally 
considered to be a “seller’s option con- 
tract,” in that the seller is permitted 
to deliver on any one of the delivery 
dates occurring during the month, any 
one of the ten deliverable grades. ‘The 
basis grade is Grade D, the classifica- 
tion of which conforms very closely to 
that usually required for the trade 
grade of “Crack Double Extra.” 
Should a seller decide to deliver a grade 
higher or lower than Grade D, he 
would do so at a premium to or a dis- 
count from the price of the basis grade. 
These premiums and discounts are set by 
a standing committee of the Exchange, 
known as the Adjustment Committee. 

Trading on the Exchange covers an 
eight-months period—the current 
month and seven next succeeding 
forward positions. No silk that has 
been in America for more than two 
years may be tendered. 


ADJUSTMENT COMMITTEE 
The Adjustment Committee is one 
of the most important. Its members 
include representatives of the larger 
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importers, dealers, and manufacturers. 
The Committee holds a regular meeting 
near the end of each month and decides 
upon the differentials which are to 
apply to deliveries during the subse- 
quent month. At this meeting a 
composite picture is made of the 
various prices bid by manufacturers, 
asked by dealers and importers, and 
bid by the latter two in the spot mar- 
kets in the United States and Japan. 
The importance of this committee can 
readily be realized when it is pointed 
out that should the differentials be- 
tween the basis grade and the other 
nine deliverable grades become out 
of line with the prices generally obtain- 
ing in the spot markets here and 
abroad, those engaged in exchange 
operations would be forced to pursue 
their business at distinct disadvantages ` 
with regard to the spot market. For 
that reason, the appointment of mem- 
bers to serve on this committee is given 
a great deal of thought. 

It often happens that the spot prices 
obtaining at the beginning of the 
month change considerably during 
the course of the month. The organ- 
izers of the Exchange, in adopting by- 
laws and rules, have taken this emer- 
gency into consideration by providing 
that “any member of the Committee 
may call a special meeting of the Com- 
mittee at any time upon giving notice 
to the Secretary of the Exchange. 
At said special meeting, the Committee 
may change the price differentials 
fixed at any previous meeting of the 
Committee.” The price differentials 
fixed at a special meeting become 
effective on the succeeding day and 
hold through the balance of the month 
except, of course, in the event of 
another special meeting. 


INTELLIGENCE Bureau 


Soon after the Exchange started to 
operate, it became apparent that some 
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way was needed to disseminate to the 
trade, information as to how the ex- 
change could be used by importers, 
dealers, and manufacturers to their 
own advantage. Prior to the incep- 
tion of trading on the National Raw 
Silk Exchange, the silk trade had but 
one futures market, and that was in 
Yokohama, Japan. ‘Trading in that 
market is quite different from the 
method of operation started in New 
York, and, while the silk trade had 
operated in Yokohama for many years, 
it was found necessary to better ac- 
quaint it with the method of operation 
adopted by the National Raw Silk 
Exchange. It was also found necessary 
to provide the trade with more volumi- 
nous and pertinent statistics than those 
available. 

In answer to this very apparent need, 
the Exchange established in January, 
1929 an organization known as the 
Intelligence Bureau. The function of 
the Bureau was to disseminate to the 
trade and to Exchange members in- 
formation of an educational nature, to 
compile and broadcast new statistics 
of vital importance to the trade, and 
to instruct those interested in the 
proper reading, adjusting, and applica- 
tion of the information therein con- 
tained. The organization of this bu- 
reau was an entirely novel idea in the 
operations of commodity exchanges, 
and created widespread interest. At 
the present time the Bureau is mailing 
its Statistical Bulletins and general 
information to more than nine hundred 
persons and firms, not only in this 
country, but also in Canada, China, 
Japan, England, France, Germany, 
Italy, Switzerland, and India. 

The statistics developed by the 
Bureau are generally conceded to be 
most comprehensive. They have not 
been confined to information relating 
to Japanese raw silk but have been 
broadened to include Italian and 
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Chinese silks, world consumption, sup- 
ply, into-sight movement, average 
price, and so forth. These statistics 
are available to all members of the 
Exchange and to any in the silk trade 
desiring to avail themselves of the 
information. The service is rendered 
without charge to any one. 


Hepaerve In Raw SEK 


It would be gratifying indeed to be 
able to state that the National Raw 
Silk Exchange had become a recognized 
and widely used medium for hedging 
by the silk industry of the United 
States and Canada. That it has not 
become so is no fault of the Exchange 
but is to be laid at the door of the silk 
industry itself and its methods of doing 
business, which in most instances 
preclude the employment of trading in 
futures as a purely hedging operation. 
Competition in the silk industry is so 
intense that speculation in the purchase 
of the raw material has become an 
essential part of manufacturing and 
selling operations, to the extent that 
a manufacturer who successfully specu- 
lates in raw silk can look forward to a 
successful and moderately profitable 
season, whereas one whose raw silk 
speculations are injudicious is greatly 
hampered and is likely to show operat- 
ing losses. 

It is not possible to change the prices 
at which silk piece goods or silk hosiery 
are selling, in accordance with fluctua- 
tions in the price of raw silk. It there- 
fore stands to reason that if a manu- 
facturer were to purchase his raw 
materials and place a hedge against 
them and the market were to advance, 
he would take a loss upon his hedge 
operation in the futures market which 
would not be compensated by a simular 
appreciation in the value of his finished 
product. For this reason manufac- 
turers have been able to use the facil- 
ities of the National Raw Silk Exchange 
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only for the purpose of either extending 
or limiting their speculative positions 
in raw silk. Until it is possible, within 
practical limits, to advance the price 
of finished merchandise in a way com- 
parable to advances which take place im 
the raw material, pure and continuous 
hedging operations on the part of 
manufacturers will not be feasible. 

With handlers of raw silk, which is 
to say importers or dealers, the situa- 
tion is different. With this class, 
hedging in future contracts on the 
National Raw Silk Exchange has been 
gaining ground steadily, because there 
is at all times a movement of the goods 
which they handle that is commer- 
clally parallel to movements in quota- 
tions in the futures market. ‘Therefore 
a net position may be maintained, thus 
avoiding the risk of loss due to price 
fluctuations and insuring to the mer- 
chant his anticipated profit on the 
handling of the goods. 

During the calendar year 1930, the 
volume of business on the Exchange 
increased approximately ten per cent, 
a total of 244,290 bales having been 
traded in, against 222,675 in 1929. 


INTERNATIONAL RECOGNITION 


The following quotation from a 
letter recently received from the Inter- 
national Chamber of Commerce is 
indicative of the international im- 
portance of the Exchange: 


An important organization, member of 
the Italian section of the International 
Chamber of Commerce, has asked us to 
enlist the good offices of the International 
Chamber of Commerce to the end that, 
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with the'help of the American section, 
certam grades of Italian raw silk may be 
admitted to trading on the National Raw 
Silk Exchange. 

Durmg 1930 a raw silk futures 
exchange commenced operations in 
Milan, Italy, to deal in Italian silks. 
Before this exchange adopted by-laws 
and rules, trading rules, method and 
requirements: of certification, and so 
forth, consideration was given to 
these various features in force on 
several exchanges, and it was finally 
decided to adopt the rules and regula- 
tions of the National Raw Silk Ex- 
change. 

Shortly after the opening of the 
National Raw Silk Exchange, the 
Yokohama Bourse adopted a method 
of classification very similar to that 
used by the Exchange, even to the 
designation of grades by letters of the 
alphabet. 

The quotations of the National Raw 
Silk Exchange are cabled daily to many 
points throughout the world, princi- 
pally to Japan, China, England, France, 
Switzerland, and Italy. The member- 
ship of the Exchange today includes 
not only importers, dealers, and manu- 
facturers in this country but also 
proprietors of filatures and exporters 
in Japan, manufacturers and dealers 
in England, Switzerland, and France, 
and even dealers in silks not deliverable 
on the Exchange. 

From the above résumé it will readily 
be noted that the Exchange has not 
only risen to national importance but 
has come to be considered as one of the 
leading silk exchanges of the world. 


Trading in Hide Futures 


By E. L. McKenprew 
President, New York Hide Exchange, New York City 


OLLOWING several months of 
discussion, organization of an ex- 
change to trade in hide futures defi- 
nitely got under way in the Fall of 
1928. Atthattime a group wasformed 
which included both men who knew 
the technique of futures trading and 
men of long experience in hides, and 
to which, on December 19, 1928, was 
granted a charter for the New York 
Hide and Skin Exchange. This name 
was subsequently shortened to the 
New York Hide Exchange. Five hide 
and leather men, three members of 
commodity and stock exchange com- 
mission firms, and the president of 
another commodity exchange made up 
the temporary Board of Governors. 
Early in January, 1929, temporary 
officers were elected and the member- 
ship of the board was increased from 
nine to fifteen. Thereafter, the heavy 
work of completing the organization 
of the Exchange, so that it could be 
made ready for actual trading, pro- 
ceeded for six months. A standard 
contract of sale’ to be used for all 
transactions was drawn up, by-laws 
and rules of trading were adopted, and 
members were elected. The member- 
ship was composed almost exclusively 
of three classes: men of recognized 
standing in some branch of the hide 
and leather industry, representatives 
of commission houses which specialize 
in executing orders for the accounts of 
others on the various stock and com- 
modity exchanges, and a small group 
of men who intended to perform the 
actual trading as floor brokers. 
The Board of Governors, either di- 
rectly or through committees, per- 
formed this work and in addition ar- 
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ranged to lease and equip quarters, 
employed the salaried personnel, and 
attended to all the multifarious details 
involved in getting the Exchange 
actually under way. Al this had been 
accomplished by the middle of the year, 
so that on June 4, 1929, with appro- 
priate ceremonies, trading was in- 
augurated in a ring set up at 7 Cedar 
Street, New York City. Inthe mean- 
time, permanent officers and governors 
had been elected. 


Hion Prices Firucruare WipELY 


The basic reason for the organization 
of this exchange—the reason why men 
are willing to pay for memberships— 
is the same as that which lies at the 
foundation of all futures exchanges, 
namely, that prices of the commodity 
traded have always been subject to 
wide fluctuations beyond the control 
of any interests in the industry. Such 
fluctuations do two things: they create 
very serious risks for those whose 
primary profits come from producing, 
merchandising, and processing hides; 
and they offer the bold trader an op- 
portunity to profit by shrewd buying 
and selling. It is the function of the 
Exchange to provide an open, carefully 
organized, and well-regulated market 
in which the man who wants to profit 
from price fluctuations can do so, at the 
same time offering the man who is 
interested chiefly in other functions an 
opportunity to perform them without 
exposure to serious price risks. 

At this point it may be well to call 
attention to an important difference 
between hides and other commodities 
which are the subjects of futures 
trading. The production of most com- 
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modities traded on futures exchanges is 
governed almost entirely by the price 
level and the general conditions iri 
their own particular markets. Hides, 
however, are a by-product in the busi- 
ness of slaughtering cattle for meat. 
Consequently, the output depends 
entirely on the state of the market for 
meat rather than on the state of the 
hide market. That is to say, actual 
production of hides depends on forces 
outside of the conditions m the hide 
market. It follows that production 
is not readily responsive to the de- 
mand for hides—a fact which accounts 
in considerable degree for the sharp 
fluctuations of prices and thus makes 
hedging necessary. 


OPPORTUNITIES OFFERED TO Pro- 
‘DUCERS AND TANNERS 


The opportunities offered by the 
New York Hide Exchange naturally 
vary according to the class of trader, 
although all of them grow directly or 
indirectly out of this fact of uncon- 
trollable price fluctuations. To the 
producer and the tanner, the chief 
opportunity offered is that of protect- 
ing themselves through hedging against 
losses from price movements. Space 
forbids any extended analysis here of 
hedging. Suffice it to say that it de- 
pends upon the fact that spot and 
futures markets for the same com- 
modity move closely together. By 
balancing sales in the spot market 
against purchases in the futures market 
or, vice versa, balancing sales in the 
futures market against purchases in the 
spot market, the tanner or the pro- 
ducer finds that losses from price move- 
‘ ments in one market are approximately 
equaled by gains in the other, so that 
his risk of loss is greatly reduced. 
The price paid for this service, of 
course, is a corresponding reduction in 
the opportunity to make speculative 
profits. 
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Protection from price risks is needed 
by the hide producer because he per- 
forms at least one important function 
which may involve a lapse of time. 
Hides must be cured before they are 
ready to be moved from the plant of 
the producer. This curing process 
requires several weeks. The hides 
may be sold as soon as they are taken 
off the carcasses, for delivery later. 
On the other hand, they may not be 
sold until after they are cured. Very 
often a considerable period elapses be- 
tween the time when the hides are 
taken off and the time when they are 
sold. The meat, on the contrary, is 
ordinarily sold promptly. 

The price obtained for the meat de- 
pends to some extent, of course, on its 
cost to the packer; but that cost in 
turn depends in great part on what he 
can obtain for his by-products, of 
which the principal item is the hides. 
He is therefore compelled to anticipate 
the price at which the hides will be 
sold, before he can fix the price for 
his meat. In theory, he will allow a 
margin for possible fluctuations in hide 
prices. In practice, competition will 
often force him to take a chance by 
reducing that margin unduly, It thus 
happens that if the price of hides moves 
against him. between the time when 
the meat is sold and the time when the 
hides are sold, he very often loses 
enough on the hides to wipe out com- 
pletely his small profit on the meat, 
and he has no redress, because the 
meat has already been sold. By 
hedging his hides through the use of 
the futures market he avoids this risk, 
or at least greatly reduces it. 

The tanner needs protection from 
price risks because he performs at 
least two functions which involve an 
inevitable lapse of time. One is the 
tanning process itself—a process re- 
quiring several months during which 
he cannot protect himeelf if the market 
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declines, because he has neither hides 
nor leather to sell, but only an inter- 
mediate product that must be left 
where itis. The other is that, because 
hide qualities are seasonal, the tanner, 
who ordinarily must have specific 
qualities of hides to produce specific 
types of leather, must buy his supply 
of hides during a comparatively short 
period and run the risk of serious losses 
from price movements in the interval 
before the leather is sold. 

These factors are emphasized here 
because they are fundamental proc- 
esses in the hide and leather industry, 
which by their nature involve a lapse 
of time and cannot be evaded by any 
such means as hand-to-mouth buying 
or any of the other methods used by 
business men to shift price risks to 
others. To them may be added more 
optional methods of doing business, 
such as the hide producer’s booking 
of forward sales of hides to be produced 
and delivered at some future date, or 
his carrying stocks of hides for con- 
siderable periods of time, or the tanners 
carrying substantial stocks of leather 
or booking forward sales. Transac- 
tions of these sorts are possible, of 
course, without hedging; but they are 
unwise because of the risk involved. 
Only by hedging can the packer or the 
tanner undertake them safely. 


ADVANTAGES TO DEALERS AND 
SPECULATORS 


For the dealer, the principal advan- 
tage offered by the Exchange is the 
separation of speculation and mer- 
chandising, which have hitherto been 
inextricably intertwined in his business. 
One of the many ways in which this 
can be accomplished is as follows: Let 
us assume that a dealer accumulates a 
stock of hides for merchandising pur- 
poses. Pending disposition of this 
stock, he bears the risk of an adverse 
price change—a general decline of all 
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types of hides. To avoid the risk, as 
soon as he acquires a stock of hides he 
may sell contracts for future delivery 
of an equivalent amount on the Ex- 
change. Should the adverse conditions 
appear, his stock has been insured 
against serious depreciation. I say 
“serious” because this price insurance, 
which is not absolutely perfect, may 
at times result in a slight loss and as 
often in an extra profit. The in- 
surance is applicable not only to the 
type of hides which is deliverable 
against the Exchange contract, but 
also in some degree to other hides, be- 
cause if a general decline sets in, all 
hides will move downward. 

There is another advantage. It 
is not necessary for the dealer to unload 
the raw material on the market and 
cause a further depressing effect on 
the price of the particular kind of 
hides which he is handling. 

Over against all this lies the fact 
that if the dealer wishes to operate 
mainly for the purpose of taking ad- 
vantage of an anticipated upward 
movement in the general price of hides, 
he is afforded the advantage of separat- 
ing this speculative view from his 
merchandising operation. 

For the speculator, who profits by 
taking advantage of the very fluctua- 
tions which tanners and packers seek 
to avoid, and who may be either a 
member of the trade stepping out of 
his normal réle for the time being or a 
professional speculator dealing in any 
and all commodities and stocks, the 
advantages offered by the Exchange 
are a carefully organized and regulated 
market, a standard contract, open 
prices, and a system of trading which 
permits him to buy and sell with a 
minimum of lost time and motion. 
For the commission house, the oppor- 
tunities offered by the Exchange are the 
chances to earn commissions by buying 
and selling for the accounts of others. 
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How THE EXCHANGE Is ORGANIZED 


The organization of the Exchange; 
which is designed to meet the various 
needs of these traders, follows quite 
familiar lines. Its authority derives 
from a charter granted under the Mem- 
bership Corporation Law of New York. 
The purpose for which it is organized 
is “to provide, regulate and maintain 
an exchange and to furnish facilities 
to its members for the purchase and 
sale of hides” and to engage in the 
various activities pursuant to this 
purpose. 

Control of the Exchange rests ul- 
timately in the 270 members. Govern- 
ment of the Exchange is vested in a 
board of fifteen governors and in 
fifteen standing and revolving com- 
mittees appointed by the Board of 
Governors, each being charged with 
some specific function. The governors 
are elected for one-year terms by the 
membership from its own body, the 
number including ex officio the presi- 
dent, two vice-presidents, and the treas- 
urer, who are also elected by the mem- 
bership for one-year terms. These 
officers, governors, and committeemen 
serve without salary. Appointed by 
them and subject to their control is 
the salaried personnel, which performs 
the day-to-day routine of running the 
Exchange. 

The principal executive on this 
salaried staff is the secretary, who is 
charged with carrying out policies 
formulated by the governors, performs 
a large number of duties prescribed 
in the by-laws and rules, has charge of 
the staff of statistical, clerical, and 
stenographic workers, pages, and 
guards, and in general is responsible 
for keeping the organization running 
smoothly. There is' also an inspector 
in chief with headquarters in New 
York, and an assistant inspector in 
Chicago, whose function it is to inspect, 
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classify, and grade hides offered for 
delivery under Exchange contracts and 
to supervise ;the licensing of ware- 
houses eligible for storage of hides to 
be delivered under Exchange con- 
tracts. Finally, there is a paid counsel 
who is in charge of the Exchange’ s 
legal affairs. 


By-Laws AND RULES 


The functions of these officers, 
officials, and employees, the rights and 
the duties of the members, and the 
methods of operation are prescribed 
in great detail in the by-laws and rules, 
Space forbids a complete description 
of these regulations. Broadly speak- 
ing, however, the by-laws set up the 
organization and regulate the more 
fundamental activities of the Exchange. 
They list the officers; state the ways in 
which the officers shall be elected and 
their duties; provide for the meetings 
of the members, the election of mem- 
bers, and the purchase, sale, and trans- 
fer of memberships; list the committees 
and prescribe the ways in which they 
shall be selected and their functions; 
fix the standard contract to be used for 
all transactions on the Exchange; 
establish official standards of quality 
and list the deliverable grades; fix 
minimum rates of commission to be 
charged by members for executing 
orders on the Exchange; fix the powers 
and the duties of the inspector in chief 
and his assistant; prescribe days and 
hours for trading; fix dues, assessments, 
fines, and fees; provide for suspension 
and expulsion of members; provide a 
procedure to be followed in the event 
of the death or insolvency of members; 
and provide for arbitration of disputes 
between members and for the filing of 
complaints. The by-laws can be 
amended only by a majority vote of 
the governors followed by a vote of 
the members. 

The rules are concerned primarily 
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with the procedure for carrying out the 
provisions of the by-laws. Being less 
fundamental than the by-laws, they 
are subject to amendment by vote of 
the governors alone. They fall into 
three classes. One is the more or 
less miscellaneous group which includes 
such rules as those fixing the procedure 
for trading on the floor of the Exchange, 
prescribing the documents to be used 
in Exchange transactions other than 
the contract itself, prescribing methods 
of delivery, payment, and settlement, 
governing floor decorum, and prescrib- 
ing the methods to be followed in 
posting margins. Many of these rules 
are designed to prevent corners. 

A second class outlines the pro- 
cedure to be followed in the arbitration 
of disputes between members. The 
third class provides an elaborate and 
detailed interpretation of the so-called 
“commission law,’ which fixes the 
minimum rates of commission and aims 
to prevent discrimination in favor of 
important customers, so as to do away 
with unfair competition between com- 
mission houses in their search for 
business. This third group of rules 
is based on the experience of older 
exchanges and is intended to provide 
specific interpretations of the com- 
mission law for the guidance of officers 
in situations which have resulted in 
disputes and litigation on these other 
exchanges. 


EXCHANGE CONTRACT 


The standard contract used on the 
Exchange is similar to the contracts 
used on other futures exchanges, with 
such differences as are made necessary 
by the individual characteristics of 
hides. It is a “basis contract,” which 
means that while it calls for the delivery 
of 40,000 pounds of No. 1 “Packer” 
light native cow hides as defined in 
the by-laws, delivery to be made during 
some specified future month, the seller, 
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at his option, may deliver the same 
quantity of hides of any one of ap- 
proximately sixteen other grades and 
types. The price to be paid by the 
buyer is that named by the contract, 
provided the seller delivers hides of the 
“basis grade.” If he delivers hides 
of some other grade, the buyer is to 
pay the price named in the contract 
plus or minus differentials fixed for the 
various grades from time to time by the 
adjustment committee in accordance 
with conditions in the spot market. 
The contract authorizes either party 
to call for a margin, requires that the 
margin shall be kept good, and makes 
the transactions subject to the by- 
laws, rules, and regulations of the Ex- 
change 

Thus far the contract does not dif- 
fer greatly from those in use on most 
other exchanges. The characteristics 
of hides and the hide market do, how- 
ever, necessitate special treatment in the 
contract. One of these has already 
been mentioned—the fact that hides 
vary in quality from season to season. 
Hides taken off in the United States 
during July, August, and September, 
for instance, are invariably better 
than hides taken off in February, 
March, and April. 

On most futures exchanges, dif- 
ferences in quality can be taken care of 
by using the basis contract with its 
provisions for differentials and the 
delivery of the various grades; but this 
solution was not satisfactory in the 
instance of seasonal variations in hide 
quality. A more satisfactory solution 
of the problem of compensating the 
buyer who receives hides of various 
months of take-off was devised in a 
system of fixed discounts. 

Average differences between prices 
of hides taken off in the best season and 
hides taken off in other months have 
been worked out. Discounts for sea- 
sonal variation equivalent to these 
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average differences are allowed. Hides 
taken off in the best season of the 
year are thus deliverable at the con- 
tract price; while graduated discounts 
are fixed, under the by-laws, for hides 
taken off in other seasons. 

If speculators and trade operators 
are to buy freely, they must be assured 
of getting good merchantable hides 
grading according to precise standards 
of quality whenever they take delivery. 
Bearing in mind that hides are subject 
to deterioration unless they are stored 
under carefully controlled conditions, 
the Exchange has made provision for 
the licensing of warehouses from which 
deliveries against the Exchange con- 
tract can be made. These warehouses 
are required to meet certain standards 
with respect to refrigeration and other 
matters before being approved. 


Way Hor DIFFERENTIALS FLUCTUATE 


Another characteristic of hides is 
reflected in the fluctuation of the dif- 
ferentials. On all futures exchanges 
which trade under basis contracts, 
there is always more or less fluctuation 
in these differentials, resulting from 
the fact that different varieties or 
qualities of a commodity do not move 
upward or downward at exactly equal 
rates but at rates which vary among 
themselves in some degree. - 

Hides differ somewhat from other 
commodities in that they offer one 
important reason for this fluctuation 
in the differentials. There are two 
important types of hides—heavy, which 
is used chiefly for sole leather, and 
light, which is used chiefly for upper 
leather. While the two are inter- 
changeable to some extent, they are 
not completely so. Light hides were 
chosen as the basis grade because they 
can be substituted for heavy hides 
somewhat more readily than can heavy 
for light. With either ‘type as the 
basis grade, however, some fluctuation 
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in differentials was inevitable because 
of the fact that the demand for sole 
leather and the demand for upper 
leather is not always equal. 

The care with which these rules 
have been drawn up indicates the 
pains which have been taken to make 
the contract one which would appeal 
to buyers. This does not mean that 
the Exchange in any sense opposes 
short selling. There has been a great 
deal of ill-informed and fallacious criti- 
cism. of short selling during recent 
months. It is perfectly obvious that 
there can be no buying without selling. 
It is equally obvious that the only way 
a short sale can be “covered” is by a 
subsequent purchase. To attribute 
price declines to short selling is to re- 
veal a profound ignorance of com- 
modity markets. 

Some of the rules which have just 
been discussed show clearly how the 
New York Hide Exchange, in common 
with other futures exchanges, has 
taken care to make sure that price move- 
ments recorded on its boards shall re- 
flect the movements in the outside 
market and not mere technical dif- 
ficulties caused by regulations of the 
Exchange. 


Tre CLEARING ASSOCIATION 


One branch of the Exchange must 
be mentioned because of its Importance. 
That is the clearing house. Space 
forbids a thorough discussion here of 
the problems of settlement, delivery, 
and margins, which are treated else- 
where. For present purposes it is 
sufficient to say that the New York 
Hide Clearing Association is a com- 
plete clearing house. That is, it is a 
separate corporation which becomes a 
party to all Exchange transactions 
and serves as the medium through 
which settlements and deliveries are 
made and margins are posted and kept 
good. Substantial economies, many 
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conveniences, and greater security 
result from the system. For further 
economy, the New York Hide Clearing 
Association has united its facilities 
with those of several other clearing 
houses serving New York commodity 
exchanges. 


Tae Worup’s Onur Hine FUTURES 
MARKET 


The New York Hide Exchange is the 
first and only organization in the world 
providing for trading in hide futures. 
There are ample evidences, however, 
that in spite of its uniqueness the in- 
dustry has rapidly learned to appreciate 
and take advantage of the opportuni- 
ties it offers. During its first year, the 
sales represented a volume of hides 
approximately equal to the big packer 
kill, > which comprises the principal 
hide supply in this country. Since 
then there has been a sharp increase 
in the volume of trading, so that pres- 
ent indications are that the second 
year will show a substantial improve- 
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ment over the record of the first year. 

Prices have fluctuated widely’ and 
freely, indicating that the Exchange is, 
as it should be, a sensitive market 
subject to the play of all market forces. 
Furthermore, the Exchange has per- 
formed a number of services which 
are certain to increase in value to the 
industry as time goes on. It has, for 
the first time, provided an open market 
giving the entire industry a standard 
price on which to base its calculations. 
It has inaugurated an educational cam- 
paign designed to acquaint those in- 
terested with the many valuable serv- 
ices it has to offer. With the aid of 
the Tanners’ Council of America, it 
has greatly improved the statistics of 
the industry and made them more read- 
ily accessible. Through its inspection 
bureau it has had some influence, 
and will have more, in bettering 
the methods of taking off and storing 
hides and in making more precise 
the somewhat loose standards of qual- 
ity and grading systems of the industry. 


The New York Burlap and Jute Exchange 


By James E. Boye, Px.D. 


Professor of Rural Economy, New York State College of Agriculture, 
Cornell University, Ithaca, New York 


HE New York Burlap and Jute 

Exchange was opened for business 
October 16, 1929 at 78-80 Wall Street. 
Six months later it went out of busi- 
ness. The Exchange occupied the 
ground floor of this Wall Street loca- 
tion, on which it held a lease with 
three years to run. The Exchange 
received an offer of $100,000 in con- 
sideration of the cancellation of this 
lease. The offer was accepted, and 
the Exchange was thereby put in funds 
which enabled it to repay practically in 
full the amounts paid by members for 
their seats. 


CAUSES OF FAILURE 
Why did this exchange fail? In the 


first place, it was never successful in 
obtaining the support and coöperation 
of the burlap and jute dealers and im- 
porters in the United States. The 
burlap and jute business in this coun- 
try is concentrated in the hands of 
three firms. They do not want a wide 
market for these products. They felt 
some apprehension that the success- 
ful operation of the Exchange would 
jeopardize their control of the domestic 
industry. In their efforts to impede 
the success of the Exchange, these firms 
gave notice to the various people with 
whom they were dealing in the United 
States that they would refuse to do 
business with any one in the industry 
who joined the Exchange. Antiex- 
change articles, apparently inspired, 
appeared in the press. 

As early as June, 1928, opposition 
to the proposed exchange took definite 
form. By this date protests of the 
large dealers in the burlap and jute 


industry had been made to the Textile 
Bag Association and to the Jute and 
Gunny Importers Association, both of 


New York. These dealers held a » 


meeting in New York on June 25, 1928 
and made plans for opposing the 
formation of the new exchange. They 
said the exchange was being organized 
by a group of professional exchange 
organizers, that it was not needed by 
the industry, and that the only thing it 
would do would be to encourage out- 
side speculation. “It is not a com- 
modity which lends itself at all to the 
public speculation,” said the spokes- 
man of the group, “‘and sentiment in 
the industry is very much opposed to 
any attempt to introduce this sort of 
speculation.” A letter of protest, 
signed by nearly every concern in the 
industry, was issued, following this 
meeting.. 

In the second place, the opening of 
the Exchange was coincidental with the 
financial cataclysm and the beginning 
of the market depression in October, 
1929. 

This. brief recital of facts presents 
the skeleton rather than the full picture 
of this experiment. There are other 
aspects of the situation which the stu- 
dent of commodity exchanges should 
take into consideration. These may 
now be briefly considered. 


BuRLAP AND JUTE 


Jute is a coarse, strong fiber. Bur- 
lap is a coarse fabric made of jute. The 
jute from which burlap is made is pro- 
duced from two plants indigenous to 
India, where about ninety-nine per 
cent of the world’s crop of jute is 
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grown. The world produces about 
four billion pounds of jute. About 
fifty per cent of this production is 
exported. The balance of the crop is 
manufactured in India. There are 
about one hundred mills in that coun- 
try. These mills, it is understood, 
have a close working agreement for 
protection against labor unrest and 
against price cutting. They are under- 
stood to work in close harmony with 
exporters. 

In normal years, about seventy-nine 
per cent of the exports go to Europe 
and ten per cent to the United States. 
Great Britain is the largest importer, 
taking twenty-six per cent of all ex- 
ports; Germany is second, with fifteen 
per cent. 

The growth of the jute plant is very 
rapid, so that within three months after 
planting it is ready to be cut, stripped 
of the leaves, tied in bundles, and 
steeped in water to loosen the fiber. It 
is then cleaned, dried, and baled for 
export. The fine jute is glossy and 
golden in color and enters into the finer 
manufactures. The cheaper qualities, 
known as Gunnies and Hessians, are 
used largely for manufacture imto 
burlap. 

Burlap is used for bagging for great 
crops like sugar and other commodi- 
ties, and for covering for bales of cotton 
and other products. It is shipped in 
iron-bound bales containing about two 
thousand yards of various widths and 
lengths to meet the different demands 
of trade. 

A commodity traded in for future de- 
livery must be standardized. Burlap 
is subject to the grades given it in 
India. The industry uses an official 
list of Calcutta mills, a copy of which 
was on file with the secretary of the 
New York Exchange. This list con- 
tains “Mill Groupings,” that is, a 
classification of the mills in four groups 
designated respectively A, B, C, and 
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D, on the basis of the quality of their 
output. Burlap is graded also on the 
basis of its width in inches and its 
weight per yard. 

The contract grade on the New York 
Exchange was 40-inch, 8-ounce Stand- 
ard Calcutta Burlap, Mill Groupings A 
and B. The contract grade was known 
as the basis. Five other grades were 
deliverable, two heavier grades at a 
premium, two lighter grades at a dis- 
count. Discounts were also allowed 
on Mill Groupings C and D. These 
premiums and discounts were all at 
fixed differences, and not at commercial 
differences. 


ORGANIZATION OF THE EXCHANGE 


In the five-year period 1924-1929, 
there was a great spurt in America and 
Europe in organizing new commodity 
and stock exchanges. In the United 
States, in one year during this period, 
seven new commodity exchanges were 
organized. As part of this overexpan- 
sion, ‘the New York Burlap and Jute 
Exchange was promoted. 

Some of the commission houses in 
New York were in favor of such an 
exchange, for those were the days of 
the bull market. Some of the foreign 
interests also were supporters of the 
new organization. Its membership 
list of two hundred included represent- 
atives of burlap interests in England, 
France, Germany, Spain, Czechoslo- 
vakia, Russia, India, and China. 

The aim of the founders of this ex- 
change was to establish in New York 
a strictly future market, to be used 
for hedging purposes and for specula- 
tive investments. Practically no de- 
liveries on contracts were contem- 
plated. However, the usual machinery 
of a full-functioning exchange was pro- 
vided—a definite contract and a clear- 
ing house where all trades were to be 
kept margined to the market every 
day. 7 
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A carefully selected list of two hun- 
dred members formed the basis of this 
exchange. The price of the original 
memberships was set at $2,000. The 
trading floor had neither pits nor rings. 
Instead of these features it had posts, 
after the fashion of the New York 


TEHE ANNALS OF THE AMERICAN ACADEMY 


Stock Exchange. It was contemplated 
that a market would develop for not 
only burlap, but also jute, hemp, and 
bags. But this exchange was not able 
to survive its two initial difficulties— 
opposition of the industry and the crash 
of the bull market. 


Exchanges at the Live Stock Markets 


By Cuarues A. Wuson, B. of Agr. 
President, The Chicago Live Stock Exchange, Chicago, Illinois 


O get a clear idea of the activity of 

an exchange on a live stock market, 
it is necessary to go back to the origin. 
All live stock markets started as local 
institutions. ‘The owner took his stock 
to the market place and sold it. As 
transportation, especially railroads, ex- 
panded, the live stock came great dis- 
tances to market and a very large 
volume of business developed. The 
owner, from the ranch or the farm, was 
not posted on market conditions and 
prices, and he was compelled, to protect 
his interests, to call to his aid those who 
were thoroughly familiar with prevail- 
ing conditions. Thus the business of 
selling for others on commission began. 
Any one could establish himself as a 
commission man and do business as 
he pleased. This permitted and en- 
couraged all manner of abuse, of which 
the owner was the usual victim. The 
law was powerless to prevent or redress, 
go the better element in the commission 
. business banded together to drive out 
the unscrupulous and give the patron 
of the market a fair and square deal. 


Kinps or EXCHANGES 


The exchanges that govern the trad- 
ing in live stock at the big public mark- 
ets are of two distinct kinds. These 
have grown out of the divergent inter- 
ests of the members who compose them. 
The live stock exchanges are primarily 
organizations of commission men, or 
factors as the law calls them. They 
are distinguished from traders’ live 
stock exchanges, whose members buy 
and sell for their own account. Mem- 
bers of live stock exchanges do not 
trade on their own account, but act as 
buyers or sellers for others. The only 


compensation they receive is the com- 
mission charge. The objective of the 
live stock exchange member is to render 
a service to another; the objective of 
the trader is to make a profit for him- 
self. This, however, is not always 
realized. 

The trader renders a very important 
service to the producer or the processor 
of live stock, incidental to his opera- 
tions. He brings into the market that 
essential quality—action, and thus 
enables a clearance to be made daily. 
A large part of the traders’ business is 
the buying and selling of cattle, pigs, 
lambs, and ewes, to go baek to the 
country for breeding or feeding pur- 
poses—grades of live stock for which 
the slaughterers have no use. They 
also deal in odd lots of slaughter stock, 
assembling it into car lots of even, uni- 
form kinds, grades, and classes. It 
would be impossible for any live stock 
market to render a complete daily 
market service to its patrons on all 
grades, kinds, or classes of live stock 
without the assistance of the trader. 

The trader exchanges are organized 
to bring stability and integrity into the 
business of the members. They work 
closely hand in hand with live stock 
exchanges to accomplish this end. 
They insist on the highest standard of 
commercial conduct and are quite par- 
ticular in the choice of members. 
Their methods of discipline are very 
similar to those of the live stock ex- 
changes, and they readily inflict severe 
penalties on members whose conduct 
is objectionable or calculated to bring 
the organization into bad repute. 
There are thirteen trader exchanges 
located at the larger markets and they 
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exercise a very wholesome influence in 
the live stock trade. 


ORIGIN or Live Stock EXCHANGES 


To Cincinnati, Ohio, belongs the 
honor of forming the first live stock 
exchange in this or any other country. 
The Cincinnati Live Stock Exchange 
was established in 1881, and is still 
a live and virile institution. The rea- 
sons for its existence are stated in ils 
Rule I: 


The object of this Association shall not 
be for profit, nor for the purpose of limiting 
competition, but its object shall be to pro- 
mote and protect the interests of all dealers 
in live stock at this market—both buyers 
and sellera—~to enforce correct business 
principles, and to mculcate a high plane of 
commercial integrity; to provide facilities 
for the prompt transaction of business, and 
otherwise promote and protect the welfare 
of all engaged in the live stock trade at 
Cincinnati. 

The Chicago Exchange was founded 
in 1884. As dealing in live stock be- 
came centralized at convenient points, 
other exchanges were created, all pat- 
terned after the older ones that had 
been so successful in bringing order out 
of chaos. 

In 1886 local exchanges joined in 
forming The National Live Stock Ex- 
change to handle matters of common 
interest for the member exchanges. 
Twenty-eight local exchanges are now 
members of the National with head- 
quarters in Chicago. Five small local 
exchanges are not at this time in the 
National! fold. 


REASONS FOR EXCHANGES 


The main reasons for forming ex- 
changes are as follows: 

(1) To obtain for the members ade- 
quate facilities, both physical and 
otherwise, for the orderly, economical, 
and expeditious transaction of the 
live stock business. 
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(2) To secure to the members the 
benefit of united efforts in the further- 
ance of their business. 

(3) To promote and advertise the 
local live stock market. ` 

(4) To gather and publish valuable 
information of all kinds relating to live 
stock and its products. 

(5) To promote uniformity in busi- 
ness usages and customs, and to make 
and enforce rules for the protection of 
ali live stock interests. 

(6) To inculcate principles of justice 
and equity, and to create and maintain 
the very highest standards of commer- 
cial morality. 

(7) To encourage prompt and peace- 
ful settlements of business disputes 
between members, and to provide the 
necessary machinery for this purpose. 

From the very first, the members 
have given their enthusiastic support 
to their exchanges, and every effort has 
been made to achieve all of these ob- 
jJectives. So well have they succeeded 
that all live stock exchanges enjoy the 
full confidence of the public, and it 
seems a reasonable statement to make 
that the American system of live stock 
marketing, which is the envy of live 
stock producers in other lands, would 
not have been possible without exchange 
activities. 

No live stock exchange is organized 
for pecuniary profit, and none of them 
do any buying or selling of live stock 
on their own account. They supervise 
transactions between their members, 
enforce observance of their rules, and 
thus make it easy to do business right, 
and hard to do it wrong. 

Members of live stock exchanges do 
millions of dollars’ worth of business 
daily, with no written contract and 
but little memoranda. They trade on 
honor, and their system of trading is so 
perfect that no commodity in the world 
enjoys better marketing methods than 
those provided by the various live 
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stock exchanges. During 1929, the 
volume of business transacted by mem- 
bers of live stock exchanges—traders 
not included—approximated two billion 
dollars. 

Live stock exchanges are democratic 
institutions. ‘The members elect their 
governing board and their officers, who 
attend to the general business of the 
exchange. With the exception of the 
secretary, these officers serve with- 
out compensation. Dues are collected 
from all members to pay the expenses 
of exchange operations, so that the 
entire burden of supporting the ex- 
change is borne by its members and 
not by the patrons of the market. 


RULES 


Exchange rules are usually few and 
simple, and are observed and enforced 
to an unusual degree. Discipline is by 
trial before the board of directors, and 
penalties are in proportion to the 
offense. Fines are the usual penalty 
for the first offender in minor cases, but 
suspension and expulsion penalties 
are inflicted whenever they seem to be 
warranted by the facts. Accused 
members are given a chance to face 
their accusers, and have an opportunity 
to put ina defense. A simplified legal 
procedure is used, in which technicali- 
ties are subordinated to the facts. 
Convicted members have sometimes 
appealed to the civil courts, but as a 
rule have had little success. 

Rules are made by the members and 
may be changed by the members. As 
conditions change it is sometimes found 
advisable to modify the rules, but this 
is done only after mature deliberation. 
Naturally, as conditions change slowly, 
rules change slowly; but they are kept 
fully abreast of the times, the predomi- 
nant idea being to expedite the move- 
ment of live stock through the market 
from the producer to the purchaser. 
Exchange members realize the foolish- 
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ness of interposing artificial barriers 
to this movement, and do not set them 
up, and have always objected when 
barriers were proposed by any agency. 
Their objection to such interference 
with the free and natural flow of the 
business has been one of their best serv- 
ices to the industry, as time after time 
they have been able to defeat attempts 
of this nature that would have pro- 
duced very unsatisfactory results. 

The subject matter covered by the 
rules other than those regulating the 
manner of conducting the business 
of the corporation, relate to the con- 
duct of members, the terms of sale, 
the transfer of title, the solicitation of 
business, and the matter of commission 
rates. 

This last rule is more misunderstood 
than any other one. It is necessary to 
prevent overcharges and to secure uni- 
formity in the rates for the same service. 
On this subject allow a quotation from 
the Circuit Court of St. Clair County, 
Ilinois: 

The principle of all exchanges so far as 
my study of the subject in Cy. and other 
authorities extends, is uniformity, so that a 
person who deals upon the exchange may 
know in advance that the element of dis- 
crimination is eliminated from all deals. 
The subject of discrimination of rates is so 
obnoxious to public policy that it is the 
grounds for a large body of legal regula- 
tions in interstate and intrastate commerce, 
and is certainly not to be frowned upon or 
regarded as obnoxious to the epithet of 
monopoly. It is a failure of common car- 
riers, warehousemen and other public 
utilities to infallibly agree not to discrimi- 
nate that called for legislation against dis- 
crimination; it certainly, therefore, is not 
contrary to public policy for the members 
of the exchange not to deal with those who 
indulge in discrimination. It was to the 
interest of the shipper and owner of live 
stock to pass such a regulation and make it 
an article of commercial faith. Of course, 
if the regulation itself is legitimate as a 
regulation of trade morality, it would not 
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be bad, because the members of the exchange 
are subject to a substantial penalty for an 
infraction of that rule. . 
Exchanges have been remarkably 
successful in achieving their objec- 
tives. They have totally eliminated 
trickiness among their members in 
dealing in live stock on the markets. 
Trade usages and practices have been 
standardized so that the patrons of the 
market know just what is going on. 
They assure the patron of the market 
of a fair and square deal on every por- 
tion of his consignment, from a crippled 
calf to a train of fat steers, and also 
secure for him all the benefits of active, 


aggressive competition. 
SERVICES RENDERED 


The service performed by an ex- 
change member is of two kinds—selling, 
and buying. He has possession of the 
stock he is selling, transfers the title, 
and collects the sale price. He -buys 
usually on an order from a nonresident 
patron. He takes possession of the 
stock he buys, and ships or delivers it 
to the patron. He pays cash for it and 
is in turn reimbursed by the one who 
gets the goods. 

Every exchange member is an expert 
in his line. In addition to being a 
judge of live stock and live stock 
market movements, he is a genuine 
salesman, who knows how to extract 
the last penny from a reluctant buyer. 
No two lots of live stock are exactly 
alike; the market is active, and fluc- 
tuates momentarily. The salesman 
must study the various buyers, know 
their requirements, and be constantly 
on the lookout for the best buyer for the 
particular lot of live stock he is selling. 

Most consignments of live stock 
come to the market in a more or less 
mixed condition. That is, there are 
different kinds, grades, weights, and so 
forth, in each lot. The salesman sorts 
out each grade, kind, or class so as to 
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present it in an attractive light to pos- 
sible purchasers and thus secure the 
highest possible price for each portion 
of the original consignment, for the 
owner. 

The exchange member who js a buyer 
uses the same skill, knowledge, and dili- 
gence to protect his patron and to 
secure for him the live stock he wishes, 
at the lowest possible price and in the 
best possible condition. 

The salesman or the buyer has no 
financial interest in the live stock he is 


‘buying or selling, and is thus free to 
‘devote all his energies to serving his 


customer’s interests. A very large 
proportion of the live stock bought or 
sold is for nonresidents who do not 
accompany their shipments to the 
market, the producers sending their 
live stock to the exchange members and 
intrusting to them all the details of its 
disposition. Purchasers send in their 
orders, which are filled to the best of 
the members’ ability. This practice 
of trusting the exchange members so 
completely is a fine tribute to the 
standing of the exchange. 

The reward a member receives for 
satisfactory service is a continuation of 
the patronage; the punishment for un- 
satisfactory service is the loss of the 
business. The member who fails to do 
his work to the satisfaction of his client, 
is soon forced out of business. Com- 
petition among exchange members for 
business is very keen, thus insuring the 
highest class of service to the patrons 
of the market. 


Future TRADING IN Live Stock 


There has always been some contract- 
ing for live stock for future delivery, 
but not until March 1, 1980 was it 
taken up and organized by any live 
stock exchange. The Chicago Live 
Stock Exchange made the venture into 
the new field in the hope of adding a 
new and valuable facility. 
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Trading is limited to hogs, and the 
plan of operation has been most success- 
ful, as regards the working of the future 
market machinery. The method of 
handling contracts was copied after the 
experience of the successful markets 
in other commodities. The grades and 
inspection rules were devised by the 
Chicago Exchange itself. The in- 
spection system worked remarkably 
well, demonstrating that hogs can 
be graded, inspected, and delivered, to 
the satisfaction of both buyer and 
seller. 

Eleven months’ experience has 
shown that an active market for hog fu- 
tures would be a veritable blessing to 
both the producer and the processor. 
It would enable both to reduce the risk 
of market fluctuations, and hedge their 
operations. This is one of the most 
important functions of the future 
market, and when thoroughly under- 
stood by the live stock trade, will un- 
doubtedly create a large volume of 
business from both the producer and 
the processor of hogs. The hazard of 
price fluctuation is one of the greatest 
sources of loss to the owners of hogs 
or hog products, and heretofore there 
has been no opportunity afforded to 
insure against this risk. 

Another important feature of the fu- 
ture market is the preview it gives 
of the expected conditions of the 
market several months in advance. 
It represents the consensus of opinion 
of the best posted men in the trade, 
backed by their money, of what the 
future has in store for the industry. 
This enables both the producer and the 
processor to plan their operations with 
greater certainty and with less anxiety. 

During the short period this market 
has been in operation it has rendered 
very valuable service to the general 
trade in this particular, and had its 
facilities been used more freely, sub- 
stantial losses would have been saved. 
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The September and December hogs 
especially afforded excellent opportu- 
nities for advance commitments of a 
very profitable nature.! 

Interest in this new market is wide- 
spread, and while it will take time to 
develop, it promises to be a valuable 


additional facility. 


EXCHANGES AND GOVERNMENT 


On the passage of the Packers and 
Stockyards Act in 1921, the Federal 
Government assumed a measure of 
control over the live stock commission 
business. Commission men are domi- 
nated ‘Market Agencies” in this act. 
In addition to the definite provision of 
the law, the Secretary of Agriculture 
is given power to issue rules and regula- 
tions to carry out further the intent of 
the law. 

The Secretary has issued these rules 
and regulations; they relate in greater 
part to the details of the transaction 
of the business, and were evidently 
inspired by the rules of the various live 
stock exchanges. ‘They give legal com- 
pulsion to things that had been stand- 
ard practices of commission men for 
years. 

Exchanges, as such, register under 
this act, because of the idea that they 
perform certain indispensable services 
in connection with the marketing of 
live stock. No specific regulation re- 
lates to exchanges or their methods of 
conducting their business. Notwith- 
standing those regulations, the re- 
sponsibility remains with the exchanges 
to enforce the standard of conduct that 
has always been prevalent in the 
market, among the members. 

The Government does not demand 
that all persons engaged in business as 
buyers and ‘sellers become exchange 


t Any reader of this article who desires further 
information about this feature of the live stock 
market will receive it by writing to The Chicago 
Live Stock Exchange. 
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members and obey the rules, and as the 
Government has not promulgated rules 
of conduct, there is a natural laxity 
among nonmembers in observing the 
high standards of exchange procedure. 

So far, the Secretary of Agriculture 
has not attempted to regulate the 
actions of exchanges, and the friendliest 
feeling exists between the exchanges 
and the Department of Agriculture. 
The individuals composing the ex- 
changes, however, still feel that the 
passage of the Packers and Stockyards 
Act was another unwarranted invasion 
of private rights, which in the long run 
will be damaging to the producers and 
the consumers of live stock and its 
products. At least there is no visible 
evidence of improvement in methods 
or morale of the whole live stock 
industry. 

One fair criticism of Government 
supervision has been its failure to exact 
penalties from wrongdoers in propor- 
tion to the offense committed. Mem- 
bers expelled by exchanges for dis- 
honesty have rarely been reinstated; 
but the Government has in some cases 
allowed them to return to the market 
and operate as nonmembers. 


New DEVELOPMENTS IN MARKETING 


The newest development im the mar- 
keting of live stock 1s the entry of 
the Federal Government into the com- 
mission business at seventeen termi- 
nal markets and numerous country 
points. 

The Federal Farm Board organized, 
financed, and controlled the creation 
of the National Live Stock Marketing 
Association. This is supposed to be a 
producer organization, owned and con- 
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trolled cotperatively, but that seems 
to be only a legal fiction. This Na- 
tional Live Stock Marketing Associa- 
tion took over twelve houses of the 
Producers Live Stock Commission 
Association and added five new houses 
to the chain. They are operated by 
about the same personnel as before and 
are doing business in about the same 
way, their general methods of operating 
on the terminal markets being copied 
closely after the practices of the ex- 
change members, excepting that in 
some cases they have adopted and use 
detrimental practices that no live stock 
exchange would permit its members to 
follow. 

One thing is certain, namely, that 
these cotperative organizations have 
not, either before or since Government 
operation, brought one new or good 
practice into the live stock marketing. 
They were organized to give better 
service, to reduce marketing cost, and 
to stabilize the market. After eight 
years of operation they have failed to 
achieve any of these objectives, and 
are today just another chain of com- 
mission houses, interested only in the 
collection of commissions that are all 
consumed by the officers and the em- 
ployees. Their patrons do no receive 
better service, they do not enjoy lower 
marketing cost, and their effects on the 
market have been demoralizing rather 
than stabilizing. 

There is no substitute for a live 
stock exchange. No other organiza- 
tion can do its work so well. If ex- 
changes were forced to disband, the 
live stock trade would undoubtedly 
return to the chaos that existed before 
they came into the market. 


Cottonseed Oil Exchanges 


By James E. Borza, Pa.D. 


Professor of Rural Economy, New York State College of Agriculture, Cornell University, Ithaca, 
New York 


HERE have been organized in the 

United States three exchanges for 
future trading in cottonseed oil: one 
in New York, as part of the New York 
Produce Exchange; one in New Or- 
leans, as part of the New Orleans Cot- 
ton Exchange; and one in Chicago, as 
part of the Chicago Board of Trade. 
The one in Chicago has ceased to 
function; the one in New Orleans is an 
extremely narrow market; the one in 
New York is a wide market in success- 
ful operation. The Chicago market 
was a short-lived experiment. The 
New Orleans market has been in opera- 
tion since 1925; the New York market 
since 1904. 


COTTONSEED On. 


For each pound of cotton lint grown, 
there are approximately two pounds of 
seed. The cottonseed, once despised 
and rejected, is now an important arti- 
cle of commerce. Ordinary cottonseed 
contains about nineteen per cent oul. 
According to the usual formula—that 
used on the Memphis Merchants 
Exchange—one ton of cottonseed when 
taken to the mill for crushing yields 
the following: 825 pounds of meal; 
830 pounds of oil; 595 pounds of hulls; 
150 pounds of linters; 100 pounds, 
visible and invisible, waste; total, 2000 
pounds. The crude oil mills constitute 
the market for cottonseed. They buy 
this seed for crushing. These mills 
are located in the South, in or near the 
great cotton concentration points, 

The crude oil mills have four markets 
for their products: 

(1) Crude cottonseed oil is sold to 
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refiners. The largest single use of 
cotton oil is for the manufacture of 
compound lard. This accounts for 
about seventy per cent. The other 
thirty per cent goes into various other 
edible forms, such as salad oils, and 
into soaps, the soaps taking the poorest 
of the oils. At first, soap was the main 
outlet. Then came better refining, 
and with it, cooking oils and lard 
substitutes. With still better refining, 
came compound lard and other forms 
of shortening. With the new process 
of hydrogenating of edible fats, came 
an increase in the use of cotton oil. 
Now, cooking compounds in the United 
States are almost entirely of cotton 
oil. The refiners of crude oil are lo- 
cated from coast to coast, and from 
Chicago to the Gulf. 

(2) The crushers sell cottonseed 
meal to fertilizer manufacturers and to 
mixed feed manufacturers, cottonseed 
cake to exporters, and cracked cake or 
meal to livestock feeders. 

(3) Cottonseed hulls are sold to 
fiber plants and also for feeding ‘pur- 


poses. 

(4) Cotton linters are sold to mat- 
tress manufacturers, to rayon manu- 
facturers, and to powder companies. 

One trade association, known as the 
National Cottonseed Products Asso- 
ciation, combines in its membership 
these various interests—crude crushing 
mills, refiners, and allied trade in- 
terests. 

Having taken this short survey of 
the cottonseed oil business, we are now 
ready to discuss the two exchanges 
where this oil is bought and sold. 
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New York PRODUCE EXCHANGE 


The New York Produce Exchange is 
an old institution, dating back to 1861. 
In this year it was organized as the 
New York Commercial Exchange. In 
1867 its name was changed to the 
present one, New York Produce Ex- 
change. It was incorporated in 1862, 
and its charter has been amended at 
various times since then to meet new 
conditions. A cottonseed oil futures 
market was formed there in April, 1904 
and has been in continuous operation 
ever since, with the exception of suspen- 
sion during the war period, that is, 
most of 1918 and the early part of 1919. 

One half of the cotton crop is picked 
and ginned within three months. The 
crude oil mills put on the market their 
output within a period of five or six 
months. The refiners, the buyers of 
this crude oil, needed a futures market 
which would serve the two major pur- 
poses, namely, the price barometer 
function and the hedging function. 
The exporters and the large domestic 
consumers also needed these two serv- 
ices. This New York market, there- 
fore, developed a large trade which 
represented refiners and others with 
very heavy business investments in the 
industry. When the Exchange and the 
industry were investigated by the 
Federal Trade Commission in 1927-— 
1928, relative to unfair price control, 
the Commission found that the large 
industries were using the New York 
Exchange. 


Tt does not appear [said the Commission] 
from a comparison of the average prices 
actually paid by the mills with the public 
quotations on oil and other cottonseed 
products, that a wide margin of profit was 
realized in either 1925 or 1926.1 


In the Hearings on Cottonseed Oil 
Futures before the Senate Committee 


170th Cong., 1st Sess., House Doc, 198. 
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on Agriculture and Forestry, with 
particular reference to Senate bills 
4208? and 1414, the fact was clearly 
established that the large manufac- 
turers of refined products of cotton oil 
not only made use of the New York 
Exchange but regarded it as an im- 
portant and useful part of the market- 
ing system. | 


STRUCTURE AND FuENCTIONS 


The New York Produce Exchange, 
as is generally known, is an incorpo- 
rated institution, furnishing a building 
and physical equipment for the accom- 
modation of its members; also neces- 
sary rules for the securing of equity and 
uniformity in the usages of the traders. 
Various commodities are traded in on 
the floor of this exchange, such as pro- 
visions, grain, flour, vegetable fats and 
oils, lard, and other animal fats and 
oils. The cottonseed oil market is a 
futures market, not a spot market, in 
the usual sense of the term. ‘Trading 
is done on contract, for delivery during 
the current month and the seven suc- 
ceeding months. In this way the in- 
dustry always has a price barometer at 
least seven months ahead. As is usual 
with exchanges, the administrative 
work is done by committees, the follow- 
ing two being most important: com- 
mittee on cottonseed products; quo- 
tations and supervising committee on 
cottonseed oil. 


Tan New YORK Contract 
The contract now in use on the New 


York market- was introduced May 8, 


1980. It took the place of the old con- 
tract in use from 1904 to 1930. It was 
only after considerable controversy 
and threatened legislation by Congress 
that the new contract was finally 
adopted. It was brought about by the 
award of arbitrators appointed by the 
69th Cong., Ist Sess., May 18, 26, 27, 1926. 
470th Cong., lst Sess., April 11, 1928. 
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Secretary of Commerce, the final award 
being rendered February 17, 1930. 

The new contract is a complete 
change from the old in two major re- 
spects—quality of oil, and the pack- 
age. Under the old system the con- 
tract grade of oil was one grade, 
namely, prime summer yellow. This 
is not the top grade. In fact, for mak- 
ing compound lard, a bleachable prime 
summer yellow oil is preferable. 
Prime summer yellow oil was not 
guaranteed to bleach to as light a color 
as bleachable prime summer yellow, 
although much of it would do so, the 
amount depending on the quality of 
crude oil produced during the season, 
which in turn was largely determined 
by the weather during harvesting 
season. The buyers under the old 
contract could use the unbleachable 
oul for their purposes, but not so readily 
or easily as the bleachable oil. There- 
fore the new contract calls for the 
bleachable oil. This grade is in con- 
stant demand by the industry at large 
and is the top grade of unfinished 
product, and it has a wide market. 

The old package was a wooden 
barrel. The new package is a tank 
car of 60,000 pounds. The old barrel 
served a useful purpose for many years, 
because the export market was then 
the chief outlet, and it asked for barrel 
delivery. The small, scattered, do- 
mestic industries also asked for bar- 
rels. But the barrel went out of date. 
The export market for cotton oil al- 
most disappeared following the passage 
of the Fordney-McCumber Tariff Act 
of 1921. With the increase in size and 
importance of domestic plants came 
a change of feeling toward buying oil in 
bulk, or “loose,” as the trade terms it. 
Under the old barrel system there was 
a heavy loss by leakage; also, the ex- 
penses of handling were great compared 
with those under the loose system. 

So now the New York contract is for 
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60,000 pounds of bleachable prime 
summer yellow cottonseed oil, m a 
bonded warehouse. The oil is guar- 
anteed unconditionally both as to 
quality and quantity while in bonded 
warehouses. The buyer has the right 
to demand tank cars to move the oil, 
and the warehouse must furnish them. 


DELIVERY RaAGULATIONS 


Each tender on a contract must be 
oil located in a warehouse licensed by 
the New York Produce Exchange. At 
the opening of the new contract, ware- 
houses in the following cities were 
licensed by the Exchange: Bayonne, 
New Jersey; Port Ivory, New York; 
Dallas, Texas; Memphis, Tennessee; 
New Orleans, Louisiana; Cincinnati, 
Ohio; Macon, Georgia; and Savannah, 
Georgia. 

The point of delivery is at the seller’s 
option, as is also the time during the 
delivery month. If the buyer, how- 
ever, wants delivery in New York, then 
the tender made to him at outside 
points must be made early enough in 
the month to permit him to receive 
delivery in New York during the con- 
tract month. 

The buyer always has the option of 
having his oil delivered at point of 
tender with freight allowance as pro- 
vided in the rules, or ordering it 
shipped to New York. This arrange- 
ment is believed successful in making 
the New York quotation reflect ac- 
curately trade conditions in the coun- 
try, and also the values of crude oil. 

The carrying charges on oil in bonded 
warehouses, including fire and lightning 
insurance, are fixed at 19 cents per 
hundred pounds for the first month, 
and 7% cents per month thereafter. 
Buyers of oil have the benefit of 
transit rates, which enables them to 
move oil to any point in the United 
States at the lowest possible freight rate. 

The contract price is quoted in cents 
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and hundredths thereof per pound; the 
“point” is, therefore, 1/100 of a cent, 
or 86 on the contract. Commission 
rates for nonmembers are $87.50 per 
contract for the round turn, and for 
members, $22.52 for the round turn. 
Under the old contract the New York 
quotations were in cents per gallon, 
from 1904 to 1909. From 1909 to date 
the quotations have been in cents per 
pound. The gallon consisted of 714 


pounds. 
Wot MARKET 

The New York Exchange is con- 
sidered a wide market. The volume of 
trading is made public, so that actual 
conditions are known to the public. 
Trading increased as follows up to the 
time of the World War. 


Sams, Corronsmep On. Fororm, New YORK 





Trading was suspended during 1918 
and part of 1919. The volume of trading 
since then isshown inthe following table. 
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TARF Act oF 1921 


The prices of cotton and cottonseed 
oil normally move together in the 
United States. This was notably true 
just prior to 1922. In that year cotton 
prices moved sharply upward; cotton 
oil price sharply downward. The ex- 
planation of this decline from over ten 
cents to under seven cents a pound for 
cotton oil, as given by members of the 
New York Produce Exchange, is as 
follows: 

The Tariff Act of 1921 put a high 
duty on soy bean oil and peanut oil. 
This was done ostensibly to help the 
cotton farmer. We were then export- 
ing considerably over 100,000 tons of 
cottonseed oil per year. These ex- 
ports dropped immediately, after 1921, 
to an average of 28,000 tons. The 
tariff on bean oil and peanut oil shut 
these two oils out of the United States 
and drove them into the European 
market, where they in turn drove out 
our cottonseed oil. Thus the tariff did 
not kill competition; it only shifted it 
to other markets. Our former cus- 
tomers in Europe now buy the cheaper 
oils and leave us to get rid of our 
surplus cottonseed oil at home. This 
tariff brought more “relief” to the 
candidate for office than it did to the 
cotton farmers. The following table 
shows the effects of the tariff in stop- 
ping exports of cottonseed oul. 


EXPORTS OF COTTONSHED OIL 
In tons (2000 pounds) 





Average, 1910-1914 .. 146,128 
1919 96,566 ” 
1920.. a...an. 92,377 
1921. 126,296 
1922 .. $7,600 
1923.. 24,774 
OCG is ates 21,671 
1925 .aasaesaca 31,207 
1928... occa ws 20,450 
jb 7 EE 33,991 
1928. .......... 25,851 


COTTONSEED OIL EXCHANGES 


CHurcaGo AND Naw ORLEANS 
EXCHANGES 


We may now consider briefly the 
cottonseed oil futures markets set up 
in Chicago and New Orleans. 

The Chicago experiment was a short 
one. As early as 1917, the president 
of the Chicago Board of Trade re- 
ferred in his annual report to the sub- 
ject of a futures market for cottonseed 
oil on the Board of Trade. At that 
time the trading on the Board was 
confined to grains and provisions (pork, 
lard, and short ribs). During the War, 
future trading in wheat—the principal 
future in Chicago—was suspended. 
After considerable deliberation on the 
subject, the Board of Trade did set 
apart a post in the trading floor for 
futures in cottonseed oil. Trading 
began September 7, 1921, but it died 
of inanition. There was so little in- 
terest shown in this new type of 
trading that it was soon entirely 
abandoned. 

The New Orleans Cotton Exchange 
opened a futures market for cotton- 
seed oil on August 1, 1925. The phys- 
ical equipment is simple: there is a 
ring on the trading floor, convenient for 
members trading in cotton futures; 
there is a blackboard for recording the 
quotations established on call. Three 
calls are made daily except Saturday, 
at 9:45, 11, and 1 o'clock. On Satur- 
day there is one call, at 9:45. This call 
establishes the bid and asked quota- 
tions; if the two coincide, the resulting 
quotation, of course, represents an 
actual transaction. The call covers 
eight months. The unit of trading in 
New Orleans is 80,000 pounds. 


Tae New ORLEANS CONTRACT 
The New Orleans contract provides 
for the delivery of refined cottonseed 
oil in storage warehouses in New Or- 
leans at the base price; and at certain 
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other points at differentials on or off 
this basis, as follows: Dallas, thirty- 
five points off; Houston, thirty-five 
pomts off; and Memphis, five points 
on. 

In case of emergency, the committee 
on cottonseed oil may invoke the spe- 
cial rule permitting delivery in tank 
cars. If the oil to be delivered 1s 
“transit oil,’ 4 the buyer also has the 
option, at any time during ninety days 
from tender day, of having the oil de- 
livered at any of the following points 
with the freight differentials as speci- 
fied: Kansas City, 2844 cents per hun- 
dredweight over New Orleans; St. 
Louis, 284% cents; Omaha, 38 cents; 
Chicago, 874% cents; Cincinnati, 3614 
cents; Chattanooga, $214 cents; Louis- 
ville, 3214 cents; Atlanta, 3214 cents; 
Charlotte, 4314 cents; Jersey City, 
5914 cents; Jacksonville, 8714 cents; 
Savannah, 87165 cents. 

Contracts may be settled through 
the Clearing House of the Cotton Ex- 
change, or by offsets between members, 
or by ringing out and paying only the 
balance due. 

The contract provides for three 
grades of oil: (1) bleachable prime 
summer yellow, the basis; (2) prime 
summer yellow, at a discount; and (8) 
good off summer yellow, at a discount. 
The discounts are fixed in the rules: 
fifteen points off for prime summer 
yellow and forty points off for good 
off summer yellow. The rules also 
provide that commercial differences 
shall be used in case the commit- 
tee on cottonseed oil so decides. In 
that case, the discount shall be accord- 
ing to the quotations of the New 
Orleans Cotton Exchange, on the day 
previous to the day notice of delivery 
is issued. 

Various safeguards are thrown 
around the integrity of the New Or- 


t Billed on a tariff allowing through rates on 
oil stopped in transit. 


172 


leans contract. The seller must serve a 
five-day notice on the buyer when de- 
livery will be made. The rules, like 
those of the New York Exchange, make 
due provision for inspectors and chem- 
ists, so that the quality of the oil shall 
be up to par. The weights are the 
official weights of the Exchange itself. 
Back of this contract is an indemnity 
bond by which the weight, the grade, 
and the quality of the oil are guaran- 
teed at the time of delivery.- Licensed 
storage warehouses or yards are re- 
quired to provide this bond. The New 
Orleans contract differs from the New 
York contract mainly on one point: 
the latter calls for one grade of oil only; 
the former, for three grades. 
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SUPREMACY OF New York MARKET 

By natural evolution, New York has 
come to have a wide market, and New 
Orleans a narrow one. At first there 
was a fair amount of business in New 
Orleans. Now the market is not broad 
enough for hedging, for it is difficult 
to get into or out of. The New York 
Exchange makes public the amount of 
trading done there; New Orleans gives 
out no information on the volume of 
futures in cottonseed oil. Apparently ' 
there is room for only one large cotton- 
seed oil market in the United States. 
Most of the producers of cottonseed 
oil and most of the manufacturers of 
refined products evidently prefer the 
New York market. 


Memphis Merchants Exchange Clearing Association 


By James E. Boys, Pa.D. 


Professor of Rural Economy, New York State College of Agriculture, Cornell University, Ithaca, 
New York 


WO thirds of the farmer’s wagon- 
load of seed cotton must find its way 
to market as cottonseed, not as cotton. 
For every pound of cotton there 
are two pounds of seed. Lint is the 
principal part of the crop commer- 


cially, for it is spun into yarn and woven . 


into cloth. Thirty or forty years ago 
the seed at the gin was a waste product, 


and, therefore, difficult to dispose of. 
Now it has come to have considerable 
value. When cottonseed is selling at 
$30 a ton, the seed from the cotton in 
one bale is worth $15. The cottonseed 
crop of the United States has a com- 
mercial value of over two hundred 
million dollars a year. 


COTTONSEED PRODUCTS 


Ordinary prime cottonseed. contains 
approximately 19 per cent oil, 3.5 per 
cent ammonia, and 1.8 per cent free 
fatty acids. One ton of 19 per cent 
cottonseed, when crushed in a mill, 
produces four major products, as 
follows: 


Product Pounds 
Meal oid een deda, Bae aaa 825 
OU sc chaescenGole de’ 2828 830 
Hulls........ 595 
Linters . 150 
Waste ..... o0499 oe ce aia 100 
Total 2,000 


These four by-products of cottonseed 
have many uses, the following being 
most important: 

Cottonseed oil is used by manufac- 
turers of compound lards, shortening, 
salad oils, and various other food prod- 


ucts. Low-grade oils are used for soap. 
Cottonseed meal is used for the making 
of mixed feeds; also for fertilizer. Cot- 
tonseed hulls are sold to fiber plants, 
are used extensively as substitutes for 
hay, and are also used for filler in stock 
feeds. Cotton linters are used by 
mattress manufacturers and by powder 
and rayon mills. 

The mills engaged in crushing cot- 
tonseed and the industries utilizing the 
meal and the seed represent invest- 
ments of hundreds of millions of dol- 
lars. The size and the nature of the 
business created a need for an exchange 
with future trading in cottonseed and 
cottonseed meal. Such an exchange 
has developed at Memphis, Tennessee. 

Memphis, located on the Mississippi 
River, in the famous cotton delta sec- 
tion, is a great spot cotton market. 
This city is the home of a vast cotton- 
seed crushing business; it is a rail trans- 
portation center of the first magnitude. 
It is, therefore, the logical place for an 
exchange for trading in cottonseed and 
its products. The Memphis Mer- 
chants Exchange was established in 
1881 to represent the mercantile inter- 
ests of the city. The futures market in 
its present form did not develop until 
1928. Rules for trading are formu- 
lated and administered by the Mem- 
phis Merchants Exchange Clearing 
Association. 


CorronsenD Mmar FUTURES 
Future trading in Memphis in cot- 
tonseed meal began on August 1, 1917; 
it was suspended in August 1918 by 
order of the United States Food Ad- 
ministration, on account of the World 
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War. On August 1, 1923, future trad- 
ing in cottonseed meal was resumed by 
the institution technically known as 
the Memphis Merchants Exchange 
Clearing Association. The announced 
aim was to afford mills, dealers, and 
consumers suitable facilities for hedg- 
ing their legitimate needs, to stabilize 
prices, and to furnish a price barometer 
to the whole indistry. 

The unit of trading was fixed at one 
hundred tons, where it still remains. 
Quotations are in multiples of five 
cents per ton. A point is thus five 
cents, and twenty points, therefore, 
make $1 per ton. Job lots of twenty- 
five tons are also traded in. 

The basis or contract grade is prime 
41-per-cent-protein cottonseed meal, 
produced within the United States. 
The place of delivery is the switching 
district of Memphis, and in a railroad 
box car or in a bonded warehouse ap- 
proved by the Exchange Clearing 
Association. 

Certain meal below the basis grade 
may be delivered on a contract, at a 
discount, under two conditions: (1) de- 
ficiency in protein below 41 per cent 
may fall as low as 39.75 per cent, and 
a discount in price will be made pro- 
portionately; (2) meal off quality as 
much as 3 per cent (for reasons other 
than deficiency in protein) may be de- 
livered on contracts at a commercial 
difference in price as fixed by a com- 
mittee of three appointed by the presi- 
dent of the Association. 

Various rules of the Association aim 
to protect the integrity of the Memphis 
contract. Inspection, weighing, and 
sampling are all done by the Exchange. 
The inspection department employs its 
own chemists. A limit is fixed on the 
daily fluctuation im price. Trades 
may not be made during any one busi- 
ness day at prices varying more than 
$2 a ton above or below the closing 
price of the preceding day. 


Tae ANNALS OF THE AMERICAN ACADEMY 


Three public calls a day are made 
to establish official quotations. The 
call is made for the current month 
and for each of the eleven succeeding 
months. 

Deliveries are made either in a 
bonded warehouse by the passage of a 
warehouse receipt (registered and ne- 
gotiable) or in railroad cars by the 
passage of bills of lading or railroad 
receipts. 


COTTONSEED FUTURES 


In January, 1929, trading in cotton- 
seed futures began on the Memphis 
Merchants Exchange, under the rules 
of the Clearing Association. This was 
the first cottonseed futures market in 
the world. It has now been in opera- 
tion two full years and is evidently a 
soundly functioning institution. The 
volume of trading is the best evidence 
of this success. Below are given statis- 
tics showing monthly sales of cotton- 
seed and meal. 


VOLUME or SALES, COTTONSHED AND 
COTTONSEED MBAL, ror FUTORB 
DeveRy, Mearns Marxwr 
(In tons) 


1930 


108,300 
69,100 - 
49,600 
57,000 
27,000 
58,000 
45,000 
53,000 
78,100 
68,100 
38,800 
73,7765 





The rules for trading in cottonseed 
are in general the same as for cotton- 
seed meal; the unit is one hundred 
tons; delivery is either in box car or 
bonded warehouse in Memphis; grades, 
weights, and samples are those of the 


Mersrenis MERCHANTS EXCHANGE CLEARING ASSOCIATION 


Exchange; the basis grade for delivery 
on contract shall be prime cottonseed, 
analyzing 19 per cent oil, 3.5 per cent 
ammonia, and not to exceed 1.8 per 
cent free fatty acids in the oil in the 
seed, and it shall be clean, cool, and 
dry. Within strict limits grades in- 
ferior to the basis grade may be deliv- 
ered at a discount. Seed with over 19 
per cent oil is deliverable at a premium. 
The rules provide for an index number 
or reciprocal to be used in calculating 
discounts or premiums. Two dollars 
per ton rise or fall in price is the maxi- 
mum daily fluctuation. 


Paice BAROMETER anD Hencine 
SERVICES 


An especially good feature of the 
Memphis contract is its allowance of 
premiums on seed containing more 
than 19 per cent of oil. This is a 
recognition of the variation in seed 
values in different parts of the Cotton 
Belt. This public quotation of value 
tends more and more to bring home to 
the farmer himself the premium for 
richer seed. The Memphis contract 
also provides for a corresponding dis- 
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count on seed below 19 per cent in oil. 
In other words, there is now estab- 
lished for the first time a public 
barometer of values for cottonseed and 
for cottonseed meal. 

In the end, such a barometer will 
undoubtedly be a benefit to all parties 
concerned—growers, dealers, crushers, 
and other interests, Here we have a 
frank, open, competitive, and above- 
board method of dealing with commer- 
cial values. This is a service to the 
trade itself. It is an advance over the 
old method of keeping as much in the 
dark as possible. It is the modern 
way to do business. 

The Memphis market is now wide 
enough to perform the two major func- 
tions of a futures market—the price 
barometer service, and the hedging 
service. The hedging service, of 
course, helps the individual in the 
trade to protect his profits, limit his 
losses, and safeguard his credit. When 
all these services are adequately per- 
formed by the organized commodity 
exchange, then the commodities in 
question can be and are handled at a 
lower margin of cost. 


Possibilities of Organized Markets in Various 
Commodities’ 
By C. A. Kurr, Pa.D. 


Professor of Insurance, Wharton School of Finance and Commerce, University of Pennsylvania 
Philadelphia, Pennsylvania 


F commodities in either raw or 
semimanufactured state not at 
present the subject of trading on an 
organized market, four at least deserve 
serious consideration as eligibles. They 
are: petroleum, bituminous coal, wool, 
and lumber. Every one represents a 
basic material; with the exception of 
iron and steel, cement, and quarried 
products, they make up practically the 
full list of fundamental materials. But 
before any commodity may be accepted 
for trading on an exchange, a number of 
important factors must be taken into 
consideration. 


REQUIREMENTS FOR PROFITABLE EX- 
CHANGE TRADING 


At least four conditions need to be 
met before a commodity may be 

1 It has not been possible, within the scope of 
this article, to give every reference for statements 
of fact. Therefore, the omission of references 
except where sources are not obvious. 


bought and sold freely on an exchange. 
The volume of trade must -be great 
enough to justify initiation and opera- 
tion of a comprehensive and complex 
marketing system. From another 
standpoint also it is essential that 
transactions be numerous; otherwise, 
opportunities for speculative profit will 
be too infrequent to attract a consider- 
able body of speculators, which is an 
essential market constituent, and the 
usefulness of the market will be seri- 
ously impaired. 

This short table will show the rela- 
tive importance in volume of trade of 
the eligibles we have selected for ex- 
amination and of other commodities in 
which there are now organized markets. 
Data (except for lumber, 1928) are for 
1929. All four Gf we include wool 
imports), it is apparent, deserve rank 
with cotton, coffee, corn, and wheat in 
financial importance and volume. 


TABLE I—Unrren Stratas 


Wheat (bu.) 
Com (DUi) css ceacasehes 
Coffee (Ibs.)*........ maa 
Petroleum (bbl.) ... .. . 


Coal, bituminous (short tons)... ........ sra 


Wool (lbs.) P... vee eee 


Laber (hd: fesse sschck oh eari neces 


a Imports. 


t #8 @P et Bed se 29 Pee 


enepeee rere it 


se oe OP wo eee wee we ew ee 


Quantity Value 

14,828,000 $1,217,829,000 

806,508,000 840,921,000 

Ks 2,622,189,000 2 ,048,184,000 
1,482,258,000 302,897,000 . 

; 1,0056,598,006 1,240,000,000 

ve 532,352,000 999,175,000 
363,447,000 112,668,570 ° 
P 34, 142,000,990 874,376,620 4 





b Also 277,204,000 Ibs. imports, valued at 885,855,000. 


° At average U.S. farm price: .$1 


d At average mill value: $25.61 per 1,000 bd. fz. 


176 


POSSIBILITIES OF ORGANIZED MARKETS IN VARIOUS COMMODITIES 


Secondly, it is necessary that the 
market be entirely uncontrolled. Where 
producers dominate, a continuous ex- 
change market is out of the question. 
For this reason we have omitted iron 
and steel from our list of possibilities. 
Both here and abroad, attempts at 
exchange trading in iron have been 
tried, unsuccessfully. In Glasgow and 
New York, the root cause for failure 
was the same: hegemony in the indus- 
try by the manufacturers. 

The sine qua non of an exchange 
market, it is axiomatic, is complete 
freedom of competition among all buy- 
ers and all sellers. This freedom is not 
possible where either producing or con- 
suming interests hold the balance of 
power. We have in this country two 
other particularly good illustrations of 
this principle. The Chicago Live Stock 
Exchange, on the word of the Federal 
Trade Commission, 1s seriously defec- 
tive as an indicator of live stock values, 
because practically the entire volume of 
buying originates with three very large 
packers.? In the marketing of copper, 
lead, tin, and spelter, the New York 
Metal Exchange is also an unimportant 
factor, in this case because the pro- 
ducers are so strong as to be able to 
ignore it.? 

An essential part of this requirement 
of an uncontrolled market is that de- 
mand for and supply of the product be 
sufficiently inflexible so that sudden 
shifts, though slight, in either will have 
an immediate repercussion on prices. 
Otherwise, prices will tend to remain at 
a dead and artificial level, simply be- 
cause producers are able to increase 
supplies quickly to meet demand or 
consumers change their requirements to 
keep prices from rising. In short, the 
prices of the commodity must be sensi- 


2 Report of the Federal Trade Commission on 
the Meat Packing Industry, 1919, pt. IZ, p. 89. 

+ Spurr and Wormser, Marketing of Metala and 
Minerals, New York, 1925, pp. 686, 644. 
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tive, must change frequently, and must 
move through a wide enough range to 
encourage professional participation. 

A third requirement is that the com- 
modity must be durable enough for 
storing over considerable periods of 
time. A highly important service of 
exchange trading is that it permits the 
gradual feeding out into the avenues of 
consumption of large stocks of goods 
that might otherwise have to be sacri- 
ficed by the overloaded producers. 
Mere durability does not make possible 
this service, of course, but without 
durability the service is not possible. 
While holders await higher prices be- 
cause of expected smaller stocks in the 
future, the commodity may be stored 
safely in a warehouse or an elevator. 
Moreover, this is not an advantage to 
sellers only; buyers are interested in 
knowing that when they have bought 
No. 2 red winter wheat or low middling 
cotton, their wheat or cotton will con- 
tinue for some time to remain in a 
definitely described condition. 

The most vital prerequisite we have 
left till last, namely, homogeneity. 
There are at least two reasons why the 
different units of the same commodity 
must bear to one another a high degree 
of uniformity or similarity. For prac- 
tical purposes, the commodity must be 
capable of quick and easy test. If the 
testing takes too long or costs too much 
it will either disqualify the commodity 
for organized marketing or at least 
reduce the marketing system to one of 
cash trading only, on the basis of in- 
dividual inspection of each lot. There 
is another reason for this insistence on 
homogeneity——buyers and sellers will 
use the exchange freely, only if individ- 
ual units of the commodity, of the same 
grade or quality, are interchangeable in 
use. Otherwise again the exchange 
will deteriorate to a mere cash market. 
While a cash market is a highly de- 
sirable part of every exchange, an ex- 
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change achieves its chief effectiveness 
only when futures and spots are sold 
side by side. 


I. Woon 


Wool production in the United 
States in the forty years prior to 1922 
shows a consistently declining curve. 
In 1922 production was lower than in 
any other year since 1897, A number 
of causes contributed to this decline. 
Perhaps the foremost was the gradual 
but inévitable retreat of the industry 
from the high-cost lands of the East to 
the less expensive semiarid lands of the 
‘West, including Texas. By itself, this 
falling back in one section might have 
been balanced by gains in newly ac- 
quired territory; but sheep raising had 
to compete at every step with cattle 
raising and other competitive uses of 
land. The result was that our output 
of wool was and still is insufficient for 
United States requirements. 

Since 1922, however, both the num- 
ber of sheep and wool production have 
gone sharply upward, and while directly 
after the war we were importing one- 
half our requirements, in 1929 we 
bought from other countries not more 
than forty-four per cent. In any 
event, whether we continue the present 
rate of expansion of the industry or not, 
the wool from American sheep will be 
an important factor in any discussion of 
wool marketing. The forty-year aver- 
age domestic production has been ap- 
proximately 300,000,000 pounds; 1929 
showed the highest figure for the entire 
period, 363,447,000 pounds. Our pres- 
ent annual requirements are estimated 
at 580,000,000 pounds. 

The market in wool has always been 
a freely competitive one. On the side 
of demand, the degree of competition 
among woolen and worsted manufac- 
turers is hardly approached in any 
other American industry; they must 
moreover compete with foreign buyers 
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for their supplies, as for carpet wools, 
nearly all of which come from abroad. * 
So serious are the related evils of over- 
expansion, overproduction, and price 
cutting—heritages of the war, exagger- 
ated by lessening demand for woolen 
products—that definite steps have 
been taken in the formation of the Wool 
Institute to minimize the more ruthless 
effects of unrestrained competition. 

There is on the side of supply, also, 
nothing remotely resembling control 
by one or a number of associated inter- 
ests, Compared with the scale of sheep 
production in the East, the scale in the 
West is classified as large, but the aver- 
age flock ranges only from eight hun- 
dred to twelve hundred. The very 
nature of the business of raising sheep 
precludes it from domination by a 
“trust.” Like wheat, corn, cotton, 
and live stock, its supplies come from 
hundreds of thousands of relatively 
small producing units, scattered over 
the entire world. 

The following table will suggest the 
fluctuations in the prices of wool as 
compared with wheat and cotton. 
High and low prices are shown from 
1920 to 1928, except for the last two 
years, which are given by months. 

Either in oiled tops or in the grease, 
wool may be stored for indefinite 
periods.‘ There is now a future mar- 
ket for tops in Antwerp, and stand- 
ardized tops have been sold in this 
country for a long time. Raw wool 
also may be carried in storage because 
of the natural protection afforded by 
the wool yolk or natural grease. Deal- 
ers under the present marketing system 
find it practicable to buy raw wool in 
the spring and sell it from storage 
throughout the year. 


4 Tops are continuous twisted strands of long 
wool fibers laid parallel by the process of comb- 
ing. They represent wool ready for spinning. 
The purpose of oiling is to preserve the fibers, in 
lieu of the natural grease protection. 
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TABLE I 


Wheat 
(No. 1 Northern Spring 
Minneapolis, Dollars 


1920 
1921 
1922.. 
1928 . 
1924.. 
1925 . 
1926 
1927. 
1928 
1929-Jan. 2... ...05. 1 21 
Feb.. . ..... 1.28 
Mar cea daca 1 25 
Apr.. 1.20 
May 1.11 
June. .......; 1.15 
July. 1.43 
Åug. neat eavenics 1.36 
mente o adreas 1.35 
Ocb ccrti wa 1 81 
Nov. ......-- 1 28 
Dec. a gated 1.81 
1980-Jan. .... 1 27 
Febo ee ee 1 25 
Mar 1.12 
Apr. l 11 
May........6. 1.07 
June... ..seue- 1 00 
July. 92 
PALE: ENTE 9] 
Sept.. „87 
Oet beans „82 
Nov. .75 
= CB eye Sow: ya 17 


Woot CLASSIFICATION 


The matter of homogeneity goes to 
the very bottom of the discussion of 
exchange dealingin wool. There exists 
in the trade no single standard of trade 
names and classifications, although the 
Federal practical standards have done 
much to correct this situation. The 
traditional principal classification of 
United States wools is based on geog- 
raphy. Domestic wool is that grown 





Wool 
(34 Blood, Combing, 
Ohio and Pennsylvania 
Fleeces, Grease, Boston, 
Dollars per Lb.) 


Cotton 
(Wholesale, Middling 
Upland, N. Y. 
Dollars per Lb ) 


. 15.42 
.11~—.20 
1% 25 
25— 35 
. 23-.34 
20- 25 
.12~ 20 
18~, 21 
18, 21 


20 
20 
21 
. 20 
19 
.18 
.18 
.18 





in the Eastern and Middle Western 
states; territory, in the states of the 
Rocky Mountain Plateau. The origi- 
nal reason for the distinction was that 
the domestic states raised only the finest 
merino sheep; but now fine wools come 
also from Idaho, Wyoming, Nevada, 
and Montana. Territory wool was 
predominantly from crossbred sheep, 
that is, sheep part merino and part 
English, and raised for both food and 
wool. They are inferior to pure blood 
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merinos. But nowadays these terri- 
torial distinctions are blurred, and it is 
quite common to designate the yield 
of particular states, as Texas, Califor- 
nia, and Oregon, by state names. The 
wools from the rest of the world are 
designated by country of origin. 

Within the main classification estab- 
lished by geography it is necessary to 
set up a finer classification based on 
differences in fineness or diameter of 
the wool fiber. Side by side, the wool 
trade uses two separate methods to 
indicate differences in diameter. One, 
the older, is the system of bloods. A 
full blood merino is the standard, and 
other wool is expressed in terms of this 
standard. The newer method is used 
in the official standards for wool and 
wool tops established for the wool 
trade by the United States Department 
of Agriculture. This is the system 
of counts, and indicates the degree of 
fineness of the fiber, not in terms 
of breed but of the number of hanks of 
yarn 560 yards long required to weigh 
one pound. If a wool fiber is suffi- 
ciently fine that it takes 36 hanks to 
make one pound, it is classed as 86 
count; if it takes 60 hanks, 60 count. 
The finer the yarn, the higher the 
count. 

It will be noted that this subclassifi- 
cation takes into account only one of 
the qualities mentioned, namely, diam- 
eter or fineness. The following table 
shows the relation between the two 
standards. As with cotton, the tests 
are visual and based exclusively on 
judgment, and are not applied by ma- 
chine methods as in the case of cereal 
grains. ‘The official practical standards 


are now taught in practically every im- 


portant agricultural college, says the 
United States Department of Agricul- 
ture, and are used in South America 
as well. 


5 Yearbook of Agriculture, 1987, U. S. Govern- 
ment Printing Office, 1928. 
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TABLE II 





The remaining qualities of wool, as 
strength of staple, luster, and the like, 
cannot be reduced to terms of a tabular 
standard. Length of staple, of course, 
could be standardized by table. It 
will be one of the remaining problems, 
assuming that exchange dealing is de- 
cided upon, to determine just how these 
qualities will affect the grading of a 
given lot of wool. As in other markets, 
particularly cotton, wool of exception- 
ally high quality or premium grade will 
of course continue to be sold spot or on 
inspection. It is neither necessary nor 
desirable that an exchange be exclu- 
sively for future trading. To the ex- 
tent that the trade is able to agree on 
standards calculated to accommodate 
the greater part of wool sales, and to 
use them for futures, it will be able to 
achieve many benefits now denied it. 
The fact that particular ots of wool 
must be sold spot is no deterrent to 
establishment of an exchange. A cash 
market should operate side by side with 
one for futures; otherwise, relations 
between the two will be haphazard, 
arbitrary, and unreliable. The entire 
institution of hedging depends on a 
proper relationship in price between 
the two markets. 


POSSIBILITIES or ORGANIZED MARKETS IN VARIOUS COMMODITIES 


PROPOSAL of New York Corron 
EXCHANGE 


The Special Committee on Wool of 
the New York Cotton Exchange has for 
several years been studying the possi- 
bilities of opening a department for 
wool trading on its floor. Although in 
1927 the Exchange decided that wool 
futures trading would be feasible, the 
matter was dropped because of opposi- 
tion in the trade. The question was 
revived in 1980, and definite proposals 
published. 

The subject matter for trading is 
proposed as oiled wool tops, not raw 
wool. ‘The principal difficulty, it has 
always been agreed, in standardizing 
dealings in raw wool is the necessity of 
estimating the percentage of shrink- 
age. Wool values are universally cal- 
culated in terms of scoured wool, al- 
though quoted both “clean content” 
and in the grease. Shrinkage is made 
up of the wool yolk already mentioned, 
dust, vegetable matter, and dried sweat, 
all of which disappears in the scouring 
process. Naturally the percentage of 
shrinkage varies with breed, soil, cli- 
mate, care in raising and storage, and 
otherfactors. For United States wools 
it averages fifty-five per cent, but the 
range from twenty to eighty per cent 
makes the job of calculating the exact 
proportion in a given lot an important 
one.’ 

Dealing in tops, a semimanufac- 
tured product, eliminates at once this 
problem of estimating shrinkage. 
Tops are much more nearly uniform, 
and differentials between grades may be 
made narrower and more accurate. 

‘Koenig, A. B., A Wool Futures Exchange, Its 
Possibility and Advisabtlity, Philadelphia, 1980, 
pp. 49-50. 

™ The U. S. Dept. of Agriculture believes that 
under standard conditions “the same grade from 
the same locality should approach a compara- 
tively accurate figure.” Yearbook of Agriculture, 
1987, p. 716. 


181 


One possible bar to exchange dealing 
in a semimanufactured product as con- 
trasted with a raw material—control 
by producers—would seem to be 
eliminated by the existing condition of 
multiple plant ownership and intense 
competition among those bringing the 
tops to market. 

' Briefly, these are the broad outlines 
of the future contract proposed by the 
New York Cotton Exchange. Its fea- 
tures are purposely made general, since 
“it is not our intention to handle in an 
arbitrary manner the technical adjust- 
ments involved in this undertaking.” ° 
The standard grade selected is oil 
combed domestic 64s, average length 
and average color, because this is cal- 
culated to allow delivery of the highest 
percentage of American and foreign 
tops. Foreign wools if 64s will be de- 
liverable, at differentials established by 
“production and current values.” ° It 
is suggested that the limits of deliver- 
able grades be set by an arbitrary pre- 
mium of eight per cent on the current 
value of domestic 64s at time of delivery, 
and an arbitrary discount of five per 
cent on the same standard. Within 
the limits thus set, actual differences 
allowed on delivery of other than the 
standard 643 would be “by no means 
fixed but flexible and within the spread 
thus provided, the appreciation or de- 
preciation . . . to be established by ex- 
perts taking into consideration grade, 
length, color and all qualities apt to 
influence . . . the value of the top as 
compared with the Standard Top.” 

The standard top has the advantage 
of being approximately the same as 
the Antwerp Standard, which is sold 
on the only other’futures market for 
wool in the world.!"° The total amount 
of wool calculated to be available for 


3 “Proposal to the Wool Trade by the New 
York Cotton Exchange,” New York City, 1980. 

° Ibid. 

10 Thid. 
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delivery on this contract is over 1,000, 
000,000 pounds, or in the neighborhood 
of one third of the world total, or nearly 
twice the annual United States con- 
sumption of all wool." 

The New York Cotton Exchange be- 
lieves that its proposed new department 
would aid grower, dealer or merchant, 
and manufacturer. The grower who 
raises the wool, the merchant who buys 
it here or abroad, and the manufacturer 
of tops or of finished or semifinished 
wool products would gain from contin- 
uous quotations in cash and future 
contracts and from the ability to hedge 
against futures in tops, raw material 
or its equivalent in manufactured prod- 
ucts. If the trade wants it, there are 
no insuperable obstacles to an ex- 
change." 


U. LUMBER 


Although it is estimated that at the 
present rate of net depletion we shall 
have no forests left in this country at 
the end of forty years, this is no reason 
for laying aside undiscussed the possi- 
bilities of an organized market in lum- 
ber. We have excellent precedents for 
maintenance of exchanges in commodi- 
ties which we do not produce at all, but 
in which we have a real interest as im- 
portant or principal consumers. The 
exchanges in coffee and tea, in rubber 
and silk, are illustrations. When and 
if we come to the day when the last 
American tree is felled, we shall still be 
interested, indeed all the more so, in the 
most economical system for buying and 
selling lumber. 

Also, there are reasons to believe that 
the current rate ‘of depletion may be 


u What Is a Futures Market in Wool Tops? 
Special Committee on Wool, New York: New 
York Cotton Exchange, 1980, p. 7. 

lis Since this article was written, ıt has been 
definitely determined to begin trading in wool 
top futures on the New York Cotton Exchange 
on May 18, 1981. 
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checked. Lumber is now forced to 
compete with brick, cement, iron and 
steel, and wall plaster and gypsum. In 
the period 1909-1924 the use of these 
substitutes increased by 194 per cent, 
while wood consumption actually de- 
clined by twenty per cent. This de- 
cline, which took place during a time 
of rapidly increasing population and 
building, 1s bound to become even 
greater now that substitutes for wood 
are growing into even greater favor, 
and population has achieved practically 
a stationary level. And at the same 
tume that less lumber will be used, it 
seems likely that greater efforts will be 
made at effective reforestation. 

A recent evidence of this latter tend- 
ency is the proposal of the National 
Lumber Manufacturers’ Association 
that President Hoover create a Federal 
timber conservation board similar to 
the Oil Conservation Board, for the 
purpose of industrial stabilization and 
the timing of depletion to the rate of 
normal consumption. To this pro- 
posal the President has already given 
his consent. 4 

Here is a brief statement of the essen- 
tial facts of lumber use and growth. 
There are in this country 388 million 
acres of forest lands actually bearing: 
223 million coniferous, the rest hard- 
wood. Including second growth, the 
total stand is 746 billion cubic feet. 
There is an annual growth of an addi- 
tional 6 billion cubic feet but the annual 
depletion through use and fire 1s 25 
billion cubic feet, so annually we have 
a net depletion of 19 billion.“ Hence 
we have the estimate of forty years’ 
supply. But it is known on the one 
hand that in almost one half of our 
forest areas, all of which are potential 
sources of future supply, no systematic 
attempt is now made to regrow wood; 
on the other hand, that the use of lum- 


12 We lose by fire each year at least half of the 
annual growth. 
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ber will probably grow less and not 
greater. A significant indication of 
the current situation is that the United 
States Department of Commerce re- 
ports that between 1923 and 1928 the 
price of softwood per thousand feet 
dropped from $88.86 to 828.70, and of 
hardwood from $46.72 to $39.90. The 
industry itself is worrying about over- 
production. 


LUMBER MARKET UNCONTROLLED 


There appears to be no danger of 
market control from the side of the pro- 
ducer. One of the reasons cited for the 
imperative necessity of some sort of 
-“cotrdination in the industry is that 
there are 15,000 mills, 3,000 wholesal- 
ers, and 25,000 retailers engaged in the 
marketing of lumber, resulting in a 
state of highly “uneconomic competi- 
tion.” 13 The principal danger of mar- 
ket control, if any, would come from 
the mill owners; it is an oft-quoted fact 
that eleven per cent of privately owned 
trees belong to three companies. It is 
also true that while the national forests 
approximate about one third of the 
United States total, private ownership 
controls the best and most accessible 
portion. But one important factor 
makes this concentration less serious 
than at first appears: carrying costs are 
so onerous that many large corpora- 
tions are periodically forced to split 
their holdings or cut lumber to secure 
current revenue. 

One would suppose that the pressure 
of carrying charges would operate at 
least as heavily on the small owner; but 
we have it on the evidence of at least 
one inductive study that in the State 
of Washington, characterized by large 
individual holdings, the annual cut of 
timber averages three times that of the 
State of Oregon, where the timber is 
considered to be of better quality but 


3 The Index, New York Trust Company, May, 
1930, 
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owned in thousands of small holdings. 
A general influence that is held to bring 
lumber into the market whether in large 
or small holdings, is that nearly one 
half of the stand in the West has been 
purchased with borrowed money. 

One interesting indication of the ab- 
sence of control in the industry is that 
while the largest producing interest in 
the country, Weyerhaeuser, is enthu- 
siastically in favor of grade-marking 
lumber, the movement has made little 
headway and is even gravely ques- 
tioned. On the demand side of the 
market, there is even less evidence of 
concentration. i 

Imports are not an important factor 
in the analysis of supply, our imports of 
lumber and logs aggregating not more 
than five per cent of total United 
States output, in quantity. On the 
other hand, less than ten per cent is 
exported, so that foreign trade is not a 
factor of importance on either side of 
the market. 

This tabulation, for the same years 
as for commodities already presented, 
will show the possibilities of lumber 
market price changes for the speculator. 
Prices for petroleum and bituminous 
coal are included for comparative 
purposes. 

The durability of lumber is not 
questioned, and it is a common fact 
that it may be stored without loss for 
long periods of time even under far 
from ideal conditions. The principal 
causes of lumber decay are presence of 
sap, exposure to conditions alternately 
wet and dry, and lack of sufficient venti- 
lation. All of these may be controlled 
even without providing expensive fa- 
cilities for storage. Of course no com- 
modity may be stored forever without 
change in physica] structure, nor js such 
a degree of perfection necessary. 

u American Economic Review, Sept., 1917, pp. 


595-594. 
18 Ibid., p. 597. 
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TABLE IV 
Lumber Petroleum Bituminous Coal 
(Yellow Pine (Crude, Price at Wells | (Ave. Mine Price, Spot 
Flooring, Dollars Kansas—Oklahoma, | Coal, 14 Fields, Dollars 
per 1,000 Ft.) Dollars per Bbl.) per Short Ton) 
TORO s ceteeteweesaetl.  waenceesimeey 2.57-9.51 
jk! 2 re epee re eee 30.71-47.41 2,382.77 
VOSS A Seete Sates 40. 96-49. 86 2.126.138 
TOZI oana eooni 42.21-53.53 2.18-4.38 
Ey ee gee eee eee eee 38. 51-44. 54 1.98-2. 25 
TILO oe va deeds 44.14-49.88 1. 98-2. 26 
1926........ eae s 4} i 1.90-2.79 
i Y ea E ee 85. me | 1.88-2.380 
| 7 << Sea eee ee 85. 1 1.70-1.82 
19@9-Jan......../.. l. 1.85 
Feb... 1. 1.87 
Mare. ceea 1. 1.79 
Apr.... 1. 1.69 
May 7. 1.68 
June 1, 1.67 
WY ie eins. 1. 1.67 
Aug... 1. 1.77 
Sept... 1. 1.88 
— Och... wees 1. 1.90 
Nov......--00. 1. 1.87 
Dew eresas l. 1.88 
1930-Jan........... 1. 1.86 
Feb.. 1. 1.79 
MAT eoori iti l: 1.74 
ADhe ce eccees l. 1.71 
Müy sitesin 1. 1.67 
JUNG... 22.006. l. 1.67 
July... aaa. 1. 1.71 
T Ago nee 1. 1.68 
Sept. sonaa aa 0 nea 1. 1.76 
OCtiisteeceseh satan 1. 1.80 
NOW Seiakecs || ween’ 1.78 
Dec.. seess OOO herees 1.77 


a Discontinued in August; no longer given. 


Wheat and cotton certificates of grade, 
for example, are good for a limited 
time only; after this, lots represented 
by a certificate must be regraded. 


GRADING OF LUMBER 


At the instance of the National Lum- 
ber Manufacturers’ Association, the 
Federal Government has taken steps to 
secure nation-wide standards for grad- 
ing. Here also the trade has made at- 
tempts at industry standards, but un- 





fortunately there have been as many 
standards as there are trade associa- 
tions. ‘Thus there is a set of standards 
for the Southern Pine Association, one 
for the Michigan Hardwood Manu- 
facturers’ Association, one for the West 
Coast Lumbermen’s Association, and 
soon. While many of these are closely 
related, there is as yet no'single stand- 
ard, and there are still considerable 
numbers in the trade who believe a 
single standard impossible. 


POSSIBILITIES OF ORGANIZED MARKETS IN VARIOUS COMMODITIES 


Most of the standardization work of ° 


the Department of Commerce has been 
in sof{twoods, which, for purposes other 
than fuel, account for eighty per cent 
of the annual cut. The most impor- 
tant result has been promulgation for 
voluntary use of the trade of a standard 
of softwood lumber quality (American 
Lumber Standards), based on use and 
determined by appearance. Other 
softwood standards are based on no- 
menclature, dryness, and permissible 
stresses and strains. For domestic 
hardwoods a standard nomenclature is 
suggested, also a list of basic grades. 
In the Government standards, all 
lumber is divided first into three classes: 
yard lumber, structural lumber, and 
shop or factory lumber. The distinc- 
tion is basically by use: yard lumber is 
less than five inches in thickness and is 
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intended for genera] building purposes; 
structural lumber is five inches and 
over; shop lumber is intended to be cut 
up for further use. The following tabu- 
lation shows the Government stand- 
ards for determining the qualty of 
softwood yard lumber by inspection. 
Classification, it will be noted, is not 
by species but by use, and is applied to 
all softwoods. For purposes of com- 
parison, the corresponding grade stand- 
ards of two trade associations are given, 
it being understood that the degree of 
correspondence between Federal and 
association standards is often approxi- 
mate and not exact. A table oi allow- 
able defects and blemishes within each 
grade is included in these stand- 
ards,}4 

i Lumber, Simplified Practice Recommendation 
R 16-29, U. 5. Dept. of Commerce, 1929, p. 4. 


TABLE V 


Fedetal 


SELECT GRADES (suitable for finishing purposes) 
Sutiable for natural finishes 


Grade A (practically free from all defects). .... 
Grade B (allows a few small defects or blemishes)| No. 2 clear 


Suitable for paint finishes 


West Coast 
Lumbermen’s Southern Pine 
j ciation Associa Aon 


Selected flat grain | A finishing 
B finishing 


Grade C (allows a limited number of small de- 
fects that can be covered by paint)......... 

Grade D (allows for any number of defects o 
blemishes, especially when painted)....... 


Common Grapgs (suitable for general utility and 


construction purposes) 
Suitable for use without waste (suitable for purposes 
where surface covering or strength is required) 
No. 1 common (sound and tight-knotted stock. 
Size of defects limited. Water-tight lumber) 
No. 2 common {allows large and coarse defects. 
Grain-tight lumber). 
Permitting some waste in use 
No. 3 common (allows larger and coarser defects 
than No. 2 and occasional knot holes)........ 
No. 4 common (containing coarsest defects such 
as decay and holes)..............0000e0e- 
No. & common ‘ci hold neces under ordi- 


et.a cs eer ese arene een ee ee 


No. 3 clear 


Select common 





Select common finishing 


No. 1 common 


No. 1 common No. 1 common 
No: 2 common No. 2 common 
No. 8 common No. 8 common 
Culls No. 4 common 
.| Culls No. 4 common 
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That the task of securing the coöp- 
eration of the lumber trade even in so 
complex a matter as standard grades is 
not hopeless, may be gathered from the 
fact that this industry was one of the 
first to agree to codperate with the 
Federal Bureau of Simplified Practice 
in reducing the number of manufac- 
tured sizes. It is estimated by the 
Bureau that at present the number of 
lumber-yard sizes is only forty per cent 
of the former total, and that the degree 
of adherence of the industry to simpli- 
fied practice in this respect is- eighty 
per cent. This program of reducing 
size varieties is still in progress and 
constitutes an additional reason why 
exchange trading in lumber should not 
be impossible. 


SUGGESTED EXCHANGE OPPRATIONS 


Once the lumber trade agrees that 
both sizes and grades of lumber may be 
standardized, there is no technical 
_ reason why organized trading may not 
begin. The cash market makes no 
trouble at all. About futures, one may 
not be so certain. The grading of 
lumber at present is based on visual 
inspection of each piece, but the Bureau 
of Standards calculates that five per 
cent may be taken as the “reasonable” 
variation between two graders on the 
same lumber. Whether this is too 
large a divergence for practical trading 
purposes would have to be left to actual 
exchange operations. If futures are 
used there may perhaps have to be a 
separate contract for hard and soft 
woods, as in the sugar market there 
were separate contracts for raw and 
refined sugar during the period when 
the market dealt in both varieties. 
The basic grade for the softwood future 
no doubt would be the most popular 
grade of Southern yellow pine, as this 
variety makes up nearly one half the 
total annual cut of softwoods. 

A convenient unit of trading would 
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be 10,000 or 5,000 board feet of one 
inch thickness; that is, lumber of yard 
classification twelve inches wide and 
deliverable in standard lengths of 
twelve feet, sixteen feet, or possibly 
still other lengths suitable for construc- 
tion purposes. Other sizes and uses 
could be delivered at established differ- 
ences. Probably a clause would have 
to be inserted in the future contract 
restricting the right of the seller to 
have perfectly free choice of lengths. 
It is not the purpose here to enter into 
the minutie of exchange administra- 
tion, nor is this necessary. Actual ex- 
perience must determine these details, 
although in fact a great deal has al- 
ready been accomplished in formula- 
tion of the Federal standards. ‘To cite 
one more specific example: Mixed 
grades other than the two highest recog- 
nized grades are not American Stand- 
ard. The best procedure would be to 
begin trading at first on a limited scale, 
then extend the scope of trading with 
the accumulation of actual experience. 


IU. Brros~awovs Coan 


The discussion of the adaptability 
of coal for organized trading will be 
restricted to the bituminous variety. 
As will appear, much of what is said of 
bituminous is true also of anthracite, 
but its relative unimportance, the com- 
pactness of the physical area in which 
it is produced, and the degree of control 
by a small number of producing inter- 
ests make anthracite coal highly un- 
suited for exchange operations. 

In 1900 there were produced in this 
country 189,000,000 gross tons of bi- 
tuminous coal, not including 18,000,000 
tons produced as coke. In 1918, the 
high spot from 1900 to the present 
time, gross tonnage went to 517,000,000 
plus an additional 50,000,000 tons of 
coke. Since 1918 the record figure has 
never been reached, although 1926, so 
far as physical output is concerned, was 
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a very good year. For a number of 
reasons the trend now seems definitely 
to have reversed itself. Basic, per- 
haps, is the fact that no industry is able 
to step up its production to meet a 
special condition such as a great war and 
keep on producing at abnormal] levels 
when abnormal demand has ceased. 

Between 1915 and 1928 it is esti- 
mated by the Bureau of Mines that 
275,000,000 tons of new capacity were 
added to the bituminous industry. 
This is the root cause of the present 
troubles in the soft coal business, but 
combined with it there have been seri- 
ous declines in demand. ‘The railroads 
use one quarter of the total, and loco- 
motive consumption per ton mile of 
freight has declined over twenty per 
cent since 1920. Another important 
source of demand for soft coal is indus- 
trial power; not only is the use of coal 
for this purpose absolutely decreasing, 
but the coal actually demanded is being 
converted with greater and greater 
efficiency. At the same time no new 
uses of soft coal have developed. 

All this, while important, does not 
imply that the day of the soft-coal in- 
dustry is past. Undoubtedly the in- 
dustrial power of the future will con- 
tinue to originate in coal via electricity, 
since the limitations to the use of hv- 
droelectric power are increasingly be- 
coming apparent. Adjustments will 
have to be made to suit capacity more 
nearly to demand. We have still in 
this country alone over thirty-five hun- 
dred billion tons of coal other than 
anthracite, and it is inconceivable that 
these vast resources will be wasted. 

That the industry is uncontrolled on 
the producing side is evident. If the 
existing capacity were operated every 
working day of the year, tonnage 
would equal two and a half times our 
consumption.’ The two largest soft- 

1 Exports are negligible: 15,562,000 compared 
to 582,852,000 production in 1929, 
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coal companies have an annual tonnage 
each of only 13,000,000 tons. An in- 
teresting indication of the importance 
of competition in this industry is the 
recent agreement between five small 
companies to form a central marketing 
agency; this agreement was reached 
only after merger plans failed, and 
total output of the five comes to only 
7,500,000 tons. Nor is there danger of 
control by the buyer. While prices 
perhaps do not fluctuate as much as 
for cotton and cereal grains, because of 
more or less continuous production 
throughout the year which is not char- 
acteristic of crop supply, inspection of 
the price figures presented in Table IV 
will indicate the practicability of main- 
taining speculative interest in this 
product. 

‘The principal factors in the whole- 
sale marketing of soft coal under the 
current system are: the producers’ 
organizations, the sales agent for the 
producer, the independent wholesaler, 
and the purchasing agent for the large 
corporations. Every one of these 
would gain by operation of an exchange, 
especially the wholesaler, who is the 
keystone of the structure because of 
his financing of the retailer. 


COAL STORAGE 


That coal is stored for considerable 
periods of time under the present mar- 
keting system is an obvious fact. For 
the present purpose, however, it is 
necessary to insure not only that coal 
may be stored, but stored with a mini- 
mum of depreciation. ‘There are three 
ways in which stored coal may depre- 
ciate: in heat values, as measured by 
British thermal units; in disintegration, 
called slacking; and in losses due to 
spontaneous combustion. The last is 
the only one of the three that is serious, 
and even this may be absolutely con- 
trolled by extra care in storing with the 
higher-slacking (lower carbon content) 
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coals and by control of temperature. 
Both slacking and oxidation may be 
controlled if coal is cleaned and covered 
from the weather, and the temperature 
not permitted to rise above 140 degrees 
Fahrenheit.'2 Disintegration, or slack- 
ing, is naturally greater in those coals 
with relatively less carbon and greater 
volatile matter and moisture, and ex- 
ists, in fact, in definite proportion to 
water content. A recent Bureau of 
Mines bulletin, for example, gives the 
following percentages of slacking under- 
size resulting from careful tests: Texas 
lignite. 97; Wyoming sub-bituminous, 
84; lowa low bituminous, 24; high bi- 
tuminous, 3-10.19 The loss in British 
thermal units from storage is very 
slight; for example, even semibitumi- 
nous loses in heat value per pound only 
one per cent in one year, two per cent 
in two years, and not over three per 
cent in five years.?° 

One other objection that has been 
made to coal storage is not physical 
but financial. Why this should be a 
valid objection is not clear. In any 
system of marketing and financing, 
some one pays the costs of carrying 
inventories from one month to another, 
and so far as the exchange system itself 
is concerned, there is nothing inherent 
in it to raise storage costs over those of 
any well-managed mine or buyer. It 
is not proposed to add storage costs, 
because storage must be paid in any 
event, exchange or no exchange. 
There are no accurate data at hand on 
the cost of storing; estimates range 
from 50 cents to $1.50 a ton for an 
average season of six to eight months, 
with most estimates nearer the lower 
limit of cost. The most important 
element is cost in handling, especially 
for short storage, universally estimated 


18 Power, Aug. 28, 1928, p. 344. 

19 The Classification of North American Coals, 
Circular 6094, Jan., 1929. 

20 Power, Aug. 28, 1928, p. 344. 
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at 10 cents a ton. In a very careful 
inductive study of soft-coal prices 
from 1906 to 1923, the conclusion of a 
trained engineer is that “it has paid to 
store.” 2 

Without dependable cheap storage 
there can be no futures. An exchange 
might perhaps still be eminently worth 
while as a spot market. Its greatest 
usefulness, however, depends on solu- 
tion of this question of storage, for if 
nonproducing interests are not willing 
to “carry” coal, future trading will be 
impossible. 


CLASSIFICATION OF COAL 


The scientific classification of coal 
has occupied mineralogists for years, 
and the results of their investigations 
provide the inevitable point of depart- 
ure to any discussion of coal grading. 
Of the many systems proposed and in 
use, two principal classification meth- 
ods may be distinguished. One is 
based on chemical analysis alone; the 
other is a combination of chemical 
analysis and calorific value. The lat- 
ter is naturally the more complete; both 
are practical and are in daily commer- 
cial use. At present, active work is 
being prosecuted by the Technical 
Committee on Scientific Classification 
appointed by the American Engineer- 
ing Standards Association. This com- 
mittee of twenty-eight members is 
composed of representatives of trade 
organizations interested in the produc- 
tion, the distribution, and the con- 
sumption of fuel; of professional, 
scientific, and technical societies; and 
of the state and Federal governments. 
In so far as possible, the findings of the 
Committee are proposed to coincide 
with existing commercial practice, a 
condition precedent to any serious at- 
tempt at standardization. 

The general basis of classification is 
that used by the United States Geo- 

3 Mechanical Engineering, Feb., 1924, p. 78. 
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logic Survey and the United States 
Bureau of Mines. It includes not only 
coal, hard and soft, but allied mineral 
substances as well. The classification 
follows, showing in supplementary col- 
umns the ash-free proximate chemical 
analysis of each class and the moisture- 
and-ash-free heating values expressed 
in British thermal units. The last two 
columns include several subclasses not 
in the basic classification and not desig- 
nated as yet by letters. This further 
subdivision suggests any number of 
possible extensions, if necessary for 
more precise grading.” 
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similar to the Geologic Survey system 
described, but with limits of ash and 
sulphur content assigned within the 
different geologic ranks. Ashley fur- 
ther specifies physical characteristics, 
as “‘structure,” “hardness,” coking 
properties, flaming properties, and so 
forth, to make the grade still more pre- 
cise. Work is now being done by the 
Committee on Scientific Classifica- 
tion to “harmonize use classification 
and scientific classification as far as 
possible.” 

The State Geologist of Pennsylvania 
proposes a classification of coal, prima- 


TABLE VI 
Average Proximate Analysis: Average Calo- 
Class Equivalent Term in Percentage in Ash-Free Coal rific Value of 
or Present U. S. Geologic Moisture-and- 
Rank Survey Classification Volatile Fixed Ash-Free 
Moisture Matter Cashon Coal; B.T.U. 
A PeAtsceeicn, Gardvar~eeeeus 8 10.4 4.6 1,280 
B Lignite..... ie aE Pe e aye 45, 25.8 28.7 6,640 
C Sub-bituminous ..... . .. 23 34.2 42.4 8,720 
D Bituminous, low rank.. ..... I1 41.4 47.0 12,880 
Bituminous, medium rank . . 5 40.8 54.2 18,880 
E Bituminous, high rank.. 3 82.2 64.8 15,160 
F Semibituminous 
Low rank..  .. cc eee ae 3.0 22.0 75.0 16,480 
Highrank....... .. 5 0 11.6 83.4 15,360 
G Semianthracite....... .. .. 2.6 11.7 85.8 14,880 
H Anthracite...... .. susa «> 3 2% 1.2 95.6 14,440 
Superanthracıte.... ........ 16 4 8.1 80.5 11,480 


This, it will be recognized, is still a 
classification of geologic varieties of 
coal, and not of grades as such. Since 
each variety, however, represents a 
different stage in coal formation, in 
progressive order, and jis therefore 
physically and chemically different from 
its fellows, the making of an accurate 
geologic classification is a long step in 
the direction of coal grading. Various 
systems of coal classification based on 
use have been proposed, the best known 
of which is Ashley’s, which is basically 

2 Fig. 1, Circular 6094. 


rily based on geologic differences, but 
subdivided by quality differences within 
the main classes.* This plan provides 
for ten main classes, identified by 
numbers, and corresponding generally 
to those already given. The plan 
specifies the percentage of fixed carbon, 
the most important single element in 
coal, as a range, not an absolute 
amount. Limits are fixed also for the 
other elements in coal, including ash. 
The two extremes in the Government 
classification are not included; instead 


% Coal Age, Jan., 31, 1924, p. 167. 
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of British thermal unit measurement of 
heat value, appears a table of fuel 
ratios: the ratio of fixed carbon to 
volatile matter.* The names sug- 
gested for this classification have the 
virtue of corresponding closely to 
technical nomenclature. They are: 
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the category of completely fungible 
products. It is homogeneous, but not 
perfectly so. But then, neither is 
cotton, nor wool, nor even wheat. 
Granting cheap and efficient coal 
storage, none of the commodities we 
are considering is better adapted to 


TABLE YH 
Range of 
Descriptive Name Fixed Carbon erate a uggested 

Per Cent e Name ort Name 
Anthracite or hard anthracite.. ..........0 serco 88 or more 88 Anthracite 
Free-burning soft or semianthracite.............. 80-82 82 Semianthracite 
Semibituminous “Admiralty”... .....0 oo caas 6. 74-79 TY Loervolite 
Low volatile smokeless bunker. ..... ..... cas 65-78 70 Lovolite 
Medium volatile coking by-product ....... ..... 60-66 63 Midvolite 
Eigh volatile G08 6.2 toe es aniraa opia 53-59 56 Hivolite 
High Volatile. cerceta exes, Gwesce ston Ge cae 46-52 49 Hiervolite 
High volatile sub-bituminous. ................05- 39—45 42 Moistvolite 
Sub-bitüuminotns, cu raae ca a eO ar dots 32-88 85 Himoistite 
Witte, Scar cnds aaaeesad anak, eacuee eecthe 25-31 28 Lignite 


It is claimed that by adding symbols 
when necessary to the class names to 
indicate ash, sulphur, and fusing point, 
all coals may be graded closely enough 
by this system to satisfy ninety-nine 
of one hundred consumers. The Bu- 
reau of Mines does not claim nearly 
this much, but that its system 


is practical and easily applied... . It is 
also true that not all coals with the same 
proximate characteristics are identical in 
properties. The volatile matter and fixed 
carbon do not occur in coal as such, but are 
the results of heat treatment. . . . Also the 
composition of the volatile matter varies 
with the composition of the coal. Hence, 
some variation must be expected in the 
qualities of coals with the same fixed carbon 


percentage. 
This is to say that coal may not yet 
be placed—perhaps never will be—in 


4 The reason for the discarding of fuel ratio as 
a standard in the Government classification is 
that in the lower ranks of coal the percentage of 
volatile matter decreases and makes the percent- 
age of carbon to volatile matter a less reliable 
measure. 


organized trading in futures as well as 
spots. Commercial analysis of coal 
for carbon and other content as well 
as for heat value is now very usual; in 
fact, the basis of Government standards 
is announced to be these commercial 
methods. No exchange in coal has 
ever been attempted; it appears that 
there must have been reasons other 
than those purely technical. 


IV. PETROLEUM 


Alone of the four commodities that 
make up our list of eligibles, petroleum 
was once bought and sold on exchanges 
in this country. Now nothing re- 
mains of these early markets except the 
vague recollections of veteran oil men, 
who tell us that between 1870 and 1880 
petroleum was so handled in nine cities 
in western Pennsylvania, and in Phila- 
delphia, Cincinnati, Pittsburgh, Cleve- 
land, and New York. If for no other 
reason, these early exchanges were 


25 Ise, John, The United States Oil Polioy, New 
Haven, 1926, p 87. 
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doomed to a short life because of the 
absence of even the beginnings of uni- 
form crude oil grading standards. The 
New York Produce Exchange has rules 
for both crude and refined petroleum 
but it appears that there is no organized 
trading. The Annual Statistical Re- 
port of this Exchange shows no trans- 
actions. All information concerning 
petroleum or its products must be 
gathered from trade sources, and con- 
sists largely of opinions and rumors. 


SUPPLY OF PETROLBUM 


In no sphere is the prophet with less 
honor than in the oil business. Engi- 
neers have estimated that our resources 
are so low as to provide only a twenty- 
five, ten, or even five years’ supply. 
The super-optimists, most of them 
producers, claim resources sufficient for 
five thousand years. Reasoning from 
the same basic data, these opposite 
opinions are the result in the first in- 
stance of calculating solely on visible 
supply—-in the second, of counting on 
new supplies in the future to replace 
those being rapidly consumed. The 
first is rational; the second has behind 
it the authority of experience. 

On the basis of facts available that 
le strictly within the realm of evidence, 
what is the trend, the present situation. 
and the outlook in the oil business? 
Between 1900 and 1929 United States 
production in 42-gallon barrels has 
come from 68,621 to 1,006,000,000, and 
the latter figure is the high for all time. 
We rank first in production, accounting 
for nearly seventy per cent of the 
world’s total annual supply. In addi- 
tion, we import oil amounting to ap- 
proximately another tenth of our 
domestic production. Exports are of 
much less importance—approximately 
two per cent of domestic production. 

There are two possible bases against 
which to check these truly astounding 
figures for production. One is re- 
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sources or reserves, and although a 
reserve figure must be based more or 
less on estimates, it is not reassuring 
to find that while we turn out over two 
thirds of the world’s present supply of 
petroleum, we have in our reserves only 
one eighth of the world’s future supply. 
It is significant both for the industry 
and for any system of marketing, ex- 
change or other, that we rank fourth in 
world reserves and are using these 
reserves at a faster rate than is any 
other nation. 

Another basis for comparison is with 
consumption, and again the conclusion 
must be that we are producing more oil 
than we should, even from a purely 
business point of view. While it is 
literally true that from 1920 to 1926 
domestic production of crude oil was 
not sufficient to meet domestic de- 
mand,** imports of crude (mostly by 
United States companies from their 
own wells in other countries) were 
sufficient to pile up stocks faster than 
we could use them. Thus, in 1921, 
total stocks of crude and partly refined 
products amounted to only 279,000,000 
barrels; in 1926 the total was 554,000,- 
000 barrels. And in the latter part 
of 1929, total stocks of crude alone 
reached 675,000,000 barrels, an amount 
equal to over two thirds of total United 
States production for that year. One 
can only conclude that by any standard, 
we are using up our oil resources 
recklessly. 


FACTORS AFFECTING SUPPLY 


Among the factors that will operate 
to increase the domestic supply of, or 
retard demand for, petroleum are: the 
attempts of the industry itself to 
restrict production; the favorable atti- 
tude of the Federal Government toward 
certain forms of restriction; the more 
efficient use consistently being made of 

2 Petroleum Industry: Prices, Profits and Com- 
petition, Fed. Trade Commission, 1928, p. 112. 
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the raw material; the possibility of 
development of new substitutes in the 
form of shale oils, alcohol, and low- 
carbon coals; new methods of drilling 
that will permit exploitation of levels 
not now accessible; and the discovery 
of new supplies. Of these, the last 
three are pious hopes and should be 
recognized as such, although miracles 
have happened more than once in the 
history of American petroleum. 

As to the probable success of at- 
tempts at restriction by prorating 
production or otherwise, it is sufficient 
here to say that although the industry 
has the official approval of national 
proration by the Federal Government 
through interstate compacts, no na- 
tional agreement could be reached to 
restrict 1929 production to the 1928 
level, 901,474,000 barrels. A primary 
reason for the failure was the opposition 
of the independents to restriction unless 
at the same time a tariff were placed on 
petroleum imports; otherwise, argued 
the independents, the large companies 
would merely, offset lower domestic 
output by proportionately increasing 
their imports from Mexico and South 
America. 

The result is that certain sections 
and interests have prorated, both in 
this and other plans, but the total pro- 
duction for 1929 went over 1,000,- 
000,000 barrels, the record. Perhaps 
without restriction the total would 
have been much greater; whether “as 
much as 1,500,000,000 barrels might 
have been produced except for the re- 
strictive measures’”’ is not capable of 
exact determination. It appears that 
production for 1930 will be at about the 
same level as for 1928, but certainly a 
great factor in this result has been the 
general business situation. 

A sidelight of the effect on petroleum 
supply of new methods in refining is 
the statement that while an increase of 

1! Guaranty Survey, Deo. 30, 1929, p. 7. 
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about eight per cent in gasoline con- 
sumption over 1929 was estimated for 
1980, the refined product was made 
from the same amount of crude pe- 
troleum as in the previous year.” 

Counteracting these conservative in- 
fluences is the really large recent in- 
crease in the use of petroleum and its 
products for heating and industrial 
power. The industry itself will do all 
it can to encourage new uses. Geo- 
logic and financial causes, to be dis- 
cussed below, also encourage greater 
output. Even allowing for more than 
our share of improvements and new 
discoveries, it appears inevitable that 
to a greater and greater extent future 
oil supplies will have to come from out- 
side this country. More important, 
the imports will need to come from 
wells not our own, but our competi- 
tora’. 

Enough has been said to show that 
competition is very keen, at least in the 
production of oil. ‘This is in spite of a 
definite tendency toward large-scale 
production: twenty interests (thirty- 
two companies) produce 59.4 per cent 
of crude, of which 21.8 per cent is by 
nine Standard Oil Companies, and the 
remaining 38.1 per cent by twenty- 
three large independents.?* Side by 
side with these large companies there 
are innumerable little ones, so that of 
850,000 oil wells in the United States, 
250,000 produce not more than one 
barrel a day. Geological reasons also 
make overproduction more likely than 
underproduction: oil not taken from the 
ground will inevitably find its way into 
the tanks of competitors if drilling is 
delayed too long. In addition, finan- 
cial reasons, as with lumber, push oil 
on the market or at least into storage: 
the cost of drilling a well ranges from 
$2,000 to $250,000, averaging around 
822,500, so that the capital charges on 


28 Guaranty Survey, Jan. 27, 19380, p. 8. 
29 Ise, op. cit., p. 264. 


POSSIBILITIES OF ORGANIZED MARKETS IN VARIOUS COMMODITIES 


successful and unsuccessful operations 
are really large and demand immediate 
return. It should finally be noted 
that new capital for oil drilling is com- 
paratively easy to acquire. Produc- 
tion of crude oil has been and probably 
will continue to be a competitive 
business. 


CONTROL OF CRUDE Or INDUSTRY 


But the key to control of the petro- 
leum industry in the past has been 
control not of production but of refin- 
ery and transportation facilities. In 
this les the dominant position of, 
perhaps control by, the Standard 
group. In 1925 Standard and asso- 
clates controlled 72 per cent of pipe 
lines, produced 61.5 per cent of gasoline, 
refined 53.7 per cent of crude, and pro- 
duced 29.8 per cent of crude;®° and 
there is no reason to believe that any 
radical change has taken place since 
1925 to make these figures out of date. 
While it is very probable that control 
by Standard, through its position as 
chief consumer, storer, and transporter, 
has been conservative rather than 
otherwise, involving less competition 
and waste than if all operatmg units 
were small, the fact must be recognized. 
It is an essential one in dealing with the 
possibilities of exchange trading. This 
is particularly true because, while 
demand for the multiform products of 
petroleum is uncontrolled, the demand 
for crude oil for refining and storing is 
in an entirely different category. Toa 
degree not met in another American 
industry, one group of interests is 
important both in producing and in 
consuming the product. 

That crude oil may be stored is one 
saving fact in the entire overproduction 
situation. A member of the Commit- 
tee of Nine of the Federal Oil Conserva- 
tion Board writes in September, 1928, 
that “millions of gallons of crude oil 

© Petroleum Industry, pp. 35, 76. 
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have remained in storage untouched 
since 192]."3! - 


GRADING OF CRUDE OL 


Crude oil is capable of being graded, 
although most of the published infor- 
mation on petroleum grading refers to 
its products, and not to the raw ma- 
terial. The reason is that most testing 
of petroleum has been and still is done 
by the large refiners for their purchases, 
not by the ultimate consumer. To 
illustrate, the 1930 Standards of the 
American Society for Testing Ma- 
terials contain dozens of tests for 
gasoline, naphtha, fuel oil, and the like, 
but only two tests for crude. In com- 
mercial testing, analysis usually in- 
cludes tests for water, sediment, spe- 
cific gravity, flash point, setting point, 
viscosity, and the percentage and the 
character of products determined by 
distillation. Of these, authorities con- 
sider the last to be most useful except 
for the so-called natural lubricating 
oils, as Pennsylvania and Ohio crude, 
where specific gravity is the best test. 
Crude oil is now purchased primarily 
on the basis of specific gravity. For 
example, the following prices were paid 
at the well December 29, 1930, for 
Texas-Oklahoma crude: 





By the Standards of the American 
Society for Testing Materials, percent- 
ages and distillation range of naphtha 
in crude are determined by use of a 
Hempel distilling flask; specific gravity, 

2 Myers, Abram E. ‘Present Plans for Stabil- 
imng the Oil Industry,” Annals of ike American 
Academy of Political and Social Science, Sept- 
1928, p. 88. 
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by hydrometer and thermometer. 
Other tests are still left by the Society 
to individual initiative. 
York Produce Exchange defines crude 
simply as “pure, natural oil, neither 
strained nor treated, free from water, 
sediment, or any other adulterant.” 
If a crude-oil exchange ever becomes 
important, a more precise definition of 
crude will have to be set up. The 
definition excellently illustrates the 
status of crude-oil trading on the 
New York Produce Exchange. 
Whether a crude-oil exchange, if 
started, would serve as a true indicator 
of the currents of demand and supply 
is in considerable doubt. The volume 
of trade in oilis of sufficient importance; 
oil is sufficiently durable and homo- 
geneous to make an exchange tech- 
nically practicable; but despite the 
almost cutthroat competition that now 
characterizes the production of oil, the 
market cannot be said to be uncon- 
trolled on either the supply or the 
demand side. So long as this condition 
persists, there is reason to believe that 
an exchange in crude oil would be no 
more successful than the existing ex- 
changes in live’stock and metals. 
More likely to succeed, perhaps, 
‘would be an exchange in the principal 
petroleum products—gasoline, lubri- 
cating oil, and so forth. Here, there 
is not the same danger of demand 
control; here, also, great quantities of 
work have been done in standardiza- 


tion, testing, and so on. 


GRADING or Om Propucts 


Oil products also are capable of 
grading, and in the case of lubricating 
oil, for example, no better point of 
departure for exchange standards can 
þe suggested than those used by the 
Federal War Department.” If, as is 

2 “Development of Oil Specifications,” Jour- 
nal of the Society of American Automotive Engi- 
neers, Oct., 1920, pp. 818-815. 
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entirely possible, these would not 
serve in every respect for general pur- 
poses, it would be easy to make adjust- 
ments. Lubricating oils are divided in 
the War Department specifications 
into three basic classes on the basis of 
general ‘use: A, B, and C. Class A is 
oil to be used for general lubrication 
purposes, where a highly refined oil is 
not necessary. A cheap red oil is suit- 
able for this use. Class C is oil at the 
other extreme of use: suitable for lu- 
bricating air compressors, internal 
combustion engines, turbines, dynamos, 
and high-speed engines. For classi- 
fication within this class, a carbon test 
is made to insure a highly refined, 
filtered product. Class B oil lies be- 
tween A and C and must pass an 
emulsion test, i.e., a test to determine 
the capacity of the carbon particles in 
the oil to remain in suspension. 

A series of tests is next applied to 
determine more particularly grades of 
quality within each of the three basic 
classes we have noted. The test of 
first importance is that of viscosity, the 
characteristic most closely related to 
lubrication capacity. Saybolt stand- 
ard instruments are used to apply this 
test, hence the rating 1s called “Say- 
bolt.” The figures opposite the grade 
names represent the number of seconds 
occupied in the outflow of 50 cubic 
centimeters of oil examined, multiplied 
by 100 and divided by the standard of 
586: the number of seconds occu- 
pied in the outflow of 50 cubic centi- 
meters of average refined rape oil at 
100 degrees Fahrenheit. 


Saybolt (Sec.) 
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Tests are made also to determine: 
(1) flash point—temperature at which 
the oil will ignite; (2) cold-test range; 
(3) acidity. Thus, in the War Depart- 
ment specifications, each lot of oil sub- 
mitted receives either three or four 
tests, including those for emulsion and 
carbon. ‘That the tests are practical is 
shown by the fact that “these specifi- 
cations are drawn so that they will 
admit suitable oils made from all 
erudes.” Like the viscosity test, the 
tests for flash point and cold are the 
same for all three classes of oil and are 
applied toeach. A specific gravity test 
also is quite usual. Other petroleum 
products, gasoline for example, re- 
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quire different tests and different quali- 
ties. . 

Under the stimulus of the Federal 
Bureau of Standards, many industries 
have adopted, partly or entirely, War 
Department specifications for purchas- 
ing lubricating oil. It would be an 
easy matter technically to transfer this 
procedure to marketing onan exchange. 
Despite its provision for trading in re- 
fined petroleum (gasoline and naphtha) 
this department of the New York 
Produce Exchange is no more impor- 
tant than that for crude oil. The 
reason, certainly is not the technical in- 
capacity of oil products for exchange 
trading. 


Commodity Exchanges in England 


By Prornussor R. B. Forrustmr, M.A. (Edinburgh), M.Com. (Manchester) 
Sir Ernest Cassel Reader in Commerce, University of London, London, England 


REAT BRITAIN’S marketing or- 
ganization in its most highly 
developed forms is closely associated 
with, and has been most vitally in- 
fluenced by the growth and extent of 
her overseas trade. Her organized 
produce exchanges derive their im- 
_ portance not from their relation to the 
home output of food and raw material 
but from their work for the extensive 
and varied import trade which has 
grown up to meet the needs of the 
large manufacturing demand and to 
satisfy the food requirements of a popu- 
lation with a relatively: high standard 
of living. 

Thus it comes about that a number 
of these mstitutions are classic ground 
in the study of English commercial 
and industrial development, and their 
growth is linked with the special fea- 
tures of England’s overseas trade. In 
the case of the London exchanges the 
record goes back to the sixteenth and 
seventeenth centuries, when groups of 
traders met in coffeehouses and when 
Gresham built “at his own cost and 
charge, a comely Burse for merchants 
to assemble upon” on a site near to 
Lombard Street and Cornhill in the 
city. This Royal Exchange was the 
first to develop of a whole group of 
well-known markets—Lloyd’s with its 
preéminence in marine insurance, the 
Stock Exchange, the Metal Exchange, 
The Baltic Mercantile and Shipping 
Exchange, the Wool Exchange, the 
Foreign Exchanges, and the various 
produce “walks.” 

It may be stated that the English 
terminal markets of the first rank are 
all centered in Liverpool and London, 


the main arrival points for imports. 
The most notable of the organized 
produce exchanges are the cotton and 
corn exchanges of Liverpool and the 
Baltic and Corn Exchanges in London. 
These are the subject of the description 
which follows. 


THe Corron EXCHANGES 


There are two raw cotton markets in 
England—Liverpool and Manchester. 
Some cotton enters London, especially 
Indian, and occasionally small con- 
signments may arrive at other ports; 
but the Lancashire markets handle the 
business. The history of the inter- 
relationship of these two cities in cotton 
dealing is not without interest. By 
1795 Liverpool had ousted London and 
become the chief cotton market; but it 
was the completion of the Manchester 
and Liverpool Railway in the thirties of 
the last century which drew the dealers 
to Liverpool and gave that market un- 
disputed pretminence down to 1894. 
Then another transport change, namely 
the opening of the Manchester and 
Liverpool Ship Canal, which made 
Manchester an ocean port, began the 
process of transferring a part of the 
Liverpool cotton market back to Man- 
chester. 

A few figures may be given to show 
the amount of cotton dealt with in 
these markets and the spindlage which 
they serve. The average import for 
1924-1928 was 8.46 million bales (of 
478 pounds), and of this the reéxport 
was calculated at 262,000 bales; the 
amount of the import which went to 
Manchester was estimated at 663,000 
bales per annum from 1925-1929, Of 
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the average taking of American cotton 
by England, it was reckoned that ap- 
proximately 400,000 out of 2,000,000 
bales per annum went to Manchester 
for the years 1925-1929. Liverpool 
may be said to deal with eighty per cent 
of the cotton imported at the present 
time. The English spindlage in 1929 
was 55.9 million spinning spindles— 
more than half of the European total— 
and the number of looms was estimated 
at 740,000. It is obvious therefore 
that Liverpool and Manchester serve 
the world’s chief center of higher 
grade cotton spinning and cloth manu- 
facture. 

Manchester may be characterized as 
a spot market, which has at present no 
futures organization and is mainly a 
spinners’ center for purchase, whereas 
Liverpool exhibits all the features of a 
highly organized produce exchange; it 
is a central spot market, it is a spinners’ 
market, and it has a complete futures 
trading organization. 


LIVERPOOL COTTON EXCHANGE 


The description of the Liverpool 
Cotton Exchange may be grouped 
round a few salient features: (1) the 
constitution and organization of the 
Exchange; (2) the classes of business 
done and the contracts used; (8) the 
arbitration methods; and (4) the fu- 
tures system. 

The market took its present form in 
1874 with the amalgamation of the 
Liverpool Cotton Brokers’ Association 
and the Liverpool Cotton Exchange 
mto the Liverpool Cotton Association. 
It is a private company with six hun- 


dred shares, each with a par value of 


£100; a member cannot hold more 
than one share, and shares have been 
worth £1500. Shares cannot be held 
_ by nonmembers, but are placed in the 

hands of trustees until sold to new 
members. This makes the maximum 
membership six hundred, but there is a 
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class of associate members whose num- 
ber is not so limited. 

The qualification for a candidate for 
membership is to be a principal in the 
cotton trade or its equivalent. There 
must be nomination and seconding by 
members, together with a vote; if one 
quarter of the voting members are 
hostile, the candidate is not elected and 
cannot again be proposed for six 
months. Associate members consist 
of British’ cotton spinners and manu- 
facturers, together with certain other 
classes such as importers and exporters 
of raw cotton, and members of other 
cotton exchanges, such as New York, 
New Orleans, or Le Havre. The mem- 
bers elect a board of directors with its 
officials, a president, vice-president, 
and treasurer; there are a few associate 
directors who represent spinners and 
weavers but do not have votes. 

The Association works through com- 
mittees. ‘These standing committees 
deal with: (1) spot quotations for all 
the chief classes of cotton; (2) future- 
delivery quotations for American and 
Egyptian cotton; (8) the appeals on 
questions of quality; in this case there 
is a committee for each main growth 
and for damp and so on; (4) adminis- 
tration; there are five dealing with the 
rules, the clearing-house organization, 
and similar topics; and (5) miscella- 
neous matters and benevolent funds. 
There may of course be special com- 
mittees for special purposes beyond 
those named. 

Those who trade in the market are 
cotton merchants and brokers. A 
registered firm may have more than 
one member, but in that case there is 
probably one in the Egyptian ring or in 
the new Empire ring (1925) besides the 
representation in the American circle; 
three ring traders represent the maxi- 
mum for a firm. 

Liverpool has an established market 
for more kinds of cotton than any 
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other center in the world, dealing in 
American, Brazilian, Peruvian, Egyp- 
tian, Sudan, West Indian, East African, 


West African, Australian, and East: 


Indian growths. The standards for 
the different grades are established by 
the appeals committee for each special 
growth. ‘There is a working and a re- 
serve set of standards in each case, and 
the working set is used in arbitrations, 
appeals, and so forth. Since 1928 the 
Universal standards for American cot- 
ton trade have been in use and the 
Liverpool contract grade is “middling” 
with a staple of about seven eighths of 
an inch; this corresponds to the futures 


contract grade in New York and New ` 


Orleans. For the Egyptian market the 
contract, grade is “fully good fair.” 
Standards are also worked out for 
Peruvian, Brazilian, East and West 
African, and East Indian. Actual 
business is, however, often done on 
type samples in these latter cases. 


Kinps oF Business 


Spinners buy through brokers and 
not directly from merchants, although 
there is no rule against the latter. ‘The 
spinner informs his broker of the quan- 
tity of a given description he desires to 
purchase, and may even tell him the 
type of yarn he has sold; the merchants 
submit their samples. Owing tc the 
compactness of the trade, the cotton 
atmosphere becomes very pronounced, 
and English spmners will commonly 
pay great attention to the choice of 
their raw material. ‘The contracts em- 
ployed are: (1) spot cotton at a fixed 
price; (2) spot cotton on eall; (8) spot- 
terms contracts, which may be spot 
terms at a fixed price for deferred de- 
livery, forward delivery, shipment, or 
arrival; and (4) spot terms on call in 
each of the four ways just mentioned. 

The essential matters covered in such 
contract include: (1) sampling to deter- 
mine quality and allowances; (2) the 
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settlement of the price, which is cal- 
culated as so many points on or off the 
price of contracts for future delivery in 
a given month; (8) the weight of bales 
and the'allowances on or off for over or 
under weight; (4) the time and the 
manner of delivery; (5) the time of 
payment; (6) the claims for false pack- | 
ing, damage, and so forth; and (7) the 
method of taring. 

The selling broker, who offers a mer- 
chant’s cotton to buying brokers on a 
commission, has almost disappeared, as 
the merchant usually has his own sell- 
ing organization. ‘The work of agents 
who. forward cotton to the mills is 
usually done by the buying broker or 
by a representative of the mill. 

The Liverpool merchants buy Ameri- 
can cotton in a number of ‘ways: (1) 
they may have partners or agents in 
the American markets; (2) they may 
have established business relations with 
American firms; or (8) American houses 
may choose a member of the Associa- 
tion to sell for them on a salary and 
commission basis, and it is understood 
that merchants buy much of their cot- 
ton through such c.i.f. agents. 


ARBITRATION 


Disputes are almost universally set- 
tled by arbitration, and very few cases 
ever reach a law court. By the rules of 
the Exchange all differences between 
members concerning the trade in cotton 
must be referred to arbitration and no 
one can go to law before he has ob- 
tained some award by arbitration. 
Each party selects one arbitrator and 
these two may appoint an umpire; any 
member of the Association outside the 
range of the dispute may act.. The 
award must cover all the matters in 


‘dispute. A right of appeal to the 


relevant appeals committee or to the 
directors is conceded. Quality and 
damp are the two most usual subjects 


of discussion. 
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The merits claimed for the Liverpool 
method are that the arbitrators are not 
merely expert classers of cotton, but 
men who actually work in the market 
and know the value of cotton; but there 
have been complaints against the sys- 
tem on the ground that theré is a lack 
of neutrality in this method of appoint- 
ing arbitrators and that small firms not 
members of the Exchange suffer. 

It is noticeable that Manchester has 
adopted a system whereby an official 
of the Association chooses arbitrators 
who are not informed who the dis- 
putants are. This retains the working 
member as arbitrator and does not sub- 
stitute a salaried official as in Bremen; 
it also introduces the element of 
impartiality. 

Tan Foururrns MARKET 


It is in the futures market that price 
regulation and risk-bearing take place. 
Liverpool is, by its position, the most 
important market in which to estimate 
European demand for raw cotton; and 
it is often stated that in winter and 
spring, its influence upon price change 
is greater than that of New York. 

The basis of all the spot cotton 
prices in England is Liverpool futures. 
The relationship between the two de- 
pends upon a number of factors; the 
quality of the cotton required by the 
buyer, and the fact that a future con- 
tract only means “middling” and may 
go down to “low middling,” are im- 
portant influences. This uncertainty 
as to the kind of cotton to be received 
under a future contract and the time in 
the month when it is to be delivered put 
a premium upon spot cotton. Further 
there may be an intense demand for the 
available supply of some grade of spot 
cotton, so that there is a scramble to 
meet special commitments. Other 
costs to be considered are freight, inter- 
est, Insurance, and exchange, although 
any changes in these items should be 


+ 


199 


rapidly absorbed into the futures 
prices. 

The risk hedging and price insurance 
by means of future contracts is the 
most important function of the market. 
Futures may be sold to cover producers 
while their crop is growing, to cover im- 
porters against shipments, and to cover 
spinners and others against unsold 
stocks of yarn, and so forth, they may 
be purchased against forward deliveries 
and against sales of yarn and cloth. 

The market opens at 10 A.M. with 
the ringing of a bell; business is divided 
into that before 12:15 and that between 
12:15 and 4 P.M., which is closing time. 
New York opens at 8 P.M. by Liverpool 
time. The unit used for American 
cotton is one hundred bales (48,000 
pounds net weight); price quotations 
are in pence per pound, and hun- 
dredths of a penny are the points of 
movement in the market. Members 
alone may trade in the rings, and busi- 
ness is done by calling out aloud. De- 
posits are not required between mem- 
bers, but customers are expected to 
pay something according to private 
arrangement. 

The busiest trading months are 
January, March, May, July, October, 
and December. A delivery month is 
termed the current month, and business 
does not stop until noon of the last 
day of the month; all contracts must 
provide for delivery within thirteen 
months. 

Two important features in the ma- 
chinery for dealing with futures are the 
Cotton Clearing House and the system 
of periodic settlements. The Clearing 
House performs the task of sorting out 
the contracts on futures, so that each 
dealer passing through his debit and 
credit vouchers needs only to pay in the 
balance he owes or to draw upon the 
amount to which he is entitled. In 
adopting periodic settlements the Ex- 
change followed the example of the 
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stock exchange, the main object being 
to prevent plungers without capital and 
unduly optimistic speculators from 
proceeding so far as to hurt the market 
before a check is applied. l 

Liverpool has weekly settlements; 
all outstanding contracts are reduced 
to a weekly settlement price and all 
differences must be cleared. The spe- 
cial committee dealing with futures 
quotations fixes the prices at 11 A.M. 
on Monday each week, and all balances 
must be paid by the following Thurs- 
day, which is settlement day. The 
Liverpool contract bears interest; that 
is, if a person buys a future contract in 
March for delivery in October and sells 
it in May for a profit, he must pay in- 
terest on that profit until October. 

It may be noted that in the Egyptian 
ring the unit is a fifty-bale contract 
equal to 86,000 pounds net, and that 
since September 1, 1925, there has been 
an Empire-and-all-growths contract of 
fifty bales equal to 24,000 pounds net. 

The Liverpool futures market seems 
to provide most of those features 
deemed essential for risk-bearing. It 
is a continuously working market with 
a large volume of cotton, this being as 
little liable to violent fluctuation as 
possible. It is also relatively cheap, 
and representative of those who have 
the best opportunity of gauging the re- 
lations of supply and demand so that 
prices may be adjusted to prevailing 
conditions. 


Tas Mancanstme MARKET 


The position of Manchester has al- 
ready been the subject of reference, and 
the matters of special interest may be 
briefly described. Manchester lies 
thirty-five miles from Liverpool, and 
ocean freights are now the same to 
both ports, so that savings in local 
freights are claimed by Manchester. 
The port is well supplied with railway 
facilities but motor and steam trucks 
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do much of the work, and since the 
chief yarn and cloth market is also 
here, the chances of return loads are 
greater than at Liverpool. The ware- 
housing accommodation of Liverpool is 
reckoned at 2,000,000 bales, and that of 
Manchester at 500,000. 

The market is organized by the Man- 
chester Cotton Association, Limited, 
with two thousand ten-pound shares 
and with a present membership of ap- 
proximately $80 to 390; it includes mer- 
chants, brokers, and spinners. There 
is a president, two vice-presidents, and 
a board of directors; in addition there 
are four appeals committees. The 
presence of the spinners is characteris- 
tic and much of the business is done by 
c.f. merchants who sell direct to spin- 
ners. As in Liverpool, disputes are 
settled by arbitration and the universal 
standards are employed for American 
cotton. Prices, however, are always 
quoted as points on or off Liverpool 
futures, so that the market is still in 
an important sense a subsidiary of that 
exchange, and there has been agitation 
in favor of starting a futures system in 
Manchester. 


GRAIN ASSOCIATIONS 


The Baltic Mercantile and Shipping 
Exchange, which is the headquarters 
of the London Corn Trade Association, 
claims to be the most important grain 
and shipping market in the world. 
In addition to grain and tonnage it 
deals in timber, oil seeds, flour, tallow, 
and other commodities. Its origin 
dates back to the sixteenth and seven- 
teenth centuries, when seamen and 
traders used to congregate in two coffee- 
houses*—the “Jerusalem” catering 
for folks interested in Mediterranean 


1Jt may be observed that the good cheer of 
these houses was far from being restricted to 
coffee, the announcement stating that punch 
was made in any quantity, in the greatest per 
fection, without adulteration. 
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and Asiatic commerce, and the “ Vir- 
ginia and Maryland,” later changing 
its name to “Virginia and Baltic,” 
frequented by those trafficking with 
the New World, the North, and the 
Baltic ports. 

Gradually two exchanges, the Baltic 
and the London Shipping, grew up, 
combining in one building in 1908. 
The repeal of the Corn Laws in 1845, 
the opening of the Suez Canal in 1870, 
and the development since 1865 of the 
principle of limited lability, together 
with Great Britain’s industrial expan- 
sion, all contributed to stimulate the 
trade of this market, until its member- 
ship of 2,500 became the most cosmo- 
politan and varied in any of the great 
exchanges. 

Some idea of the extent of the im- 
port grain trade and its relation to 
home production may be obtained 
from the figures which follow. The 
London and Liverpool exchanges do 
not deal with the home grain, except 
in negligible quantities. In the case 
of wheat, the total British supplies for 
1927 were 147.6 million hundred- 
weights. Of this, approximately 29 
million hundredweights represented 
home output. It is estimated that 
only two thirds of this home production 
was converted into flour, so that the 
bread and flour of Great Britain are 
dependent upon the import trade to 
the extent of at least eighty to eighty- 
five per cent. The chief countries 
forwarding this supply are Canada, 
the United States, Argentina, Aus- 
tralia, and India. In prewar days 
Russia was among the main sources of 
supply. It can be understood from 
these figures that flour milling is 
mainly a port industry, as the inland 
mills labor under distinct handicaps. 

The import of barley amounted in 
1927 to 16.1 million hundredweights 
and the home output to 19.1 millions. 

2 One hundredweight equals 112 pounds. 
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The chief sources of supply were the 
United States, Canada, and the Euro- 
pean group of countries including 
Rumania. The total supply of oats 
was estimated at 50.8 million hundred- 
weights for 1927 and the import at 6.5 
million hundredweights. This was 
lower than the postwar average, which 
ran from 9 to 11 million hundred- 
weights. The chief countries of dis- 
patch were Argentina, Chile, Canada, 
and the Irish Free State. Maize is 
the other grain covered by the English 
term “corn’’; there is no home supply 
and the import has averaged about 2 
million tons for recent years; much the 
largest source of supply is Argentina, 
with three quarters of the total, fol- 
lowed by South Africa, then the United 
States and Rumania. 

If these import figures are compared 
with those of other countries, it be- 
comes clear that Great Britain is by far 
the largest grain-importing country, 
and it is against this background that 
the importance of the two chief corn 
exchanges should be considered. 


Lonpon Corn TRADE ASSOCIATION 


The London C. T. A., as it is com- 
monly called, was formed in 1878, 
and incorporated under the Com- 
panies Act eight years later. At that 
time business was being done on vary- 
ing forms of contract, each important 
merchant having his own set of con- 
ditions; the Association prepares stand-. 
ard forms of contract for the purchase 
and sale of imported grain and acts as 
arbiter and supervisor of the trade. 
A large part of the grain trade in 
Europe and throughout the world is 
worked on its conditions. The work 
may be described by reference to: (1) 
the organization of the Association; 
(2) its contracts and standards; (3) 
the method of arbitration; and (4) 
the clearing-house system. 

The membership is distinctly inter- 
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national, at least one third of its num- 
bers being domiciled outside Great 
Britain; it includes five hundred of the 
leading grain firms in different parts 
of the world and is not closed to any 
firm of good standing dealing in grain. 

An executive committee of twenty- 
four is elected by the members and four 
retire annually, not being eligible for 
reélection. The executive committee 
elects a president, two vice-presidents, 
and an honorary: treasurer for each 
year from among its members. It 


appoints and works through a finance: 


committee, a general purposes com- 
mittee, an appeal committee, and a 
clearing-house board, together with 
numerous sub- or sectional committees. 
There are North African, South Afri- 
can, Argentine, European and Black 
Sea, Canadian, Australian, United 
States, Chinese and Manchurian, East 
Indian, and London committees, which 
deal with matters affecting their trade 
and upon which rests the responsibility 
of striking their standards. Some 
balance is attempted in the membership 


of these committees between shippers . 


and receivers. 

The revenue is derived from two 
sources, the subscriptions of members, 
consisting of entrance fee and annual 
dues, and the fees charged for certain 
services rendered to the trade. 


CONTRACTS AND STANDARDS 


There are now over seventy contract 
forms used in the sale of grain, which 
are continually being revised by the 
committees; new forms are usually 
drafted by a special contracts com- 
mittee; each form is said to have in it 
4,500 to 5,000 words and the Associa- 
tion is stated to issue 320,000 forms in a 
'year—more than a 1,000 for each work- 
ing day. Grain is bought and sold on 
a guarantee of quality in four ways: 

(1) “Certificate Final.” 
government grades exist in the country 


Where, 
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of origin and the grain is inspected 
prior to shipment, the production of 
the proper certificate as to grade must 


‘be accepted as final on the question 


of quality. 

(2) “Sealed Sample.” A sample 
drawn from the bulk is used as a basis 
and the sealed .sample is deposited 
with the London Corn Trade Associa- 
tion for production when called for. 

(8) “Fair Average.” This is a fair 
average standard struck by an au- 
thority in the country of origin on the 
basis of representative samples drawn 
from all districts in which the grain is 
grown. The name of the authority 
and the place where current standards 
can be seen are notified to the trade. 

(4) “Fair Average Quality.” This 
is determined by the London Corn 
Trade Association from samples rep- 
resenting the deliveries of grain of any 
one type or description, at time of dis- 
charge, in all parts of Great Britain 
and the continent of Europe. The 
method of arriving at fair average 
quality (f.a.q. standard) is briefly as 
follows: Samples are drawn in course 
of discharge by the buyers’ and sellers’ 
agents. ‘These are sealed and for- 
warded to the association along with 
particulars regarding vessel, quantity, 
description of grain, and period of 
shipment. ‘The association committee 
inspects these samples and draws up the 
f.a.q. standard by drawing propor- 
tionately to the quantities represented 
by the various samples. There can 
then be arbitration with regard to any 
particular load which is believed to 
depart from standard. The bulk of 
the trade in the market is conducted on 
this basis and it 1s estimated that 100,- 
000 samples are received by the asso- 
ciation in a year. 

East Indian grain is sold on what 
are called “clean terms,” under which 
allowance is made by the seller for 
dirt, non-farinaceous seed, and other 
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impurities. The percentage of ad- 
mixture is calculated from sample 
analysis carried out by the Associa- 
tion’s special analyst, the process fol- 
lowed being termed “reducing.” 

In addition to warranty of quality, 
“Plate” and certain other wheat, 
rye, and oats are sold by natural 
weight, or test weight as it is sometimes 
called. The natural weight is that of 
a given cubic capacity measure. The 
seller sells on a guaranteed weight at 
time of discharge, and it is obvious 
that there is a greater milling product 
from wheat weighing, say, 68214 pounds 
per bushel than there is from wheat 
weighing 60 pounds. If the seller 
fails to-keep up to his guarantee, he 
compensates the buyer by a percentage 
reduction of the contract price, ac- 
cording to scales laid down for that 
purpose. This weight is ascertained 
for the Association by means of a 
chopper scale. 


ARBITRATION AND CONTRACT 
SHTTLEMENTS 


A. basic condition under the con- 
tracts is the provision for the settlement 
of disputes by arbitration, and the pro- 
cedure is governed by the Arbitration 
Act of 1886. Each party appoints an 
arbitrator, these two having power to 
appoint a third arbitrator, or umpire; 
the decision of these is final, subject 
to rights of appeal. If one party fails 
to appoint an arbitrator, then the 
other party may ask the executive 
committee to appoint one. The ap- 
peals committee hears members who 
are dissatisfied with the decision and 
may be asked to state a case on a 
point of law for the public courts. 

The clearing house operates the 
system whereby the passing of docu- 
ments, the settlement of contracts, 
and the clearing of differences are 
facilitated, more particularly in their 
relations to string transactions. No 
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responsibility is accepted for the ful- 
fillment of contracts, and the rights 
of the different parties are not affected 
in any appreciable way by registration. 
The whole arrangement is intended to 
facilitate direct settlement between 
first sellers and last buyers; for most 
of the business documents pass direct. 
There is no calling over the prices, and 
bargains are made by private treaty. 

No general trading in grain futures 
takes place in London. There was at 
one time a futures market, but owing 
to the restricted number of traders 
using its facilities it was unsatisfactory, 
and London merchants make use of the 
Liverpool market for such transactions. 
In the closing months of 1928, how- 
ever, proposals were being considered 
for the retstablishment of a futures 
system, and this has now been brought 
into being. 


Liverroon Corn TRADE ASSOCIATION 


This exchange dates from 1858. 
In 1928 it had 283 members represent- 
ing 1438 firms; it consists of a spot 
market and a futures market in wheat 
and maize, the latter being held in the 
Atlantic News Room. It has standard 
forms of contract and in general these 
do not differ significantly from those 
of London. A few of the distinctive 
features of this exchange may be dealt 
with. The Association works through 
a board of directors with committees 
such as grading and appeals sections. 
Membership is restricted to merchants 
or firms with high standards of com- 
mercial integrity; new members on 
admission must deposit £1,000 in cash 
or its equivalent with the Association, 
to remain during the first three years 
of membership. 

The special characteristic is the 
presence of the “Liverpool contract 
grade” of wheat which may be ten- 
dered on a future delivery contract. 
Not much wheat is actually tendered 
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in this way but the price level settled 
each day is looked upon in Europe as 
one of the main indices of the wheat 
position. The custom of the market 
is to buy and sell the futures for five 
separate months: March, when Aus- 
tralian and “Plate” wheat is well for- 
ward; May, when the St. Lawrence is 
reopened; July, when Indian wheat is 
arriving; October, when American 
winter wheat is on the market; and 
December, the end of the year. 

The Liverpool contract grade is un- 
derstood to be milling wheat “in fair 
merchantable condition (a slight dry 
warmth not to be objected to).” Three 
general classes of wheat are admitted, 
namely: American red wheat grown 
east of the Rockies, Argentine wheat, 
and Australian wheat. The types of 
American wheat specified are: (1) 
American spring wheat, such as Mani- 
toba, and Northern (United States), 
on a basis of 60 pounds per bushel; 
(2) American soft winter wheat on a 
basis of 61 pounds per bushel; and (8) 
American hard winter wheat at 6014 
pounds. The North and South Ar- 
gentine wheats are named at 5914 and 
6014 pounds respectively, and the 
Australian at 6014 pounds per bushel. 
No wheat weighing more than one 
pound per bushel under basis can be 
accepted in the grade. | 

Transactions in wheat are made on 
the basis of loads of 4,800 centals è and 
quotations are per cental; each con- 
tract. is registered with the clearing 
house. At any time during trading 
hours a member may call a price over 
the ring, and as soon as any business 
occurs at the price an attendant records 
it on the blackboard so that the course 
of trading may be seen. Any party 
to a contract has the right to call an 
original margin; he thereby calls upon 
the other party to deposit a sum not 
exceeding £50 per 4,800 centals as a 

3 One cental equals 100 pounds 
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safeguard against price fluctuation. 
At 12:30 P.M. daily the committee 
fixes the settlement price for the pre- 
vious day and the posting of this notice 
in the clearing house is deemed a valid 
call for margins or for the payment of 
price differences. When no original 
margin has been called, the payment 
has to be not only the difference be- 
tween the contract price and the com- 
mittee’s quotation but also one penny 
per cental more to provide for sub- 
sequent dealings on the contract. 

Although brokers may buy or sell 
wheat futures for persons outside the 
trade, there is in fact very little business 
of such a kind done; the unit of sale is 
fairly large and the £50 margin is 
easily lost on a slight drop in price. 
There is no jobbing in Liverpool 
futures, so that small speculators can- 
not dabble so easily as is possible in 
the United States. 

It should be kept in mind that in 
association with the port exchanges, 
there are, in practically all important 
centers, large produce markets where 
grain is sold on a considerable scale. 
Instances are the Old and New Corn 
Exchanges in London and the Man- 
chester Corn and Produce Ex- 
change. 

Reference may be made to certain 
markets which are distinctive in their 
character and have a preéminence with 
character and have a preéminence 
within their own fields; these are the 
London Wool Auctions, the London 
Metal Exchange, and the London 
Rubber Exchange. i 


Lonpvon WooL AUCTIONS 


The British woolen and worsted 
industry is the oldest textile industry 
in the country and is the largest in the 
world; it is estimated that its spindles 
number over 8,000,000 and its looms 
115,000. The United States ranks 
second, with Germany and France as 
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third and fourth. No satisfactory 
figures are available as to the amount of 
raw wool retained for home consump- 
tion, but it was calculated that in 1927, 
507 million pounds of foreign and co- 
lonial wools were kept out of a total 
import of 856 million pounds. In 
addition to this, 50 to 60 million 
pounds of the home clip of 118 million 
pounds were utilized in this industry. 
The Bradford Chamber of Commerce 
further stated that 26 million pounds 
from imported sheepskins and 72 
million pounds of pulled wool were 
available. 

It is obvious that another instance 
of the importance of the import trade 
in its influence upon market organiza- 
tion is found in the case of wool. The 
industry is localized in Yorkshire, 
with small subordinate areas in the 
West of England, the Borders of Scot- 
land, and elsewhere. While Bradford 
has become the chief town in the in- 
dustrial areas, London remains the 
chief market. The wool sold on the 
London exchange is principally from 
Australia, New Zealand, South Africa, 
and South America, and the market 
ranks as the principal European center 
for the sale of colonial wools. 

The auctions are controlled by the 
“Associated London Selling Wool Bro- 
kers.” ‘There are only nine firms in- 
volved and they arrange the order of 
sales among themselves. These public 
sales date as far back as 1821, and 
since 1875 they have taken place in 
the Coleman Street Auction Rooms. 
Six sales are held in the year, each 
beginning on a Tuesday and lasting 
for a fortnight. The importer is 
represented by brokers who collect 
the samples from the warehouses. 
The woolis arranged in lots and knocked 
down to the highest bidder. The more 
important sales are in the earlier part 
of the year and catalogues are provided 
by the brokers for buyers, who examine 
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mark, and so on, before the sale. 
There are seats for four hundred 
buyers in the exchange and the sales 
start at 8 P.M. each day; lots of less 
than four bales, and damaged wools 
are not sold in the main exchange, but 
separately; buyers may engage buying 
brokers if they desire. ‘There are, of 
course, no futures arrangements and 
there is an absence of formal organiza- 
tion and constitution; but this is char- 
acteristic of all wool centers and is not 
peculiar to London. It has been 
suggested that the development of auc- 
tions nearer the centers of production 
in Australia and New Zealand would 
lead to a decline in London dealings, 
but the importance of the market as a 
price barometer seems undiminished. 


Lonpon Marat EXCHANGE 


The Metal Exchange dealing in the 
four nonferrous metals, tin, copper, 
lead, and spelter (zinc), has long been 
a center of international importance; . 
its standards and prices strongly in- 
fluence and often dominate the world 
trade in these commodities. Up to 
1869 the Exchange was domiciled in 
the Royal Exchange but later went into 
Its own buildings There are two 
classes of members: (1) the ring mem- 
bers, who are principals and deal 
direct; and (2) the brokers and dealers, 
who, although members, are without 
these privileges. There are 40 seats 
in the ring, but the membership is 155, 
including 94 firms. 

The method of business is somewhat 
peculiar, and may be outlined. The 
secretary occupies the rostrum, and 
after an electric bell has rung at 12 
noon he opens the house by calling 
“Copper, Gentlemen, copper.” After 
ten minutes only of active trading he 
calls “Tin, Gentlemen, tin ”; and so on. 
No deal can take place outside its own 
period. At 1:20 P.M. trading ceases, 
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and is resumed on the same method 
between 3:45 and 4:15 P.M. AJl the 
large dealers are required to give 
security of from £5,000 to £20,000 and 
the fee for the privileges of the ring is 
500 Guineas; in addition to this the 
entrance fee is 250 Guineas and the 
subscription 20 Guineas; a committee 
of members elected annually, controls 
the rules and regulations. 

Transactions on the Exchange are 
based on units of twenty-five tons of 
copper, five tons of tin, fifty tons of 
lead, and twenty-five tons of zinc. 
Standard copper must contain a mini- 
mum of ninety-nine per cent copper, 
and the brands dealt in must be ap- 
proved by the Exchange in order to be 
good delivery. The standard for tin 
ig ninety-nine percent, The standards 
for lead and zinc are not so rigid. 
Dealings in ‘both tin and copper are 
for given dates within three months, 
lead and zinc transactions being based 
on monthly shipments. 


Lonpon RUBBER EXCHANGE 


The Rubber Exchange and the Rub- 
ber Trade Association have their head- 
quarters in Mincing Lane. Their chief 
functions are to regulate methods of 
trading in rubber, to arrange for suit- 
able standards of quality, and to ar- 
bitrate in trade disputes. The market 
derives its prominence from the posi- 
tion of Great Britain as by far the most 
important trading center for, raw 
rubber. Almost sixty per cent of the 
world’s output comes from British- 
controlled estates which usually market 
their product through London. 

Membership of the Association is 
divided into three classes: (1) produc- 
ers, including selling agents and im- 
porters; (2) brokers; and (8) dealers. 
There is an agreement as to division 
of spheres. Producers are not to con- 
tract for the sale or the purchase of 
rubber except through the recognized 
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brokers; brokers can only act as inter- 
mediaries between buyers and sellers; 
dealers agree not to purchase or sell 
rubber except through the brokers. 
A committee of eighteen administers 
the work, six from each class. 

The procedure for the sale of rubber 
in London is, first, the cargo is handed 
over to recognized wharfingers who 
sample it for quality; next, the samples 
are sent to the broker, who submits 
them to the standard qualities com- 
mittee of the Rubber Trade Associa- 
tion, the duty of which is to certify 
that the samples conform to recognized 
market standards; if satisfied, the com- 
mittee certifies and stamps them to 
be of the grade claimed. A list of 
arbitrators is selected by the com- 
mittee each year, and the chairman or 
the vice-chairman appoints two ar- 
bitrators, and an umpire who must be 
a broker. In case of dispute, there is a 
right of appeal to a special tribunal. 

Every fortnight, settlement prices 
are fixed by the committee of the Rub- 
ber Settlement House and all dif- 
ferences have to be paid over within 
two days. 

This market has been subject to 
violent price fluctuations, due in part 
to the great difficulty of adequately 
adjusting supply and demand in the 
case of rapidly expanding demand and 
supply within recent years. From 
1922 to 1928 there has been an experi- 
ment in the artificial control of prices 
and production on the part of the 
British Government, which is generally 
considered to have failed of its object: 
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Commodity Exchanges in Germany’ 


By Hans HiescusTein 
Lecturer, Handels-Hochschule, Berlin, Germany 


OMMODITY markets .in Ger- 
many are no younger than in 
other civilized European countries, 
but ‘exchanges in the actual sense of 
the word have developed compara- 
tively recently. The oldest of these, 
perhaps, is the Berlin Grain Exchange, 
which has been quoting current prices 
of futures since about the forties of 
the nineteenth century. In addition, 
the markets in Hamburg had enjoyed 
decided significance since rather early 
times; however, the organization of 
actual exchanges in Hamburg, with 
transactions in futures and all other 
trading arrangements, dates only to 
the eighties of the nineteenth century. 
In 1892 the so-called Exchange 
Inquiry Commission was appointed, 
in consequence of certam disagreeable 
occurrences observed in the field of 
commodity speculation in futures, as 
well as in security dealings and in 
deposit manipulation of banks. Its 
findings led to the. enactment of the 
first German exchange law. This law 
was dated June 22, 1896 and went into 
effect January 1, 1897. It was modi- 
fied in certain details in 1908, especially 
in those pertaming to commodity 
transactions, but its basic features 
still hold today, and from present 
indications will continue to do so for 
some time to come. ` 


Provisions OF THE Excuangs Law 


‘This exchange law has regulated 
the organization of German exchanges 


1 Translated by Dr. Karl W. Scholz, Professor 
of Economics, Wharton School of Finance and 
Commerce, University of Pennsylvania, Phila- 
delphia, Pennsylvania. 


in only a few respects. It has, for 
example, failed to define the concept 
“exchange,” but in the very first 
paragraph it contains an extraordina- 
rily decisive provision. According to 
this provision, the establishment of an 
exchange must be approved by the 
state government. The state also 
exercises supervision over exchanges, 
but it may assign the direct supervision 
to official trade representatives (cham- 
bers of commerce), which is almost 
always done. Supervision pertains 
also to the arrangements incidental 
to exchanges; in particular to clearing 
houses, clearing associations, and simi- 
lar institutions. 

State commissioners are to be ap- 
pointed as state officials, according to 
Paragraph 2, BG.,? charged with super- 
vising the business conduct of the 
exchange, as well as the observance 
of the promulgated laws and adminis- 
trative measures. They are author- 
ized to attend conferences of executive 
bodies of the exchanges, as for example 
those of the directorates of the ex- 
changes and of security listing com- 
mittees. They may also supervise 
directly the fixing of price quotations. 
on the part of professional quotation 
brokers. 

Inasmuch as these state commis- 
sioners are generally called “exchange 
commissioners,’ while the direct ap- 
pointee of the board of directors of the 
exchange, charged with fixing quota- 
tions, is also designated as “exchange 
commissioner,” the two totally differ- 
ent functionaries are frequently con- 
fused. The state commissioner is 

4 Bérsengeseta Exchange Law. 
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a direct official of the state; the “‘dele- 
gated exchange commissioner,” on 
the other hand, is a merchant, elected 
to the directorate of the exchange by 
the members of the exchange, and 
appointed by the board, usually for 
a fixed period of time, to supervise the 
quoting of prices. On the grain ex- 
change he may also be an agriculturist, 


or representative of agriculture, as: 


explained later in this article. 

The state commissioner likewise 
participates in legal proceedings in- 
volving breach of ethical codes, where 
the exchange exercises disciplinary 
powers over its members. This is 
regulated in Paragraph, 8ff. of the 
exchange law. Paragraph 8 provides 
that the exchange supervisory board 
may adopt regulations for the pres- 
ervation of order and for the conduct 
of business on the exchange. The 
board of directors is authorized to 
punish persons who disturb the order 
or the course of business, with tempo- 
rary exclusion from the exchange or 
with money fines. There are further 


éxtensive provisions for the above- ` 


mentioned legal procedure in case of 
violation of ethical codes. The honor 
tribunal is composed primarily of 
members of the supervisory chamber 
of commerce. It calls to account those 
participants of the exchange “who, in 
connection with their activity on the 
exchange, have invited the charge 
of having committed an act which 
cannot be reconciled with honor or 
the claim to confidence in trading.” 
It may also pass on temporary or 
permanent exclusion from the ex- 
change, as well as on money fines. 
The exchange Jaw also permits the 
establishment of a large appellate 
honor tribunal with jurisdiction over 
all of Germany. According to the 
provisions of the exchange law, the 
following acts, for example, are adjudi- 
cated by the honor tribunal: shrewd 
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manipulation of quotations or prices; 
employment of trade methods which 
violate standards of mercantile con- 
duct; “incitement to exchange specu- 
lations lying outside the sphere of the 
business activity of the person so 
incited, if such speculations are con- 
ducted in a manner unworthy of the 
dignity of the trader”; carrying on of 
exchange transactions with mercantile 
employees without the sanction of the 
employers; finally, the repeated use 
of noncontractual products for tender 
of delivery, when the person making 
such tender knows, or under the cir- 
cumstances should know, that the 
product does not conform to the 
quality according to the terms of the 
contract—as well as all wash sales 
or other sham transactions. So far as 
I know, suit before the honor tribunal, 
arising out of the last named cause— 
continuous noncontractual or sham 
tendermg—has thus far never been 
instituted. 


Sworn EXCHANGE BROKERS 


In general, the quotations and the 
prices of securities and produce dealt 
in on exchanges are officially established 
by so-called “sworn exchange bro- 
kers.” These are really not officials; 
their position is perhaps comparable 
with that of the “inspectors” in the 
American certification system. Of 
significance for produce exchanges, in 
this connection, is the fact that, 
according to the exchange law, repre- 
sentatives of the farmers must be 
included on the boards of managers 
of grain exchanges, who are really, 
therefore, representatives of agricul- 
turalchambers. In Berlin, forexample, 
at least two such representatives must 
codperate in the fixing of prices for 
agricultural products. On the basis 
of voluntary agreement, there are 
representatives of the metal products 
industry on the boards of managers 
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of the metal exchanges. In case of 
future quotations of products, a claim 
to consideration in connection with 
the official fixing of commodity prices 
can be raised only if the transactions 
have been concluded with the aid of 
a sworn exchange broker. Occasion- 
ally this official is given another title, 
as, for example, “employed agent” in 
the metal exchange. Of course, other 
transactions may also be given con- 
sideration. 


. The German method of quoting on. 


the produce markets (in general also on 
the securities markets) is essentially 
different from that employed in the 
United States and in Canada. ‘There, 
as a rule, one is accustomed to quote 
continuously, all prices at which trans- 
actions have taken place, so that a 
complete market report affords at once 
a survey of the activity of the market, 
and of the nature of the market trend. 
In Germany, on the other hand, quota- 
tions are officially issued, as a rule, 
only at definite intervals in the course 
of the exchange transactions. On the 
Berlin Grain Exchange, for example, 
an opening quotation about 12:30 
and a closing quotation at 1:45 is 
issued. Before the Great War it was 
customary to establish an “unofficial” 
closing quotation at 2:30, i.e., a quota- 
tion established in the same manner 
but without official co§peration of the 
exchange commissioner or of the state 
commissioner. ‘This practice has not 
been reintroduced since then. 


LEGALITY oF Time TRANSACTIONS 


As was previously mentioned, certain 
practices on the Berlin grain market in 
the nineties, alleged bear raids, were the 
final causes for the passage of the ex- 
change law. This law therefore con- 
tains a series of detailed paragraphs 
pertaining to grain transactions, and 
provides in Paragraph 65 in summary 
form: “Dealing in futures on exchanges 
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in grain and mill products is forbid- 
den.” This provision of the first ex- 
change law has been included, unal- 
tered, in the revision of 1908, although 
in the meantime a substitute for the 
illegal grain transaction had been 
evolved, which helped to revive this 
practice moderately, without actually 
affording legal protection. Contracts 
arising out of forbidden transactions 
need not be carried out; securities 
which have been pledged may be re- 
claimed within two years. 

In deciding the question whether or 
not a time transaction in grain is illegal, 
the courts have not been and are not 
restricted. But since the necessity for 
permitting time grain transactions in 
some form had developed very soon 
after 1896, as mentioned above, a 
ruling was adopted, intended to protect 
the substitute “‘contractual right of 
delivery” against nullification. The 
ruling? is to the effect that all regula- 
tions concerning exchange time trans- 
actions, in particular the previously 
mentioned nullification provisions, are 
inapplicable to the purchase or other 
acquisition of grain or mill products if 
the contract is carried out according to 
the trading specifications sanctioned 
by the Federal Council (now National 
Council). 

These specifications must provide, in 
particular, that in case of delay, an ap- 
propriate period of grace be allowed 
(which, as is known, is nowhere recog- 
nized in connection with actual time 
transactions), that no product may be 


° delivered which has not been examined 


by sworn experts before tender of 
delivery, and finally, that noncon- 
tractual produce must be accepted up 
to definite minimum and maximum 
values. Furthermore, only producers 
or users of grain or flour, merchants, or 
registered codperatives dealing in such 
products or making loans against them, 
3 Paragraph 67 BG. 
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may participate in “legal trade de- 
livery transactions,” according to the 
so-called “Berlin contract.” 

But in spite of these regulations, the 
legality of the actual trade delivery 
business is still contested, for the fol- 
lowing paragraph (68) expressly estab- 
lishes the possibility of the so-called 
“repudiation of -contract”—(Dzrffer- 
enzeinwandes). In its first decisive 
section it reads as follows: 


If a contract providing for the delivery of 
grain or of mill products is made with the 
understanding that the difference between 
the contractual price and the exchange or 
market price at the time of delivery shall be 
paid by the loser to the winner, then the 
provisions of Paragraph 66 (nullification, 
right of demanding return) shall apply also, 
if it is not a question of a forbidden futures 
exchange transaction. This also pertains 
if the purpose of one party is to pay the 
difference and the other party knows or 
should know this purpose. 


Authoritative comments support the 
obvious viewpoint that hedging trans- 
actions are not included in this para- 
graph, but the Federal Court has hith- 
erto had no occasion to render a final 
verdict in such a case. Furthermore, 
action on account of repudiation of 
contract on the German produce ex- 
changes has thus far been prevented 
only by the free will of the members. 
In one or two cases after the war the 
attempt was made to invoke the period- 
of-grace provision of Paragraph 67, 
which represents the only actual differ- 
ence from the forbidden time transac- 
tion, and which therefore might lead 
immediately to the repudiation of 
contract upon the refusal of the buyer. 
But it has thus far always been possible 
to achieve fulfillment of contract within 
reasonable periods of grace, which has 
prevented the development of difficul- 
ties on the one hand, and on the other 
hand has made legal decision according 
to Paragraph 68 unnecessary. 
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The following commodities are dealt 
in on time transactions on German 
produce exchanges: grain in Berlin, 
Breslau, and Hamburg; sugar in Mag- 
deburg and Hamburg; coffee in Ham- 
burg; cotton in Bremen; copper in 
Berlin and Hamburg; tin in Hamburg; 
zinc and lead in Berlin; and rubber in 
Hamburg. 


VARIATIONS IN EXCHANGE PROCEDURE 


The basis of quotation for different 
commodities varies considerably. 
Thus, for example, grain is quoted in 
marks per thousand kilograms; sugar 
in marks per fifty kilograms; coffee in 
pfennig per 44 Kilo; and cotton, ac- 
cording to the original provision, in 
1/10 pfennig per kilogram; at present, 
however, in 1/100 United States cents 
per pound. This will be analyzed in 
greater detail when the individual prod- 
ucts which are traded in are discussed. 

Participation m exchange transac- 
tions is likewise regulated quite differ- 
ently on the various exchanges. Trad- 
ing permits are necessary for all German 
exchanges, but the requirements are 
fairly liberal, since legally the exchange 
isan open market. ‘Thus, for example, 
the Hamburg Exchange regulation of 
1921, the most liberal of all, provides 
that proprietors of firms and legal rep- 
resentatives of companies which are 
recorded in the trade register shall be 
admitted if the applicants have to rely 
on the use of the Exchange for the 
transaction of their business, and if 
they pledge their good personal and 
business conduct and the fulfillment of 
their obligations. Confidential clerks, 
authorized agents, and employees of 
such firms, as well as “other persons 
whose presence on the Exchange is 
desirable in the interest of all parties,” 
are admitted. In accordance with 
Hamburg practice, for example, at- 
torneys are also included in this latter 
category, as well as shipowners, ship 
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brokers, real estate dealers and insur- 
ance brokers. 

Most German exchanges have much 
more stringent admission requirements. 
But in contrast with the Anglo-Saxon 
so-called “guest cards,” which are 
issued for one or several days with the 
guarantee of a member of the exchange 
for proper conduct, the direct transac- 
tion of business may be expressly for- 
bidden, by almost all exchanges, to 
persons not actually admitted to the 
exchange. Thus, for trading in grain 
and flour in general, there are legal 
restrictions, as previously pointed out; 
for, naturally, only such groups of per- 
sons can be admitted to a grain ex- 
change as are permitted to transact 
business there. 

-A number of commodity exchanges 
have still further restrictions. They 
arise in part from the clearing-house ar- 


rangements, to be described later,.and . 


provide, in general, that business may 
be transacted only by members of 
the trade association of the exchange 
(metal exchanges in Berlin and Ham- 
burg, sugar exchanges, and so forth). 
The cotton futures exchange in Bremen 
goes farthest in this respect. It has 
limited its membership in the manner of 
Anglo-Saxon exchanges. Paragraph 5 
of its constitution reads: “The number 
of regular members is limited to 150.” 
In addition to regular members, special 
members also may transact business on 
the cotton futures exchange in Bremen. 
Firms registered in Germany, German- 
Austria, or Czechoslovakia are ad- 
mitted as such special members, in so 
far as they are engaged in time trans- 
actions. Also, such firms as are regu- 
lar members of cotton exchanges in 
Rotterdam, Liverpool, New York, or 
New Orleans are admitted; their rights 
and duties must be exercised by a repre- 
sentative residing in Bremen. 

This is a restriction contained in the 
regulations of practically all produce 
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exchanges. Since all declarations, no- 
tification documents, and so forth, 
regularly have a lifetime of only a few 
hours or days, their circulation must be 
expedited; and that is possible only if 
those who are to accept such docu- 
ments live in a narrow area which is 
easily accessible to messengers. 

In this connection a somewhat 
unique provision in business regula- 
tions of the Hamburg Sugar Exchange 
is worthy of note. There, the fixing of 
two price quotations takes place in dif- 
ferent localities—the first, in the busi- 
ness offices of the association of firms 
participating in sugar trade; the second, 
on the Exchange. Both places, to be 
sure, are located very near each other, 
and the transfer of the second price 
quotation to the Hamburg Exchange 
may probably be explained by the fact 
that it occurs during exchange hours. 


MARGINS 


In Anglo-Saxon countries, where the 
technique of time transactions is based 
directly on cash transactions—where, 
therefore, one proceeds from current 
and possibly daily calculations of 
differences—time transactions are 
today, as always, made only on margin. 
On German produce exchanges, as well 
as on German security exchanges, the 
arrangement was originally basically 
different. A transaction was a matter 
of confidence (credit); margins or in- 
creases of margins were not demanded, 
and differences were calculated and 
paid only when the transaction ma- 
tured. This different basis for ex- 
change transactions as a whole may 
explain, in part, the attitude of German 
courts and of wide official circles in 
Germany toward repudiation of con- 
tract, which continues to be almost in- 
comprehensible to those who are 
familiar only with the Anglo-Saxon 
manner of trading, based on continuous 
calculations of differences. 
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In the consultations of various 
groups of experts preceding the re- 
sumption of time transactions after the 
Great War and inflation, the conviction 
grew rapidly that, amidst the com- 
pletely changed business conditions, it 
would be practically impossible to work 
without the intermediary of a third 
institution which would at all times 
assure the completion of a transaction. 
The clearing-house arrangement, which 
has existed in Hamburg for decades, 
has therefore been adopted by those 
produce exchanges (and also by secur- 
ity exchanges) which formerly believed 
they could get along without it. 

Clearing houses or clearing associa- 
tions are usually attached to large 
banks, and have a limited right to re- 
fuse a signature, 1.e., the security for a 
transaction, without giving reasons. 
As a rule they require a certain fixed 
margin of their members who are im- 
mediately engaged in time transactions, 
and with the recording of every trans- 
action, they require a margin corre- 
sponding to the value consideration 
involved in the trade, usually repre- 
senting from five to fifteen per cent of 
the contractual amount. The provi- 
sions for additional margins vary. Or- 
dinarily, the range within which addi- 
tional margin is demanded is from two 
to three per cent of the value of the 
contractual trading unit. ‘This addi- 
tional margin must be furnished before 
the opening of the exchange on the 
following day, but in case of violent 
fluctuations, must be provided imme- 
diately. In case this is not done, the 
clearing house will resort to immediate 
settlement of the transaction and reim- 
burse itself out of the deposited col- 
lateral security. 


Contract REQUIREMENTS 


The units of contract correspond, 
with certain exceptions, to the sizes 
which are internationally customary. 
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Their lower limit is 1,000 kilograms, in 
the case of rubber; their upper limit 
is 50,000 kilograms, in the case of sugar. 

The variation in quantities is easily 
explicable, partly because of variations 
in values and partly because of the 
customary requirement for further 
processing within an average period of 
time. The total amount called for in a 
contract note need not always be de- 
livered at one time. Thus, for ex- 
ample, on the Hamburg Coffee Ex- 
change, the delivery of 250 bags may 
be made in two lots of 125 bags each; 
each lot may contain at most eight 
parcels, but only of coffee of one grade, 
and not more than 63 bags “regular” 
(lowest deliverable grade). Scoured 
and unscoured coffees of similar origin 
are considered as different grades in 
this connection. In the Bremen Cot- 
ton Exchange, the unit of 50 bales, 
equaling 13,840 kilograms, must be 
delivered at one place, with no more 
than three depositories. In this con- 
nection the further restriction is made 
that bales for which a reclassification Is 
necessary may be stored with only one 
depository. 

Very different, also, are the over and 
under weights. With cotton, for in- 
stance, the final weight, which may be 
contained in 46 to 56 square bales, may 
vary only 100 kilograms upward or 
downward, which is less than three- 
quarters of one per cent. In case of 
rubber, on the other hand, excess or 
under weight up to five per cent is allow- 
able. In both spot and time transac- 
tions, the over or under weight is almost 
always computed atthe settlement price 
on the day of tender of delivery, and 
only on very rare occasions, on a day 
near the day of tender, which has been 
set on account of some other act, such 
as fixing the weight, the payment, or 
the like. 

Inspection immediately before tender 
of delivery, as provided in the exchange 
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law for grain, has not been adopted by 
any other produce exchange. All ex- 
changes, however, require the tender of 
delivery of produce, the quality of 
which, according to terms of contract, 
has been established by experts (per- 
sons identified directly with the trade, 
or chemists); but the term of validity 
of such a certification is in general fairly 
long. In the case of metals whose 
composition may be ascertained by 
chemical analysis and cannot be 
changed, so long as the bars retain their 
identity, the examined item may even 
be divided. In this case it suffices to 
submit a copy of the certification of the 
test and the analyses. For rubber, 
coffee, and cotton, certifications as to 
condition are valid for one year. An 
exception is made in case of sugar, 
where quality according to contract is 
presupposed, and where appointees of 
the particular commodity exchange 
pass Judgment in case of dispute. 

Certification as to weight, which is 
likewise always established officially, 
often extends for a shorter period of 
time; with cotton, for example, for two 
months. Cotton is unlike other com- 
modities, in foreign countries as well as 
in Germany, in that every bale must be 
examined as to its deliverability, while 
with other commodities one is satisfied 
with sampling, usually by inspection of 
the entire lot and/or by systematic 
probing. A special provision obtains 
on the Hamburg Rubber Exchange, 
where the certification as to delivera- 
- bility must contain the additional state- 
ment “that the product, according to 
the opinion of experts, will probably not 
become resinous within the period of a 
year and not lose in value if properly 
stored.” 

Conditions as to deliverability on the 
various exchanges which trade in a 
commodity in Germany are not always 
uniform. Thus, for example, the mini- 
mum hectoliter weight for wheat in 
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Berlin and Breslau is 755 grams per 
liter; in Hamburg it is 76.5 per hecto- 
liter, because the Hamburg market 
trades in undutiable commodities. Its 
foreign grains are generally accepted, 
while Berlin and Breslau operate pri- 
marily with domestic grain. 

As to the question of “trading peri- 
ods,” relatively little need be said. 
Even as in foreign markets, trade in 
some commodities is carried on for a 
number of successive months—for 
example, cotton, twelve months; sugar, . 
ten to twelve months; metals, twelve 
months—while other commodities are 
traded in only during a shorter period 
of particularly important months. The 
latter applies primarily to grains, 
which are quoted basically for March, 
May, July, September, October, and 
December, for which, however, Novem- 
ber has almost always been quoted 
since the war, at the end of September. 
A special case is the customary trade 
in sugar for a number of months—for 
example, January to March. In this 
case, equal quantities of the total con- 
tracted amount may be tendered in 
each of the specified months, at inter- 
vals during the month, according to the 
choice of the seller. 


TENDER OF DELIVERY 


The technique of tender of delivery 
is essentially no different from that 
which is customary in other countries. 
In general, tender of delivery is made 
at the warehouse. However, the grain 
exchange in Hamburg recognizes ten- 
dering at ships in the harbor of Great- 
Hamburg, also at auxiliary sailing ves- 
sels and barges; the Berlin and Breslau 
grain exchanges tender on skiffs, Bres- 
lau also at freight cars. As a result of 
the pronounced weakening of the Ger- 
man market, due to war and inflation, 
a number of German markets also per- 
mit tendering in foreign localities. 
Thus, for example, metals and rubber 
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may be tendered at English and Dutch 
warehouses, with certain discounts. 
The sugar exchanges also recognize 
tender of delivery not only in Great- 
Hamburg but also in Bremen, Stettin, 
Danzig, Neufabrwasser, Amsterdam, 
and Rotterdam. 

More important, however, than these 
special provisions, is tendering against 
“smelting receipt” (Hilttenschein) in 
the metal trade. This became neces- 
sary because the accumulation at the 
exchanges of such large stocks as are 
presupposed by time transactions was 
impossible on account of excessive 
costs. Since these places did not 
coincide with the production or con- 
sumption areas, double freights and 
costs frequently developed, and at 
times a sales tax obligation was added. 
This smelting receipt is a special kind 
of warehouse receipt, for which insur- 
ance companies “have guaranteed to 
the actual legal holder, the rights 
accruing to the warehouse receipt 
owner who is authorized to take pos- 
session through an indorsable war- 
rant.” The smeltery is obligated to 
deposit quantities corresponding to 
these warehouse receipts and to keep 
a separate set of warehouse books. 
It scarcely needs special mention that 
in case of tender of delivery abroad, 
the certifications by foreign exchanges 
are always recognized. 

Finally, presentation should be made 
of the most important contractual 
unit provisions and of other provisions 
pertaining to the various exchanges in 
question. 


CONTRACTUAL UNIT Provisions 


Grain.— Trading and contractual 
unit provisions are fixed, that is, 
sanctioned, by the Federal Council. 
The unit of trade for grain is 30 tons; 
for rye flour, 800 bags at 100 kilo- 
grams gross; condition of wheat, 
“sound, dry, suitable for milling pur- 
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poses, without coarse and hard wheat,” 
in Hamburg with a hectoliter weight 
of at least 76.5 kilograms per hectoliter, 
and in Berlin, 75.5 grams per liter; 
rye, “good, sound, dry, free from grain 
must,” in Hamburg with a minimum 
weight of 71 kilograms per hectoliter, 
and in Berlin, 712 grams per liter; 
corn, Berlin and Hamburg, “good, 
sound”; barley, Hamburg, “good, 
sound, feed barley”; oats, Berlin and 
Breslau, “good, sound, dry, free from 
grain must,” with a minimum weight 
of 475 grams per liter; rye flour, Berlin 
and Breslau, “sound, good.” The 
contract specifies in all cases that the 
produce must have been declared 
deliverable by three sworn experts no 
later than the work day immediately 
preceding tender; that reimbursements 
must be made for over or under valua- 
tion, in Hamburg to 2 per cent, in 
Berlin and Breslau with wheat, to 
5 RM, with rye and oats, to 4 RM, 
in Berlin with corn, to 8 RM per ton; 
and that in case of greater under valua- 
tion, the produce is not deliverable. 
Over or under weight of an item, up to 
5 per cent is computed at the price 
on day of acceptance. A suitable 
period of grace must be allowed. 
Controversies arising over contracts 
are settled by arbitration if the parties 
involved correspond to Paragraph 53 
BG.; that is, if registered traders, 
board members of registered coUpera- 
tives, professional visitors to the 
exchange, or foreigners are involved. 
Sugar—The unit of contract in 
sugar is 50 tons; deliverable, “sound, 
dry, white sugar of quality customary 
in trade, with color at least Dutch 
standard 25,” in German and foreign 
white product. Sugar made from 
molasses is not deliverable. Sugar 
must be ready for shipments within 
the prescribed time for delivery in 
Great-Hamburg or in the above- 
mentioned other ports, and in uniform 
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quantities if delivery extends over 
several months. In Great-Hamburg, 
tender of delivery is permitted in 
items of 20 tons; otherwise only in 
whole lots of 50 tons, with discount. 
Every tender of delivery must repre- 
sent a uniform lot and grade. The 
first seller may tender on the forenoon 
of the first work day of a new month. 
Sugar tendered in the futures market 
may not be imported into the interior 
of Germany, because of duty, accord- 
ing to Hamburg provisions. 
Coffee-—The unit of contract in 
coffee is 250 bags, equaling 14,700 
kilograms net. The basis of quota- 
tions Js superior Santos. Santos, Rio 
and Minas, Salvador, Nicaragua, Costa 
Rica, Guatemala, Mexico, Colombia, 
Venezuela, Maracaibo, and Parana are 
deliverable. Values are established 
according to Santos grades—extra- 
prime, prime, superior, good, and 
regular. Santos under regular, and 
other admissible grades under good, 
are expressly excluded. Santos supe- 
rior is quoted in pfennig per 4 kilo- 
gram as a base, and for other grades, 
premiums and discounts are allowed. 
At present, Santos extra-prime com- 
mands 6 pfennig premium; regular, 
7 pfennig discount. The maximum 
premium of 15 pfennig applies to all 
coffees scoured in Central America 
except in' Nicaragua, and scoured 
coffee from Caracas. The maximum 
premium of 10 pfennig per 4% kilo- 
gram applies to Rio and Minas. 
Grades and price differences are annu- 
ally adjusted anew, and go into effect 
twelve months after publication. 
Tender lots contain 125 bags consisting 
of not more than eight grades, and 
are not inseparable. A Santos tender 
lot may never contain more than half 
regular. Every tender lot must con- 
tain coffee of only one grade. Scoured 
and unscoured coffees of one grade are 
deliverable only in separate lots. All 
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grades, except Brazilian coffee, must 
be delivered after mixing, in the 
original receptacles. 

The trade regulations for coffee in 
Hamburg contain a provision, usually 
found also in other Hamburg time 
markets, as to the influence of events 
of nature. If because of these, at 
least one third of the tenderable quan- 
tities stored in Hamburg are destroyed 
or made unsuitable for delivery, the 
vendor may require that settlement 
be made without delivery. If the 
time terminal market has to remain 
closed for at least ten successive work- 
ing days, all of the unfinished time 
transactions will be completed by 
compulsory settlement, according to 
a ruling of the directorate of the 
exchange. 

Cotton.—The unit of contract in 
cotton is about 50 (46 to 56) bales of 
11,840 kilograms net, quoted in 1/10 
pfennig per kilogram; at present, 
25,000 pounds in 1/100 United States 
cents per pound. Deliverability and 
classification provisions correspond to 
those prevailing in America. Trade 
is carried on in “North American 
cotton, basis, middling, nothing under 
low middling of the official standard of 
the United States of America.” Class 
and staple differences are fixed by a 
committee on one of the last two 
exchange days of each month. 

Metals —The unit of contract in 
copper and lead is 10,000 kilograms; 
in zine, 25,000 kilograms; in tin, 1,000 
kilograms. The contract requirement 
is “customary trade quality,” the 
deliverable grades and brands being 
separately listed in the specifications 
of the appended lists. Delivery is 
effected by transfer of warehouse 
receipt together with certifications by 
experts and chemists. The basis of 
the unit of contract is, for example, 
refined copper of 99 to 99.3 per cent 
pure copper. The premium for electro- 
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lytic copper at present is 5 marks per 
100 kilograms. For tender of crude 
copper under 99 per cent, a correspond- 
ing discount is allowed. Im case of 
lead, the unit basis is original soft 
virgin lead (Hiittenweichblet) with 
stamp of producer; in case of zinc, mine 
crude zine of designated brand; in 
case of tin, Straits and Australian tin 
of prescribed grade. 

Rubber —The contract unit in rub- 


217 


ber is 1,000 kilograms. The trading 
basis is: Hevea Plantation Rubber of 
good quality customary in trade, 


_packed in boxes, types and price 


differences to be established at least 
once a year. Recognized grades are: 
thick and thin First Latex Standard 
Crépe; Standard Ribbed Smoked 
Sheets; thin, clean, brown Estate and 
Remuilled Crêpe; thick, clean, brown 
Estate Crépe and brown blanket crépe. 


Commodity Exchanges in France’ 


By A. pr Laverane, Docteur en Droit (Paris) 
Director, La Confédération de la Production Française, Paris, France 


RODUCE exchanges are to be 

found in several French towns. At 
Paris, in addition to the wheat, oats, 
hay, and rye markets which came into 
existence eighty years ago, there is the 
sugar market which has been in opera- 
tion for fifty years, as well as the newer 
markets for flour, gasoline, rice, maize, 
and rubber. Havre, which has long 
specialized in the handling of foreign 
, products, ‘possesses organized markets 
dealing in cotton, raw wool, nonfer- 
reous metals, coffee, cocoa, and pepper. 
Since 1925, organized markets have 
been created at Lille for oats, wheat, 
Argentine maize, rye from Algeria and 
Tunis, Chilean nitrates, and linseed oil 
and cake. The market for wool tops 
at Roubaix-Tourcoig is older, having 
been set up in 1888. Finally, the chief 
raw materials consumed by the indus- 
tries of the Rhone Valley are handled 
at Marseilles on the exchanges for oil 
seeds, ‘oils, and cereals. 


ORGANIZATION 


Produce exchanges are created at the 
initiative of the chamber of commerce 
of the town in which they are to oper- 
ate. ‘Their opening must, however, be 
authorized by the Government, which 
also has the power to close them 
if they are no longer held to per- 
form any public service. Moreover, 
organized markets are subjected by the 
Government to regulations that pre- 
scribe the conditions under which 
- transactions in futures may be carried 
on, the manner in which the brokers 
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may transact business, the nature of 
the operations permitted on the mar- 
ket, and the conditions of access to the 
building in which the market is held. 
These regulations are issued after con- 
sultation with the chamber of com- 
merce of the town. 

The municipality is responsible for 
the policing of the exchange. The 
mayor (or the chief of police in Paris) 
is charged with the duty of preserving 
order at the meetings, and fixes the 
times at which the exchange opens and 
closes. 

The building in which the market is 
housed belongs either to the chamber of 
commerce or to the town itself.- The 
chamber of commerce provides for 
the financial administration of the ex- 
change and attends to the details of 
management, being authorized to reim- 
burse itself for these expenses by levy- 
ing a tax on certain classes of business 
men. 

A syndicate is formed by those who 
intend to trade on the exchange, as well 
as smaller syndicates confined to those 
interested in the various markets for 
particular commodities. These syndi- 
cates are created under the law of 
March 21, 1884 dealing with profes- 


‘sional societies, and membership is 


open to merchants, manufacturers, and 
brokers who are interested in th 
market. | 
The relations of the members to one 
another and to the syndicate as a 
whole are regulated by a special statute 
which determines the conditions of 
admission to and expulsion from the 
syndicate.. The statute also provides 
for the election of a committee charged 
with the duties of management. The 
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duties of themanagement committee for 
the Paris Exchange, which follow, may 
be taken as representative of all cases: 

(1) The preparation of rules and 
regulations which must be observed by 
all who make use of the exchange; 

(2) The supervision of the arrange- 
ments for the settlement of transac- 
tions, with the right to approve or ex- 
clude specific traders; 

(3) The approval of the warehouses, 
or stores at which delivery of the goods 
traded may be made. Such approval 
is dependent upon the adoption of a 
specified scale of charges, and the ware- 
houseman must store the goods in such 
a fashion that specific parcels of goods 
can be identified. In addition, a re- 
port must be made periodically to the 
syndicate, showing the quantity of 
produce actually delivered at each 
settlement. The committee publishes 
an abstract of these reports, which is of 
great value as an indicator of market 
conditions; 

(4) The organization of a corps of 
experts charged with the duty of es- 
tablishing standard grades for the 
produce, as well as the grading of each 
particular consignment; 

(5) The organization of an arbitra- 
tion committee for the settlement of 
disputes arising in regard to the execu- 
tion of future contracts. 

Although the exchanges are managed 
and operated by the syndicate, they are 
often open to all who wish to trade. 
Indeed, the syndicates have shown 
themselves to be very liberal in this 
matter, admitting to the floor not only 
their own members but any merchants 
carrying on business in the produce 
concerned, within the town where the 
exchange is situated. The only re- 
quirements made of these “outsiders” 
are that they conform to the regulations 
of the market and pay charges which 
are slightly higher than those required 
of the members. 


The quotation list for the produce 
traded on the exchange is not, how- 
ever, prepared by the syndicate, but by 
the brokers, who take no part in the 
actual operations. They are allowed 
to publish the quotation, thus giving it 
an official character, but they have no 
power to influence it. Indeed, the 
brokers are not allowed to execute a 
single transaction on their own account. 
In receiving an order from one of their 
clients, they must pass it on to a 
trader, or a member of the exchange, 
for execution. The only cases in which 
they may operate on their own account 
are at forced resales, or repurchases, 
and at the public auction of the con- 
tracts of traders failing on settlement 
day. 


OPERATIONS 


The detailed regulations drawn up 
by the syndicate give in concrete form 
the customs of the market. Unless the 
parties to a future contract wish to 
exclude these customs specifically, some 
such phrase as “the contract is made 
subject to the regulations of the ex- 
change at X” is generally included. 
This is important, in that the courts 
consider such customs as common and 
established, and will hold them to be 
binding on the parties in case of litiga- 
tion. . 
The goods to which a contract refers 
must be of a determined grade, which 
is customarily handled on the market, 
but it is always permissible to deliver 
goods of a slightly inferior quality, sub- 
ject to a slight reduction in the price 
specified in the contract. The regula- 
tions of the market also specify the 
minimum unit of produce which may 
be traded, and all transactions must be 
in multiples of this unit. 

At Paris all future contracts are em- 
bodied in a written document (jiliére) 
which can be transferred by indorse- 
ment. Such a certificate may be issued 
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only by a seller who has been properly 
admitted to the market and he must 
issue certificates equal in number to 
the number of the above-mentioned 
units involved in the transaction—a 
regulation designed to facilitate the 
division of the produce into smaller lots 
for subsequent transactions. All such 
certificates must be on the printed form 
issued by the exchange, and the seller 
must enter particulars as to the date of 
delivery, the place at which the produce 
is stored (which must be one approved 
by the committee), and the marks by 
which the goods may be identified. 
This certificate is then delivered to one 
of the officials in charge of settlements, 
who is responsible for collecting the 
successive indorsements and settling 
the differences in price at each transac- 
tion. As the successive transactions 
occur, this official pays to each new 
purchaser (or receives from him) the 
difference between the price specified in 
the seller’s invoice and that in the new 
invoice which the buyer hands to him. 
At the time of the final settlement, a 
final delivery note is given to the buyer, 
who may then take delivery of the 
produce. 
_ Because of the importance of the 
work of these officials there has been 
created at the produce exchange (Bourse 
de Commerce) in Paris a “corps of 
liquidators,” officially approved by the 
syndicate, at the office of which all the 
certificates are issued (or indorsed) at 
the time of each transaction. 


“ BUREAU OF SETTLEMENT” 


By reason of the numerous factors 
which may influence the market be- 
tween the time a contract Is entered into 
and the time it is completed, the risks 
assumed by the parties are sometimes 
considerable, and one or the other may 
find himself unable to meet his engage- 
ments. To replace the collateral se- 
curity which might theoretically be 
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required, but in fact is not, there has 
been set up at some of the exchanges a 
bureau of settlement (Caisse de liquida- 
iton) in the form of an independent 
corporation. Such bureaus are at- 
tached to the exchanges at Havre, 
Lille, and Roubaix, as well as to the 
sugar exchange at Paris. 

When a contract is entered into, the 
function of the bureau of settlement is 
to substitute for the original contract 
between buyer and seller, two new and 
distinct contracts—one between the 
bureau as buyer and the original seller, 
and the other between the buyer and 
the bureau as seller. As a result of 
this operation, the individual buyers 
and sellers have no direct relations with 
one another, but each has a contract 
with the bureau. 

In order to safeguard the bureau of 
settlement against losses resulting from 
fluctuations in the market, the two 
traders must, at the time the contract 
is made, lodge with the bureau a de- 
posit, called the original deposit, which 
is calculated as a percentage of the 
value of the produce covered by the 
contract. The percentage is fixed by 
the regulations of the bureau, subject 
in most cases to the approval of the 
committee which manages the ex- 
change, on the basis of the anticipated 
market fluctuations, but may be varied 
in individual cases according to the 
credit standing of the trader. 

Moreover, after the contract has 
been delivered, if the fluctuations of 
the market render the security of the 
original deposit inadequate, the bureau 
may require a supplementary deposit 
from the buyer in the case of a falling 
market or from the seller when the 
market hasrisen. ‘This supplementary 
deposit is known as margin, and must 
be increased as often as fluctuations in 
the market render the existing deposit 
inadequate as security. 

The bureau of settlement thus in- 
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cludes all of the transactions taking 
place at the market, and insures that 
all contracts will be settled when the 
due date arrives. Where such a 
bureau has been set upit therefore super- 
sedes the system of certificates (filières) 
to which reference has been made. 

As has been frequently pointed out, 
the operations of these bureaus of 
settlement are particularly advanta- 
geous in that they tend to curb specula- 
tion. By varying the amount of the 
deposit required, they can restrain those 
operators who are too bold, thus 
minimizing the fluctuations of the 
market and avoiding violent crises. 


Tes Furures MARKETS AND THE Law 


Despite the benefits derived by 
society from the operations of futures 
markets in various forms of produce, 
the Jurisprudence of the French courts 
has for a long while placed serious 
obstacles in the way of such markets. 
Although the Commercial Code does 
not directly place the exchanges under 
any regulation, the courts often applied 
to contracts made in these markets the 
provisions of Article 1965 of the Civil 
Code, which prohibits the recovery in 
the courts of a debt arising from 
gaming or wagering. The validity of 
futures contracts was recognized only 
when it could be shown that they were 
in no way tainted by gambling. 

But as a result of certain develop- 
ments which demonstrated the danger 
of leaving futures markets to the good 
will of the courts, the law of March 28, 
1885 was passed. In that act it is set 
forth that 


all organized exchanges on which public 
or other securities, or any form of produce, 
are bought and sold are assumed to be legal. 
No individual may escape from an obliga- 
tion Incurred on such an exchange by avail- 
ing himself of Article 1965 of the Civil Code, 
even when the’ obligation is determined 
solely by the difference between two prices. 


Despite the clear statement of the 
law of 1885, a certain number of the 
courts continued to accept the defense 
of gambling put forward by unfortunate 
speculators. The Cour de Cassation 
(the final court of appeals) in a decision 
of June 22, 1898, stated that the ilaw 
was to be understood as preventing the 
judges from inquiring into the intention 
of the parties, and that speculations in 
securities or produce, taking place ac- 
cording to the regulations of organized 
exchanges, should in all cases be taken 
as legal. Since that time the Cour de 
Cassation has continuously stood by 
this decision. 

The only situation to which the law 
of 1885 does not apply is that in which, 
from the very beginning of the con- 
tract, the parties agree that no produce 
shall be delivered or accepted. In 
such a case we are obviously faced with 
a pure gambling operation. 


Economic ASPECTS OF EXCHANGES 


The produce exchanges in France 
play an important part in controlling 
the supply of goods to commerce and 
industry. The activity of these mar- 
kets in the larger cities, like Paris, 
Marseilles, Lille, Havre, Roubaix, and 
Tourcoing, is a proof that they satisfy a 
real economic need. In Paris alone, 
according to a recent pamphlet of the 
Syndicate of the Bourse de Commerce, 
the volume of business during the year 
1929 amounted to 5,009,000 tons in the 
case of sugar, 7,926,000 tons of wheat, 
8,456,000 tons of oats, 3,455 tons of 
rubber, and 173,145 hectolitres (about 
400,000 gallons) of alcohol. 

Thanks to the existence of these im- 
portant markets, business enterprises 
can be sure of obtaining the supplies of 
raw materials which they need, while 
escaping much of the danger arising 
from the large and frequent fluctuations 
in their prices. 

But in order to perform their function 
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efficiently, the exchanges must be en- 
tirely free from all restrictive interven- 
tion on the part of governmental 
bodies. Too often the Government 
interferes, even nowadays, in regard to 
operations in futures, prematurely 
modifying the rules of the exchange in 
order to curb either the buyers or the 
sellers. Too often, also, in order to 
restrict the fluctuation in quotations, 
which are produced by inescapable 
economic factors, an attempt is made 
to control the number of speculators, 
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thus impeding speculation itself, which 
is essential if the market is to achieve 
stability. through the multiplicity of 
transactions. 

Finally, may we not hope that with 
the return to normaley after sur- 
mounting the difficulties arising out of 
the war and the monetary chaos, the 
produce exchanges will without any 
restriction be allowed to develop their 
operations in such a way that supply 
and demand may exercise their full 
effects? 


Commodity Exchanges in Japan! 


By ZENSAKU Sano, J.D. 
President, Tokyo University of Commerce 


and 
SENTARO [URA 
Professor of Stock and Produce Exchanges, Tokyo University of Commerce, Tokyo, Japan 


HE economic study of exchanges, 
stock or produce, is of relatively 
recent origin in Japan. Hitherto, not 
many of our economists have turned 
their serious attention to this subject, 
on which their writings are as vet 
neither numerous nor in any way re- 
markable. ‘The reasons are not far to 
seek. For one thing, there has always 
existed in the popular mind.a deep- 
rooted prejudice against an exchange 
as a mysterious sort of place having a 
technique and a vocabulary of its own 
which surpass the understanding of 
uninitiated outsiders. It is even re- 
garded as a spot of doubtful decency, 
where people indulge in operations 
little short of gambling—in other words, 
“a sink of iniquity,” which ladies and 
gentlemen can scarcely approach with- 
out compromising their reputation. 
Happily, however, a change for the 
better is noticeable in recent years. 
With the rapid social and industrial 
progress of the Nation, the Japanese 
public is now beginning to realize and 
appreciate the economic importance of 
exchanges, and at the same time we 
note with pleasure the rise of a new 
school of economists and lawyers who 
take up the study of the subject in real 
earnest and in the proper scientific 
spirit of inquiry. This fact is particu- 
larly significant, considering that in the 
course of her unique history, Japan has 
developed an exchange system charac- 
teristically her own, a careful investiga- 
tion of which is expected to reveal many 
1 Translated in Japan. 
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an interesting fact unfamiliar to the 
economic science of the West. 

In this paper an effort will be made, 
within the limited space at our dis- 
posal, to trace. briefly the history of our 
produce exchanges, to describe their 
present condition, and to point out 
some of their urgent problems, upon 
the proper solution of which depends 
the future of this important institu- 
tion. 


A HISTORICAL SURVEY 


It is a fact of great historical interest 
that in Japan produce exchanges pre- 
ceded stock exchanges by a century and 
a half in their order of development, 
which is just the reverse of what took 
place in the West. In Europe, where 
the issue and the sale of public bonds 
came early to be known, securities 
were naturally the first objects to be 
handled on the exchange, and the 
perfection of a business technique 
for lending fungibility to commodities 
was considerably retarded? In Japan, 
on the other hand, where rice, which 
from ancient times has been the staple 
food of the people, is unequaled in im- 
portance, with an exceptionally large 
market, there has evolved in due course 
an elaborate organization for facilitat- 
ing its commercial transaction; while 
dealing in securities, such as stocks 
and bonds, is a decidedly modern 
practice. 

During the period previous to the 
Restoration of 1868, the commodities 

? Bernhard, Georg, Die Börse, 1906, pp. 15-16. 
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listed on our produce exchanges in- 
cluded rice, oil, cotton, and precious 
metals, the leading commodity being, 
as has been indicated, rice, in compari- 
son with which the others paled, as one 
might say, into insignificance. The 
greatest rice exchange of that period 
was that of Osaka, others of various 
sizes being found in, the prosperous 
castle-towns of daimios and in such 
business centers as Otsu, Nagoya, 
Kanazawa, Takaoka, Shonai, Ku- 
wana, and Akamagaseki. 

On the Osaka Rice Exchange the 
first kind of transaction to be carried 
on was spot rice in exchange for “rice 
tickets.” These tickets were issued by 
daimios, as well as by temples and 
` shrines, in order to cash their annual 
fiscal revenues in the shape of rice, by 
, shipping their ‘holdings from their 
respective provinces to their granaries 
in Osaka, Yedo (or Tokyo), Otsu and 
other great rice-distributing centers. 
Thus, in Osaka there were at one time 
no less than six hundred granaries of 
this kind, holding in a year of good 
harvest 1,800,000 koku, or approxi- 
mately 9,000,000 bushels, of rice. 

The so-called “forward delivery con- 
tracts” date back to the first quarter of 
the eighteenth century and were legally 
recognized by the Yedo authorities in 
1730. In contrast to spot transactions, 
they were called “book transactions.” 
The authorities, in putting their seal of 
approval upon this practice, took the 
view that, although only a form of 
gambling, it was useful as a means of 
hedging and also because it tended to 
raise the price of rice, thereby benefit- 
ing the ruling, and therefore the rice- 
receiving, classes of the shoguns, the 
daimios, and the samurai, as well as 
the farmers, whose prosperity, in turn, 
was thought to stimulate the commer- 
cial and industrial communities. The 
measure was of an epoch-making na- 
ture, because it led to the eventual 
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separation of real and speculative 
markets in Japan, thus causing a 
deplorable demoralization of the latter 
and making the sound growth of our 
exchanges extremely difficult. 

Stock exchanges were first estab- 
lished in Japan only after the Restora- 
tion. They appeared primarily to 
handle bonds issued by the new Im- 
perial Government, and later, stocks 
and shares as these began to be put on 
the market with the introduction of the 
joint stock form of business organiza- 
tion. Thenceforth Japan came to 
have a parallel system of produce and 
stock exchanges, both of which, in 
spite of numerous drawbacks, are 
steadily winning recognition as in- 
dispensable economic agencies. The 
commodities at present traded in on the 
Japanese produce exchanges are rice, 
cotton, cotton yarn, raw silk, sugar, 
bean cakes, grain, starch, marine 
manure, and so forth. Of these, rice, 
cotton yarn, and raw silk are of special 
importance. 


ORGANIZATION 

The perennial questions with regard 
to the regulation of exchanges in Japan 
are whether they should be managed on 
a commercial or a noncommercial 
basis, whether or not they should be 
regulated by self-governing public 
bodies, and whether they should be 
organized in the form of associations or 
joint stock companies, or as Govern- 
ment enterprises. The persistent re- 
currence of controversy on these points 
seems to be a peculiar feature of Jap- 
anese economics. 

By the associational form of organi- 
zation is meant that followed by Ameri- 
can and English exchanges, which are 
voluntary and noncommercial. Joint 
stock company exchanges, managed 
independently of those utilizing them, 
are run primarily for profit and are not 
without the danger of leaving some- 
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thing to be desired in point of service, 
not infrequently going to the length of 
trying to increase their income by 
positively encouraging speculative ven- 
tures. Exchanges of this kind have 
been found useful on account of the 
legal obligation imposed ‘on them to 
stand security for every transaction 
effected through them—an expedient 
necessitated by the limited resources 
of our brokers. But on the other 
hand, this system of indiscriminate 
guarantee required of exchange com- 
panies has the disadvantage of inter- 
fering with the elimination of brokers 
of insufficient means, whom it en- 
courages to speculate in excess and out 
of all proportion to their financial 
ability. 

Historically speaking, Japanese ex- 
changes were originally all business 
enterprises. In the Tokugawa period 
they were owned by private indviduals 
who specialized in the management of 
this particular branch of business and 
who were known as kuramoto, motojime, 
or negainin. Exchanges on a noncom- 
mercial basis appeared at a later date, 
but their number was small. As ex- 
‘amples of publicly owned exchanges, 
we may recall those established im- 
mediately before the Restoration by 
feudal daimios for the purpose of re- 
lieving their financial stringency by 
imposing “contributions” upon those 
making use of their service. But these 
belonged to the commercial, rather than 
the noncommercial, kind of exchanges. 

Of these three main types of ex- 
change, the first was the predominant 
type during the pre-Restoration period, 
so that we may safely conclude that our 
exchanges have always been mainly 
commercial in their principle of or- 
ganization. 


JOINT STOCK COMPANIES 


The Rice Exchange of Osaka, re- 
vived soon after the Restoration, was 
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quasi Governmental, having a Govern- 
ment official as its president. But the 
advent of joint stock companies, intro- 
duced through intercourse with foreign 
countries, soon caused all our ex- 
changes to adopt that new form of 
organization, the tendency culminating 
in the Rice Exchange Act of 1876. 
The amendment of this act in 1887, 
popularly called the “Bourse Act,” 
was framed through the inspiration of 
the West, and favored the mutual, or 
associational, form of organization. 
It was destined, however, to stumble 
upon the difficult question of what to 
do with the large exchange companies 
already in existence, and after several 
years of investigation, the act of 1893 
was passed, whereby both forms of 
organization, associational and joint 
stock, were equally recognized. 

As a matter of fact, the joint stock 
form of exchange has always been in 
the ascendancy in this country, the 
associational kind making rather a 
poor showing. It is true that at the 
time of the above-mentioned legislation 
a few exchanges were organized on this 
latter plan, numbering in 1894 seven in 
all Japan; but the year happened to syn- 
chronize with the victorious war with 
China, which brought a wave of busi- 
ness prosperity which resulted in an 
unduly large number of joint stock 
companies operating as exchanges, 
of which there were in that year alone 
no less than 98. In 1897, exchanges of 
the mutual type were reduced to five 
in number, while the joint stock ones 
Increased to 123, which gave to this 
small island Empire a network of 130 
exchanges! 

The upshot of this feverish trend was 
that the majority of these exchanges 
degenerated into little better than 
public gambling houses where they 
merely betted on the quotations of the 
central exchanges. The evils of the 
situation in time became so pronounced. 
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that the Government decided to cut 
down the number of such questionable 
exchanges at every opportunity. At 
present (in 1930) there still remain 
thirty-two exchanges run by joint stock 
companies as against five of an asso- 
clational character. 

It may be mentioned in passing that 
the latter kind became extinct in 
1916, but that the Exchange Act of 
1922 brought five new ones into exist- 
ence. The spirit of the law now in 
force ordains that the existing exchange 
companies be induced to change their 
form of organization to that of associa- 
tions, and that the Government shall 
not grant permission for the establish- 
ment of exchanges unless they are 


mutually organized. 


Way Jomt Stock COMPANIES 
FLOURISH 


Jt will be asked why the above state 
of things has come about in this coun- 
try. In the first place, exchanges on a 
mutual basis are handicapped in being 
required as a condition of organization 
to have a minimum number of mem- 
bers (at present thirty) who must per- 
sonally engage in operations thereupon. 
Moreover, chief distributing centers 
for produce or securities are, in most 
cases, already exclusively monopolized 
by exchange companies whose pre- 
eminence is assured by the legal pro- 
vision that there shall be no more than 
one exchange in a given district in 
respect to a given object of transaction. 
Joint stock companies, on the con- 
trary, are more easily promoted, inas- 
much as they have simply to invite 
subscribers who are mere shareholders, 
without the obligation to deal on the 
exchange. ‘Thus, in times of boom, 
there is no lack of temptation for com- 
pany mongers who float schemes for no 
other purpose than that of making 
money on mere rights of subscription, 
as well as on the general rise of shares. 
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It is no wonder, then, that during the 
World War, exchange companies or- 
ganized by Japanese spread even as 
far as Shanghai, Tientsin, Hankow, 
and Canton. It must be observed, 
however, that such exchanges, despite 
their rash creation, usually prolong 
their precarious existence by virtue of 
the system of compulsory guarantee 
instituted in 1882, which, as has been 
mentioned, has served a useful purpose 
in consideration of the slender means of 
Japanese exchange brokers. But the 
fact is that since company promoters 
are interested only in profit-making 
and not in the business itself, ex- 
changes organized by them are ready to 
collapse like a house of cards at the 
first indication of hard times, which 
causes their shares to fall, ultimately 
reducing them to nothing. 

As regards exchanges managed by 
public bodies, mention has already 
been made of those belonging to dal- 
mios before the Restoration, as well as 
of the Rice Exchange of Osaka, pre- 
sided over by a Government official. 
From that time to this, the supremacy 
of joint stock companies has remained 
unchallenged, and it is only with the 
growth of transactions in some of the 
important commodities of Manchuria 
that there have been established in 
various parts of that territory ex- 
changes under the direct management 
of the Government-General of Kwan- 
tung. 


SPECULATIVE TRANSACTIONS 


Transactions on Japanese exchanges 
are, in the main, speculative. Law 
provides for the possibility of spot 
transactions along with those in futures, 
but in actual practice, dealing in dif- 
ferences is the most usual kind of 
operation carried on, bargains for 
fixed term settlements being in the 
majority. Thus, forward delivery con- 
tracts would hardly be practicable in 
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Japan unless capable of settlement by 
“counter sales or purchases for can- 
cellation.” 

This practice is characteristic of 
Japanese exchanges, which legally per- 
mit each of the contracting parties to 
effect, without the consent or the 
knowledge of the other, a reverse 
transaction on the exchange with a 
view to freeing himself from the pre- 
vious engagement, prior to settlement. 
Such counter sales or purchases would 
appear prima facie prejudicial to the 
interest of the other party, but actually 
his position is in no way injured so long 
as the exchange stands behind each 
transaction and vouches for its per- 
formance, which in effect is the same as 
if each person dealt with the exchange 
itself. 

Under these circumstances it is not 
surprising that the number of actual 
deliveries which take place bears but an 
insignificant proportion to the total 
sum of transactions concluded—viz., 
ten per cent in securities, less than one 
per cent in rice, and a still smaller 
percentage with regard to cotton yarn 
and other commodities. Consequently, 
transactions for an effective delivery of 
goods have to be concluded elsewhere 
than on the exchange.? 


GRADING 


The speculative nature of our ex- 
changes has given rise to dealing by 
standard, chiefly in goods permitting 
of substitution by grade. Dealing by 
description is limited to commodities 


3? The amounts of transactions and deliveries 
on the leading Japanese produce exchanges 
from 1920 to 1929, based upon figures given by 
The Exchange Directory of the Department of 
Commerce and Industry, are as follows: 

Transactions in rice, 2,585,144,094 koku; 
delivered, 18,688,099 koku. 

Transactions in cotton yarn, 92,500,907 bales; 
delivered, 428,578 bales. 

Transactions in raw silk, 245,515,500 kin; 
delivered, 5,611,000 kin. One kin equals 
1 3228 pounds. 
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of minor importance. Goods chosen 
as standards are ordinarily those of 
medium grade, so that the standard 
rice, for instance, represents the aver- 
age quality of rice produced in the 
neighborhood of the exchange in ques- 
tion. The standard cotton yarn is 
the medium grade produced in Japan; 
in the case of sugar, the standard is 
that made from the crude sugar of 
Taiwan. The same principle applies 
to the standard raw silk on the Yoko- 
hama Raw Silk Exchange, although 
the standard is said to be sadly out of 
date, because it has not been raised 
with the remarkable progress that has 
been made of late in the technique of 
production in Japanese sericulture. 

The scope of substitution extends 
from these standards to all superior 
and inferior goods, to the exclusion, 
of course, of the lowest grade. The 
question, however, frequently arises as 
to differentials of grading. Produce 
exchanges in‘ Japan commonly adopt 
what is called the system of provisional 
grading, which at a certain point of 
time fixes for so much the fluctuations 
in price of each class of goods within 
the stipulated period. 

In the event, therefore, of such arbi- 
trary differentials of grading failing to 
agree with actual differences in mar- 
ket price, sellers naturally prefer to 
deliver the cheaper goods, to the corre- 
sponding loss of buyers. Especially is 
this the case with dealings in rice, 
which hitherto has been “provisionally 
graded” only once a year, in the harvest 
season. The recent tendency is for 
rice exchanges to revise their gradings 
a number of times a year, so as to bring 
them nearer to the actual market prices. 


Marnons or TRANSACTION 


The kinds of transactions conducted 
on Japanese exchanges are three in 
‘number—spot, deferred, and terminal. 
The “rice warehouse tickets” originat- 
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ing in Osaka during the Tokugawa 
period at first had for their object the 
immediate delivery of rice, that is, on 
the day of the contract; although 
toward the end of the shogunate 
régime, delivery was effected a few 
days following. But on the rice ex- 
changes which followed, the so-called 
“book transactions,” which originally 
claimed to be forward delivery con- 
tracts, pure and simple, admitting of 
no liquidation, gradually turned, es- 
pecially after the legal recognition of 
1780, into bargains for fixed term 
settlements, to be cleared on the basis 
of the standard rice. 

For a long period of time there were 
only three settlements a year for book 
transactions, but toward the close of 
the Tokugawa era, or to be exact, in 
1863, it was thought expedient to 
shorten a settlement to two months and 
later to one month, at the same time 
lowering the unit of a transaction. 
This step was taken in view of the pro- 
found political unrest of the day, which 
greatly enhanced trade risks in conse- 
quence of impoverished public finances, 
which in turn reacted upon the value 
of currency and through it upon the 
price of rice, which fluctuated violently. 
It was owing to the same circumstances 
that certain of our exchanges had to 
set limits to the margins of profit and 
loss, which were allowed to move up 
and down only between the stipulated 
maximum and minimum. 

The methods of transaction on ex- 
changes in other parts of the country 
were many and various, but it is ob- 
vious that the contracts were all long- 
term transactions in differences. It 
is also worthy of mention that various 
kinds of options or privileges, such as 
are commonly used in Europe and 
America, were already quite familiar to 
our speculating publie of that period. 

In 1869 the new Imperial Govern- 
ment suppressed transactions in dif- 
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ferences as gambling and ordered all. 
exchanges in the country to be closed. 
However, spot transactions in rice 
were still permitted, and two years 
later its fixed-term transactions were. 
legalized on condition that an actual 
delivery of goods take place in settle- 
ment of the balance. i 

It was through these developments 
that Japanese law came to distinguish 
the three kinds of exchange operations 
previously mentioned. Neither spot 
nor forward delivery contracts admit of 
liquidation, the former being subject 
to delivery within a few days and the 
latter within 150 days of the conclusion 
of their respective contracts. Trans- 
actions for fixed-term settlements can 
be cleared by means of the customary 
practice of counter sales or purchases 
for cancellation, so long as the balance 
is effectively delivered at maturity of 
the contract. 

In reality, however, forward delivery 
contracts are practically negligible on 
Japanese exchanges, which are specula- 
tive by tradition, whereas spot trans- 
actions are often secretely carried 
forward until they are closed through 
payment of difference. The result is 
that so far as produce is concerned, 
only transactions for fixed-term settle- 
ments are effected on the exchange, 
notwithstanding the prevailing enact- 
ment recognizing not only trades which 
may be cleared by payment of differ- 
ences but also those terminating in the 
delivery of goods. 

The longest settlements granted by 
law are three months for rice, six months 
for raw silk, and twelve months ‘for 
raw cotton, cotton yarn, and cotton 
stuff. The shortening of settlements for 
securities is a moot problem, but no such 
agitation has yet appeared for produce. 


“Tre Compretrrive Mmruop” 


There are four methods of buying 
and selling on the Japanese exchange. 
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The first is that of oral bids and offers; 
the second, that of written bids and 
off2rs; the third, that of a free transac- 
tion of each item between individual 
buyers and sellers; and the fourth, 
that which is called “the competitive 
method of buying and selling.” ‘The 
first two methods are seldom used; the 
third takes place in spot contracts; and 
the fourth, which is distinctly a Japa- 
nese device, is applied in speculative 
transactions of produce as well as of 
securities. This last method is that 
of a promiscuous community bargain- 
ing by a group of brokers who come 
together on the exchange several times 
aday at fixed hours. One of its charac- 
teristics lies in the fact that the 
individual participant is not in a posi- 
tion to know with what particular 
person in the group he is ultimately 
to deal, the contract being finally 
consummated between two opposing 
groups of buyers and sellers. 

The point may be best illustrated by 
reference to the simplest form of this 
method, known as the kokuzert method, 
wkich is practiced on local exchanges 
handling a small volume of business. 
It proceeds as follows: The clerk of 
the exchange begins by calling out a 
tentative price at which he expects the 
largest number of buyers and sellers 
wil agree to conclude the bargain. 
In response to this call, the buyers and 
the sellers immediately announce their 
intention of buying or selling at the 
price named, together with the amounts 
of their proposed sales or purchases, 
and if these are equal in amount, the 
clerk officially records the names of the 
applicants and other necessary particu- 
lars. If the amounts prove unequal 
he calls again, bidding up or down as 
the case may be, and repeats the process 
until sales and purchases are evenly 
balanced in amount, at which point he 
elaps the hammer. The price thus 
determined constitutes the definite 
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quotation, and those who are put on 
record at that price become parties to 
the contract. 

In this case, even the exchange 
authorities have no means of knowing 
just which buyer is matched with which 
seller—still less the contracting parties 
themselves, who therefore must be 
duly protected against any possible 
ease of default, through the guarantee 
of the exchange company or by the 
joint provision of security on the part 
of its members. To provide this 
security, the competitive method makes 
no discrimination as to the financial 
ability of each participant, but irre- 
vocably commits him to the conclusion 
of the contract, whoever his counter- 
party may be. 


ADVANTAGES OF COMPETITIVE 
Merron 


Another feature of this mode of 
bargaining is that it serves to unify 
the official quotation of a given item 
for a given settlement at each sectional 
meeting on the exchange, for the ob- 
vious reason that several transactions 
are thereby concluded simultaneously 
at the price at which the hammer is 
struck. The rule has a number of 
exceptions, however. Some exchanges 
recognize as valid several agreed prices 
reached, and announce more than one 
official quotation for each sectional 
meeting concerned. But the Govern- 
ment’s policy is to discourage such 
irregular practices, for the confusing 
multiplicity of agreed prices not only 
gives occasion to dishonesty on the 
part of brokers, but it also detracts 
from the value of official quotations as 
standards. 

An advantage derived from the com- 
petitive method, which one may note 
in this connection, is that it enables a 
broker or a dealer who has made coun- 
ter sales or purchases for cancellation 
to free himself from his obligations to 
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that extent on the day of the transac- 
tion, without waiting for the settle- 
ment specified; in other words, it 
makes a direct settlement or a ringing- 
out settlement unnecessary. This is 
what is technically termed koguchio- 
toshi, that is to say, a process by which 
brokers’ sales are cancelled by order of 
date against their purchases of similar 
kinds and settlements, or vice versa, in 
the book of the exchange. The same 
expedient is said to prevail among the 
clearing members of the produce ex- 
changes of Le Havre, Hamburg, and 


Magdeburg. 


Marars ann Duss 


Before closing this section of the 
article, a passing reference may be 
made to the various kinds of deposits 
called for in connection with our sys- 
tem of exchanges. As in the United 
States and in Europe, clients are re- 
quired to deposit with their brokers 
security against every sale or purchase 
to be made through them, such se- 
curity often being supplemented by 
what is called “additional margin” 
covering market fluctuations. As re- 
gards deposits made by brokers or 
dealers with the exchange, the practice 
here is the same as that required by the 
clearing companies of some produce 
exchanges in Europe. 

The crux of the problem is the prac- 
tical effect of such deposits and covers, 
because, representing barely ten to 
twenty per cent of the prices of actual 
contracts, they prove quite ineffectual 
in times of emergency accompanied by 
a serious fluctuation of prices which 
threatens to dislocate the market and 
even to ruin exchange companies them- 
selves. ` 

Dues charged by Japanese exchanges 
which are mostly business undertak- 
ings are by no means low, and accord- 


t Fuchs, Warenterminhandel, 1891, pp. 17-20. 
Taeuber, Borsen der Welt, 1911, p. 72 ff., 542 ff. 
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ingly, tend to keep the rates of com- 
mission of Japanese exchange brokers 
fairly high. In addition, a compara- 
tively high tax is levied on long-term 
transactions. In consequence, it is 
only speculative bargains capable of 
bearing all these costs that take place 
in large numbers on Japanese ex- 
changes. This fact furnishes a strong 
argument in favor of transforming our 
speculative exchange companies into 
associations whose business it shall be 
to furnish markets both for real and 
speculative dealings, on the same floor.® 


8 Taration._-By regulations of the “Exchange 
Tax Act” (Arts. 1 and IV) exchanges organized 
as joint stock companies are required to pay 
their ‘business tax” at the rate of fifteen per 
cent of their earnings from dues charged for 
transactions. Taxes are also levied upon trans- 
actions effected on the exchange which are cleared 
by payment of difference. For commodities, the 
rate is 2.5/10,000 of the sum of each contract of 
sales concluded (Art. V). 

Dues Charged by Exchanges ——An idea of dues 
charged by Japanese exchanges to members or 
brokers may be obtained from the following 
examples: Rica, for every 100 koku at 380, the 
Tokyo Rice and Commodity Exchange and the 
Osaka Dojima Rice Exchange charge *£1.50, 
and Otaru Exchange (mutually managed) 
1.70, all three of these rates being inclusive of 
dues for counter sales or purchases. Cotton 
Yarn, for every 10 bales at less than £260, the 
Tokyo Rice and Commodity Exchange and the 
Osaka Three Commodities Exchange charge 
£0.86 inclusive of ditto, and the Nagoya Cotton 
Yarn and Stuff Exchange (mutually managed), 
%,084 exclusive of ditto. Raw Suk, for every 
10 kin, the agreed price being 100 per 10 kin, 
the Yokohama Raw Silk Exchange charges 
0.101 inclusive of ditto, and the Kobe Ex- 
change Raw Silk Department (a joint company 
with features of a mutual requiring & 
joint security by its members), 940.85 exclusive of 
ditto. 


Commission Charged by Members or Brokers — 
This includes not only members’ or brokers’ own 
fees, but also tax on transactions and exchange 
dues above mentioned. Its rates vary with the 
sums of contracts and sometimes also with the 
terms of settlements. To quote a few examples: . 
Rice, for every 100 koku at 3480, the Tokyo 
Rice and Commodity exchange and the Osaka 
Dojima Rice Exchange fix the commission at 
10 inclusive of commission for counter sales or 
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BROKERS AND DEALERS 


From the days of the Tokugawa 
Shogunate down to the Meiji period, 
our exchange brokers made it their 
practice to deal for themselves as well 
as on behalf of their clients. This 
double capacity, however, led some 
unscrupulous brokers to confuse the 
two separate accounts, often wilfully 
misappropriating orders received from 
their clients, to the prejudice not only 
of their victims but also of the ex- 
change. Consequently, the Revised 
Exchange Act of 1882 confined the 
legitimate business of brokers to trans- 
actions on account of their principals. 
But with the adoption in 1887 of the 
Western, or mutual, form of exchange 
organization, distinction was made, 
after the manner of the London Stock 
Exchange, between “members,” who 
dealt for their own accounts, and 
“intermediaries” or “brokers,” who 
took orders from the public, roughly 
corresponding to the jobbers and the 
brokers of the London exchange. 

Unfortunately the arrangement 
failed to work, for there soon appeared 
recalcitrant brokers who stealthily 
dealt for themselves, while members 
found it impossible to get along with- 
out taking orders from outside. The 
Exchange Acts of 1898 and 1922 were, 
therefore, put into effect to remove the 
above restrictions one after the other, 
with the result that at present both 


purchases, and Otaru Exchange at 311.80 in- 


clusive of ditto. Cotton Yarn, for every 10 
bales at less than £260, delivery seven months 
ahead, the Tokyo Rice and Commodity Ex- 
change and the Osaka Three Commodities Ex- 
change fix the commission at 37.40 inclusive 
of ditto, and the Nagoya Cotton Yarn and Stuff 
Exchange at ¥3.60 exclusive of ditto. Raw 
Suk, for every 10 kin, the agreed price being 
100 per 10 kin, delivery six months ahead, the 
Yokohama Raw Silk Exchange fixes the com- 
mission at ¥£0.60 inclusive of ditto, and the 
Kobe Exchange Raw Silk Department at 340.25 


exclusive of ditto. 
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members and brokers are allowed to 
carry on either kind of business in 
question. 

Generally speaking, we regret to say 
that our exchanges are not yet suffi- 
ciently developed as self-governing 
markets to be able to dispense entirely 
with Governmental protection and 
supervision. Although members and 
brokers have come in recent years to 
show an ever higher standard of moral- 
ity, they are not yet quite ready for 
complete freedom in their activities. 
To add to the diffculty of the situation, 
most of our business enterprises lack 
stability and are inclined to stimulate 
over-speculation. Furthermore, some 
of our commodities have such limited 
markets that manipulation of their 
prices is likely to be effective in a re- 
markable degree. Considering all 
these circumstances, the conclusion 
seems warranted that as matters stand, 
laissez faire is out of the question for 
Japanese exchanges. 


Marker MANIPULATION 


In the matter of discipline, members 
and brokers still have a great deal to 
learn and unlearn. For a long time 
our successive governments have de- 
voted their best efforts to their im- 
provement, but the work is bound to 
be a slow and difficult one, as their 
speculative turn of mind, amounting 
to love of gambling, is too confirmed to 
be remedied easily. Two of the most 
glaring abuses to which they are ordi- 
narily addicted are what in their slang 
are called nomi or “swallowing,” and 
kyatcugorosht or “client-killing.”’ 

“Swallowing” is a fraudulent act by 
which brokers purposely omit to execute 
orders received, thus cheating the ex- 
change out of its charges, the national 
treasury out of its revenue, and the 
clients out of their commission as well 
as the proper use of their consideration 
money deposited with them. It is not 
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unlike the unauthorized business of 
bucket shops, with this fundamental 
difference that our “swallowers” take 
advantage of their position as brokers 
on the exchange, which enables them 
to manipulate the market with a fair 
chance of success. 

Suppose a flood of orders pours in 
upon these brokers for the purchase of 
certain promising items, which in the 
natural course of events would force up 
their official quotations; they will not 
only not execute the orders on the 
exchange, while making their clients 
believe that they have done so,. but 
will combine in every way to bring 
down the quotations by lining up on 
the bear side. The clients who are 
made to clear at the reduced prices will 
suffer heavy losses. 

This anomalous phenomenon of a 
fall in the quotation caused by a heavy 
demand, seems to be a condition pecu- 
har. to Japan, for which “swallowing” 
and “client-killing” are responsible. 
We must, however, hasten to add that 
with the gradual rise of the moral 
standard of our brokers such underhand 
practices are beginning to disappear 
by degrees from the Japanese market.® 

It goes without saying that brokers 
should be admitted to the exchange 
only after careful thought and investi- 
gation, and law does indeed lay down 
their qualifications in minute detail. 
And yet, in the past it has not been 
easy for Japanese exchanges to keep 
men of fine character long in their 
circles. These men quit, only to be 
replaced by genii loci to whom the re- 
forming spirit is the last thing they 


‘Tf it is not out of place for one of the joint 
authors of the present article to pay tribute 
‘here to his collaborator, it would be but justice 
to Dr. Sano, our pioneer economist on exchanges, 
to say that the Japanese exchanges are pro- 
foundly indebted to him who has made it his 
life work to study the institution and guide its 
development in the proper direction, mainly 
. through education and personal guidance. 
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possess. With these facts in mind, the 
Commission for Inquiry into Ex- 
changes, of 1920, took care to open the 
way for banking, insurance, and other 
large business corporations to acquire 
the membership of exchanges. 

There are indeed a multitude of 
problems confronting our exchanges, 
such as those relating to the deposit 
system, organization, and cash transac- 
tions; but the question of cardinal 
importance is that of raising the moral 
quality of the men in the business, for 
after all, it is the man, rather than the 
system, that holds the key to the 


situation. 


Economic SIGNIFICANCE OF JAPANESE 
Propuce EXCHANGES 


The economic functions of produce 
exchanges may be summarized as con- 
sisting in: (1) the provision of a market 
in which one may freely transact any 
quantity of commodities concerned; 
(2) the making of fair and equitable 
official quotations for different kinds of 
goods; and (8) the insurance of mer- . 
chants against risks of price fluctua- 
tions. The question now is to what 
extent Japanese produce exchanges 
perform these functions. 

The answer, we regret to say, cannot 
be altogether satisfactory, as may be 
inferred from what has been stated in 
the foregoing sections. The predomi- 
nance of speculative dealings on’ our 
exchanges; the relatively easy and sim- 
ple legal requirements for their estab- 
lishment on a commercial basis, which 
have encouraged an excessive number 
of small local exchanges where people 
habitually bet on the quotations of 
the central exchanges; the time-hon- 
ored system of compulsory guarantee 
required of exchanges, retarding the 
rise of the financial and moral standard 
of brokers and dealers — these are-all 
disturbing factors in Japan. 

As regards' the first function above 
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indicated, the Japanese exchanges, 
whether central or local, seem to fall 
far short of the required standard, 
being all but inefficient for transactions 
for effective deliveries. A greater 
amount of effective delivery takes 
place on rice exchanges than on any 
other kind of produce exchange in 
Japan; yet even here, the only rice of 
which there is any considerable actual 
delivery is that from India, Chosen, or 
Taiwan, which is graded rather high as 


a measure of import policy as well as. 


for other reasons. This fact indicates 
the infrequency of the use of exchanges 
by sake brewers and rice merchants, 
who buy or sell rice in the open mar- 
ket in preference to exchanges. 

Second, Japanese exchanges carry a 
certain amount of weight as organiza- 
tions for making official quotations for 
different kinds of goods, although we 
are not in a position to make a definite 
statement as to the degree of accuracy 
vouchsafed by their quotations for 
futures as a basis of price forecasting. 
We still lack for that purpose the kind 
of research undertaken by Cohn and 
Kantrowitz for Germany and by the 
Industrial Commission for the United 
States. All that we can say offhand, 
Judging from the relative ease with 
which manipulation is carried on, 18 
that the price forecasting in Japan is 
much more subject to error than in 
either Germany or the United States. 

This much, at any rate, is certain— 
that the quotations for futures are lead- 
ing those in the actual market, as is 
clearly shown by the example of the 
bean market of Tokyo, where, since the 
establishment of the Bean Exchange 
in Hokkaido, scarcely any transaction 
is effected, it is said, before the arrival 
of that exchange’s first morning quo- 
tations. 

The third economic function of an 
exchange may be adequately per- 
formed only when real and speculative 
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transactions take place side by side in 
large volume and for long and short 
term settlements, spots and futures 
fluctuating pari passu. In Japan, these 


_ parallel relationships hardly exist, or 


at least are not clearly enough defined. 


Tn spite of that, our merchants, includ- 


ing dealers in rice and silk, have long 
been known to take recourse to ex- 
changes for hedging purposes. Our 
spinning companies also hedge, but it is 
mostly smaller ones among them that 
operate on Japanese exchanges, the 
larger companies usually resorting to 
exchanges in America and elsewhere 
for hedging on a considerable scale. 
Flour mills are said to use markets 
abroad as a rule, because they cannot 
hedge wheat on native exchanges. 


CONCLUSION 


In conclusion let us stress our pre- 
vious statement that Japanese produce 
exchanges are indigenous to the soil, 
and that they have for that very 
reason followed a line of development 
distinct from that of most of our mod- 
ern industries, which in method and 
organization are no more than importa- 
tions. If, therefore, originality is 
sought in Japanese business, it is cer- 
tainly in the field of produce exchanges 
that most of it is to be found. 

Some one has said that Americans 
are the greatest speculators in the 
world, and we venture to add, “in 
point of quantity ”; for in the initiative 
and the ingenuity of speculative de- 
vices, we believe that Japanese are 
second to none. But far be it from us 
to glorify the matchless shrewdness of 
our own speculators; it is rather the 
bright prospect, already in sight, of our 
exchanges, produce and stock, coming 
to prove their intrinsic value as neces- 
sary economic organizations, as their 
sister Institutions are reputed to be 
doing in America, that 1s truly encour- 
aging to us. 


Commercial Bourses in Italy’ 


By Vixcanzo PORRI 
Professor of Economics, R Istituto Superiore dé Scienze Economiche e Commercials, Turin, Italy 


HE peculiar conditions of Italian 

production do not afford a wide 
field of activity for commercial bourses. 
Raw materials are scarce, semimanu- 
factured articles imported from abroad 
are still numerous and the greater num- 
ber of purchases and sales concern 
merchandise that cannot be divided 
into groups, since it differs in quality 
according to the territory that produces 
it or according to the size of the factory 
that turns out the finished article. 
Therefore there is still a large field open 
to direct examination on the part of the 
buyer; various local markets remain, as 
well as`great differences in price lists 
and difficulties in comparisons and in 
arbitration. 

One of the principal purposes of a 
bourse, the establishment of a point 
of equilibrium between sellers and 
buyers, is only approximated, and it 
is often assumed by chambers of com- 
merce (called since 1929 “Provincial 
Economic Councils’) which try to 
supply a market report of probable 
prices. These lists are published by 
commissions, which seek to include 
representatives from all groups: but 
their bulletins indicate probable 
courses of prices, very often nominal, 
instead of carefully calculated averages 
of prices actually paid on all effective 
contracts. 

One would expect in Italy a great 
number of public auctions for fruit, 
greens, flowers, cattle, dairy products, 
tobacco, and textile fibers—at least for 
hemp, in the production of which Italy 


1Translated by Dr. D. Vittorini, Assistant 
Professor of Romanic Languages, University of 
Pennsylvania, Philadelphia, Pennsylvania. 
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occupies a prominent place, with 
100,000 metric tons a year, being sec- 
ond only to Russia. However, auc- 
tions have not yet become a custom, 
and people have recourse to them only 
for artistic objects, ancient or modern, 
or for rare books, in a few large cities, 
such as Milan, Rome, Turin, Venice, 
Genoa, and Florence. Even in these 
cities regularity is lacking. Very often 
these auctions take place at too short 
intervals, and simultaneously in nearby 
places. Then sometimes but a month 
is allowed to pass before offering others. 
Besides, the variety of objects for sale 
keeps away many people who are in- 
terested only in rugs or pictures or 
antique furniture, and not in the rest 
of the merchandise offered. It also 
happens that the merchandise is with- 
drawn and held for other auctions in 
the near future; and not infrequently, a 
demand is feigned by prospective buy- 
ers who later withdraw, so that the 
same article is placed on sale on succes- 
sive days and in near-by places. 


OPERATION OF [TsALIAN EXCHANGHS 


In Italy, true bourses, that is, char- 
tered agencies controlled by officials of 
the Government and of the Provincial 
Economic Council, can be found only 
in Genoa, Milan, Turin, Naples, and 
Trieste, while others are expected to 
function soon in Bologna and Florence, 
where they have been proposed. At 
Fiume there existed a mercantile bourse 
but in 1928 it was dissolved in order to 
reorganize it on a basis similar to other 
Italian exchanges. In many centers, 
there are places where those interested 
in different products meet with their 
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samples and make contracts, according 
to the laws and customs of the places, 
without the definite formalities and 
controls of the agencies of the bourse, 
and without the daily price list and the 
continuous contracts. Thus far, the 
bourses of Genoa and Milan have been 
the most important, both for the va- 
riety of products therein traded and 
for the double system of transactions 
by cash or by futures, as well as for the 
volume of business. 

For cereals, the market ‘in futures 
has been functioning for five years at 
Genoa, the first city to organize such 
a market. Milan followed next, in 
1926, dealing only in foreign and 
domestic wheat and corn in lots of 
one hundred tons, but it added raw 
rice and refined rice in lots of fifty tons. 
Such a market for lots of fifty tons was 
established in February, 1931, in Turin, 
where before there was only a wheat 
association which made it obligatory 
for its members to accept arbitration, 
formulated rules, ascertained prices and 
published them in a special bulletin. 

The Genoa and Milan bourses have 
established standard grades for the vari- 
ous types of cereals (four for wheat and 
corn, and twelve for flour, bran, and 
small grains) as well as difference sys- 
tems for the various grades. Since 
agricultural products are turned out by 
small producers (due to the small lots in 
which properties are divided) and since 
these products are derived from various 
types of chosen seed, one has to contend 
with small, dissimilar supplies, which 
must not be mixed in elevators or sold at 
a price common to a whole category. 
The contract must therefore follow 
given regulations and take into ac- 
count specific qualities so as to reflect 
suitable grades of merchandise which 
really are not identical with the sample. 
There exist clearing houses with large 
capital contributed by all the members 
of the bourse, in order to guarantee per- 
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fect execution of the contracts. Those 
who transact business have thus the 
certainty of receiving the money or the 
merchandise. 

Three exchanges separated by a 
distance of about 150 kilometers, 
seem evidently too many when one 
realizes that the whole production of 
cereals does not surpass ten million 
metric tons, and that perhaps two- 
thirds of it is used directly by the pro- 
ducers, so that it does not pass through 
the market. The contracts in futures 
offer the advantage of safeguarding 
against loss those who have bought the 
merchandise at a high market and, hav- 
ing manufactured it, have to sell it at a 
time when prices have gone down. 
However, the technical process through 
which cereals are refined does not re- 
quire a long time. 

Genoa was favored more than other 
markets in the years in which imports 
—about three million tons—reached its 
harbor especially from North and 
South America. At that time almost 
all cereal dealers flocked there to watch 
the unloading of merchandise. When 
imports from Russia and the Balkans 
were resumed, rye from Hungary, and 
corn from Yugoslavia, many business 
deals went to Milan, where, however, 
shippers from Liguria also go, so that the 
necessity of using the Genoese bourse 
was lessened. Neither a perfected in- 
formation service nor the annulment of 
entrance fees and taxes on contracts m 
futures has succeeded in arousing any 
great activity on the Genoese bourse. 
Contracts registered at Genoa in 1929 
were fewer than one thousand, and 
covered transactions of about a half 
million tons instead of the 790,000 tons 
of 1928. Turin is only in the stage of 
organization. 


A, CORNER IN Rica 


The fact that some cereals are quoted 
only at Milan may lead to the thought 


236 


that the existence of only one market 
might bring about dangerous specula- 
tion. This belief was fostered by raw 
rice, which, with 670,000 tons, forms 
the greater part of the European har- 
vest, and which, on account of its 
quality, cannot be altogether replaced 
by the Asiatic kinds. In July of last 
year, a large buyer, Mr. Stucchy, suc- 
ceeded in producing a corner, which 
raised the price from 117 or 118 lire per 
100 kilograms to 193, through the fact 


that a great many sellers were unable ` 


to meet their deliveries while waiting 
for the harvest, and through the obliga- 
tion to deliver goods already stored in 
the public warehouses of Milan or 
within a radius of 400 kilometers. The 
raw rice kept in numerous small private 
granaries could not be used for immedi- 
ate shipment. However, it was avail- 
able for the next season, and the price 
soon fell back to 118 to’ 117 lire, and 
even went down to the low level of 55 or 
60 lire, in the months after the harvest. 
Immediately protests were raised 
against contracts in futures as being 
harmful to agriculture. People were 
heard to bewail the mystery of high 
prices and sudden spectacular falls, 
instead of paying attention to the short 
duration of the artificial price, the 
severe warnings, and the accurate fore- 
casts even in the short periods before 
the harvest, and therefore, of extreme 
concentrations in stocks. 

The commercial bourse of Genoa as 
regards cereals has its seat in the ancient 
Loggia dei Banchi, built in 1570 with 
the help of The Bank of St. George. 
It is autonomous, having been separated 
from the stock exchange since 1912. 
In another special Loggia, business is 
transacted in coal. Metal, skins, hair, 
cotton, chemical products, colonial 
goods, oil-yielding seeds, and salted and 
preserved fish are dealt in on the dock 
or in the free storehouse. ‘There is no 
market in futures for any of this mer- 
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chandise, although since 1928 there 
have been plans for establishing one for 
coffee. For every branch there is a 
Committee, a Syndicate of Mediators, 
and an Inspectorship, which have 
charge of the publication of a weekly 
list of prices which is issued the day be- 
fore the date on which it is valid, for 
the purpose of serving the needs of 
those interested. Quotations are very 
approximate and, therefore, not free 
from the element of personal opinion. 

In Milan there are business trans- 
actions in copper, mercury, and scrap 
iron; but the bourse for wine, organized 
at the end of 1929, achieves greater 
distinction, being the first in the world. 
The silk exchange,. organized in 
January, 1980, is the first in Europe. 
There already existed in Casale Mon- 
ferrato and in Alessandria small associa- 
tions for the wine trade. The new 
one has a more vigorous character, ob- 
serving the rules more closely. It 
quotes the prices for minimum lots of 
$00 hectoliters, according to the alco- 
holic content. It does not have precise 
criteria for other intrinsic qualities 
of the product, but is satisfied with 
its being free from defects. As to 
cocoons and sik (minimum lots of 
2,500 and 500 kilograms respectively) 
the institutions for their conditioning 
and the large trade in European textiles 
have raised Milan to the preéminence 
of a distributing center of the first 
order. There is, therefore, a basis for 
an excellent continuous market, instead 
of having to face uncertain transactions 
with sudden insolvencies. Moreover, 
great help will be derived from the 
agreement now under discussion, for 
methods of analysis of crepe and of 
natural silk, and for the determination 
of weighting in the artificial silks. 


PUBLIC AUCTIONS 


As for hemp, there has been a 
market at Rovigo for a long time, but 
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we have not yet instituted a bourse. 
The same may be said of Bologna and 
Ferrara. As for wool, the first public 
auctions were organized at Foggia and 
at Rome in 1929, almost at the same 
time, and the Economic Provincial 
Councils have been charged with their 
yearly continuance. The fact that 
they are held at the same time removes 
the drawback of withdrawing the mer- 
chandise, while arbitration unifies prices 
without imposing the expenses of 
transportation from the productive 
zone, from the Puglia district to the 
Rome district or vice versa. It is far 
simpler to compel buyers to journey 
there and look over the merchandise in 
order to ascertain its quality. 

At Trieste, washed and unwashed 
wool and hairs, besides cotton. are also 
quoted. The cotton arrives at the im- 
portant Adriatic commercial center in 
notable quantity for shipment from 
India and Egypt to the textile plants of 
central Europe, in competition with 
Bremen. However, it is a question of 
transit and transportation, not of buy- 
ing and selling in a bourse, because 
prices are dictated by Anglo-Saxon 
markets. 

The same is true of three other 
products which make up the greater 
part of the traffic in Trieste, where the 
port functions as a point of departure 
for the merchandise, and more rarely 
as a point of redistribution. The half 
million tons of Czechoslovakian sugar 
which is loaded here is subject to the 
fluctuation of prices in Cuba and Java; 
and it cannot enter the Italian market 
because of the protective tariff raised 
to 165 lire for 100 metric kilograms, and 
because of the excess' of home produc- 
tion in relation to the consumption, by 
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the national trust. Timber fromYugo- 
slavia, Czechoslovakia, and Austria is 
shipped partly through waterways and 
partly to other ports of the lower 
Adriatic, and the amount which passes 
through Trieste—220,000 to 470,000 
tons—is too small a quota to have an 
effect worthy of consideration. As for 
coffee, which comes almost entirely 
from Brazil, Trieste leads in the Medi- 
terranean; but Havre, Hamburg, and 
Dutch ports have three times more 
trade, and Trieste has to meet the 
competition of northern markets in 
selling to Austria, Czechoslovakia and 
Hungary. 

Since 1929, commercial exchanges 
have been organized at Florence and 
Naples, but as yet they are not very 
active. Especially that of Naples 
must quote prices of cattle, and its suc- 
cess is doubtful on account of the great 
differences in kinds, even among the 
sheep which abound in the south. 
Public and local auctions, designed to 
supply limited needs, would here be 
more appropriate than bourses. 

The transactions with foreign coun- 
tries are intrusted at present to the two 
bourses of Milan and Genoa, and it 
would be well for each, as for the com- 
ing one in Turin, to specialize in a few 
kinds of merchandise in order to avoid 
duplication and useless selling charges. 
These three bourses are enough for the 
industrial activity, which is for the 
most part concentrated in the valley of 
the Po. As to other regions, their 
specific products should lead to the 
organization of public auctions, with 
reciprocal understanding, in order to 
avoid duplication. In this manner the 
general expense of management would 


be reduced. 
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FOREWORD 


Tis issue of The Annals is designed for the purpose of presenting to the reading 
public a general view of the field of zoning. There was no thought in the selection 
of the articles that they would tend to bring about a general conclusion on the 
subject. The editorial group having charge of preparing this copy had no pre- 
conceived ideas which they wished to substantiate, nor did they program the 
series to prove a theory or to justify a contention. The sole purpose of this group 
was to present a comprehensive view of the zoning problem as it exists today, and 
the articles following in this volume cover practically all phases of zoning. 

Early in 1930, the Editor selected an editorial advisory group composed of 
Gordon Whitnall, Donald Baker, Charles Diggs, A. E. Williamson, and C. J. 5. 
Williamson—men who are well known in city planning and zoning circles in the 
West—and this group met and planned the scope of the volume which is now 
before you. It was the purpose of the advisory group to choose some thirty-two 
subjects, which it was thought would generally cover the field of zoning, and then 
to select the writer who would cover each subject. It will appear that the group 
is composed entirely of Los Angeles men. This was necessary because of the 
limitations of time and space. Much help, however, has been secured from 
persons outside the group above listed. 

About fifty per cent of the volume is written by Easterners and fifty per cent 
by Westerners. This probably gives to the West an undue representation, but 
this condition was likewise brought about by the fact that Western men whom 
the group could contact personally were more accessible. 

While the articles as presented do not offer a complete analysis of the zoning 
problem, they will, we believe, provoke thought and arouse discussion. The 
group, as such, does not sponsor the thoughts expressed in any article. Each 
writer is fully responsible for his own ideas and their expression. 

In presenting this series of articles to the public, the Editor and those associated 
with him believe that they are giving to the public at large a rather general outline 
of the several phases of zoning and zoning procedure, and, by so doing, are 


advancing the cause of zoning. 
W. L. POLLARD 


History of Zoning 


By Gorpon WHITNALL 


Lecturer on City Planning, University of Southern California; Member, American City 
Planning Institute; President, City Planning Association, Los Angeles, California 


EARS ago I noted in the preface to 

some books of reference a state- 
ment that I have always remembered 
for its graphic simplicity: “A small 
boy sitting on the shoulders of a tall 
man can see farther than the man.” 
As it was intended that it should, that 
statement, better than any involved 
explanation, clearly conveyed the 
thought that, after all, modern knowl- 
edge is but the accumulated and classi- 
fied experiences of time and people 
that have gone before. In a sense, 
therefore, all knowledge might properly 
be considered as history. Certain it is 
that, whether we consider tangible and 
physical things or the more elusive 
realm of thought, the current example 
is easily traceable to some former con- 
dition out of which the present has 
grown or evolved. It would probably 
be more correct to say “upon which 
the present has grown,” for it some- 
times seems that in the realm of that 
which we call history, the new order 
grows upon the old rather than out of 
the decay of the old as in the case of 
plant life. The well-known process by 
which the coral builds upon the stable 
remains of its predecessors seems more 
illustrative of the process by which 
human institutions and practices build 
up or develop. 

The history of zoning might be very 
simply considered and easily recorded 
by tabulating, in chronological order, 
the relatively few experiences of record 
during the brief span of years that the 
intentional public control of the use of 
land has been practiced under the name 
of zoning. Such an endeavor has al- 
ready been undertaken and with con- 


siderable success—not once, but several 
times. Therefore, merely to repeat 
the tabulation of recognized examples 
of zoning legislation or citations of 
court decisions would be but a vain 
attempt to duplicate what has already 
been better done and would at the 
same time fall short of the intended 
purpose of including in this written 
symposium on zoning a discussion of 
its history. 

Consequently, the purpose in refer- 
ring in the first instance to the evolu- 
tionary processes by which modern 
practices have attained their present 
forms.is to justify and explain the 
method of approach in this discussion 
of the history of zoning. 


EVOLUTION oF ZONING 


In one sense, therefore, it is quite 
correct to say that zoning is relatively 
a very new function of government. 
In another sense, however, it is equally 
true that zoning is but the latest’ stage 
in the development of social institutions 
that have an ancient origm. Both 
phases of the subject lend themselves 
to separate analysis, but a thorough 
understanding of the full significances 
of zoning as it is understood to refer 
to a new governmental function is 
dependent in a large degree upon our 
full appreciation of the earlier causes 
that laid the foundation for it. There- 
fore, in attempting to consider the his- 
tory of zoning as adequately as the 
limits of this paper and of the writer 
permit, both the historical background 
and the current phase of the subject 
will be discussed, and in that order. 

In undertaking this task, the first- 
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difficulty that presents itself is to 
determine at what time in the past 
there are evidences of those influences 
that ultimately gave rise to zoning. 
Whether to indulge solely in the record- 
ing of conclusions in the hope that the 
reader will unquestioningly accept 
them, or whether to “think out loud” 
on paper and conduct the reader over 
the stepping stones of thought are 
questions that will determine the char- 
acter of this paper. The latter is 
chosen principally because it seems to 
offer the best means of revealing errors 
in judgment as they occur, and at the 
same time it tempts the reader to go 
off on his own tangent and discover any 
new or overlooked evidence that may 
be necessary to the very fullest under- 
standing of this subject of zoning, 
which, at best, is still as crude as it is 
perplexing. 

Though search has revealed very 
early instances of legislative regula- 
tions that can today be definitely classi- 
fied as acts of zoning, it is none the 
less significant that the more spectacu- 
lar and large-scale use of the police 
power for this purpose occurred in 
some of the larger centers of popula- 
tion. Los Angeles, New York, and 
St. Louis probably command first at- 
tention m this respect. It seems rea- 
sonable to assume that the prevailing 
belief in the law of cause and effect will 
somehow adequately explain this phe- 
nomenon, and we find that it does. 


PopuLaATION DENSITY 


It is probably more than a simple 
coincidence that this innovation in the 
realm of municipal governmental ac- 
tivity was almost exactly concurrent 
with the startling revelation made by 
the 1920 Federal Census when it was 
shown that the national population 
had, for the first time in our history, 
become predominantly urban. It is 
true that the zoning ventures named 


occurred prior to the census, but the 
national swing of population from 
rural to urban, though revealed in - 
1920, had a sufficient majority in favor 
of the urban trend at that time te indi- 
cate that the balance had tipped prior 
to the actual taking of the poll, prob- 
ably about the period that zoning came 
into existence to the extent that has 
been mentioned. Whether or not the 


- practice of zoning began exactly at the 


time that the majority of our popula- 
tion became urban is unimportant. It 
does seem significant, however, that it 
occurred when the concentration of 
population in cities began to be pro- 
nounced. The significance of this fact 
seems heightened when we again note 
that it was in some of the larger centers 
of population where the practice of 
zoning assumed serious proportions. 

If we believe that any innovation 1s 
the logical effect of some cause, then 
the stated advent of zoning probably 
assumes the nature of an effect, the 
cause of which, if understood, will 
better equip us to deal with the subject 
cf zoning as it progresses through its 
various stages of evolution either to 
greater perfection or to ultimate aban- 
donment. Whether the concentration 
af population in cities is in itself the 
cause we are seeking, is not at first 
clear. There is some evidence that this 
trend of population, like zoning, is it- 
self an effect, possibly resulting from 
the same causes. Before we delve into 
an analysis of the probable common 
genesis of zoning and the urbanizing of 
population, the possibility that popu- 
lation density also possesses some ele- 
ments of a cause for zoning, warrants 
some attention. 

It is obvious that under the intense 
conditions of modern urban life with 
its density of population, problems of 
housing, difficulties of circulation, lack 
of locally produced sustenance, and 
highly specialized human activities, 
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individual freedom of action is neces- 
sarily curtailed. This curtailment nat- 
urally applies in some degree to prop- 
erty as well as to persons. Natural 
physical limitations automatically im- 
pose some degree of limitation, but be- 
yond that, organized social restrictions 
are logically and necessarily resorted to. 
It was when such social or govern- 
mental restrictions began to apply ex- 
tensively to land and its use that we 
found ourselves employing what is now 
commonly referred to as zoning. 

So it is that urban conditions un- 
doubtedly do possess some of the ele- 
ments of cause for zoning. But most 
of the discussions and most of the 
literature on the subject go no farther 
back than that. Itis time that under 
modern urban conditions we find, in 
addition to some degree of cause for 
zoning, & fertile ñeld of arguments jus- 
tifying the practice, especially as ap- 
plied to cities alone. In fact, most of 
the urge for zoning, to date, has arisen 
from the desire and the necessity to 
bring some order out of the chaos that 
has resulted from the anarchistic devel- 
opment of our cities. An excellent case 
has been made, first in justification of 
zoning and later in defense of the estab- 
lished practice, and all of it predicated 
apparently upon the assumption that 
all of the causes for zoning were to be 
found in urban life. At any rate, the 
arguments in behalf of zoning are 
drawn almost wholly from a considera- 
tion of urban conditions. Some of 
these will be later touched upon. 


REGIONAL ZONING 


But this is a discussion of the history 
of zoning, and we find that in recent 
years the subject has expanded to in- 
clude areas beyond the limitations of 
cities. The first step toward enlarging 
the scope of zoning was identified by 
the term “regional zonmg.” In this 
day of the prevalent understanding of 


regional planning, no space need be 
used in further attempting to define 
what is meant by the simple substitu- 
tion of the word “zoning” for “plan- 
ning.” It is interesting to note in 
passing that the importance of planning 
(including zoning) on the regional basis 
in addition to that of the city, was first 
officially recognized and begun in Los 
Angeles County, California, and Mil- 
waukee County, Wisconsin. At about 
the same time, in an unofhcial way, 
similar recognition was given the 
larger scope of regional planning in the 
New York region, through the support 
of the Sage Foundation. 

The importance of dealing with zon- 
ing on the regional basis instead of the ° 
city basis did not lie in the territorial 
expansion as such, but rather in the 
fact that a city seldom, if ever, is a 
complete social, commercial, or physi- 
cal unit. Usually a city is found to 
comprise but a portion of such com- 
plete entity. It is at best a bit of 
geography, usually well populated, 
artificially distinguished from its neigh- 
boring areas by arbitrary and usually 
unnatural boundary Imes. The in- 
troduction, therefore, of the regional 
idea permitted takmg the fullest ad- 
vantage of the physical or social and 
commercial unity of a given district. 

Regional areas consequently seldom 
bear direct relationship to arbitrary 
political boundaries. The Los Angeles 
region constitutes but a portion of one 
county, and the boundaries are de- 
termined by natural limitations of 
mountains, valleys, and coast line. 
The Milwaukee region, though con- 
sisting principally of the county of the 
same name, includes also portions of 
adjoining counties which, due to nat- 
ural drainage systems, tie logically into 
the focal point of streams on the shore 
of Lake Michigan. The New York 
region, particularly from the stand- 
point of social, commercial, and zoning 
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considerations, spreads out fan-like 
from the metropolitan nucleus, and so 
completely ignores municipal limits 
that it not only extends beyond the 
confines of the City of New York but 
projects itself into three states. 

The regional unit, therefore, though 
it usually involves one or more dense 
urban nuclei, also frequently includes 
areas actually rural in character, in 
which zoning can hardly be explained 
or justified wholly by the compelling 
influences of population density and 
concomitant conditions. And yet, if 
zoning is to be used as a preventive as 
well as a cure, the regional approach 
is almost essential. It is agam noted, 
however, that, except by horrible ex- 
ample and anticipated possible re- 
petition, regional zoning can hardly 
assign intense urban conditions as its 
cause. 

As the development of the regional 
idea in zoning recognized the inter- 
relation of areas and activities that 
might overlap the arbitrary limits of a 
city, so in very recent years the recog- 
nition of similar relationships between 
larger and especially topographical 
units has definitely produced an en- 
larged concept of the subject, until we 
now have state zoning pressing for 
attention. It is true that state zoning, 
which is more thoroughly discussed in 
another contribution to this svm- 
posium, involves considerations far less 
intimate and intricate than those of 
urban zoning. Itis nevertheless a very 
positive and logical expansion of the 
zoning idea, and seems a natural con- 
sequence of urban zoning if the latter 
is to attain its fullest purpose. But 
state zoning, like regional zoning, 
though as much entitled to the neme 
as the practice that first grew up within 
the congestion of cities, can hardly be 
said to find its true origin in population 
congestion. May we not therefore ask 
ourselves whence zoning came? 


CAUBES OF URBANIZATION 


It has already been suggested that 
maybe the trend of population to cities 
and zoning are traceable to a common 
cause. Rather than run the risk of 
becoming too involved in reasoning or 
of resorting to illustrations too strained, 
suffice it to observe that history reveals 
that wherever people’s livelihood, com- 
fort, and safety are to be found, there 
the people themselves will be found. 
Livelihood is of course the great im- 
pelling factor. The discovery there- 
fore of the movement of population 
toward the city suggests that there is 
some very intimate relationship be- 
tween that fact and the source or means 
of deriving a livelihood. If it be a fact 
that the subjects are related, and that 
there has been a decided change in the 
distribution of population, then it must 
follow that there was a preceding radi- 
cal change in the processes of deriving 
a livelihood. 

Whatever differences of opinion there 
may be on other related matters, the 
revolutionary and spectacular changes 
that the past decades have brought to 
our processes of production and dis- 
tribution do not even lend themselves 
to debate. In terms of time such as 
history is measured by, these changes 
have been sudden. But as measured 
by the life of a single observer, they 
have been sufficiently gradual to miss 
detection unless judged bý comparisons 
at intervals of a decade or more. By 
either yardstick, the actual changes 
referred to have occurred roughly 
within the life span of many persons 
still living. The period of change be- 
gan when steam was successfully har- 
nessed and put to work and we began 
to speak in terms of mechanical horse 
power instead of man power. Then 
followed electricity, and later, the 
internal combustion engine. 

Mention of these factors would not 
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be warranted in discussing the history 
of zoning except for tremendously im- 
portant changes that they in turn pro- 
duced in the habits, the training, the 
- abilities, and the very process of living 
of the people as a whole. All of the 
evidence we can gather seems to pomt 
to this period as the time that the seed 
of modern zoning wassown. Probably 
as time adds to our perspective, we 
will be better able to recognize this 
time as the most significant and 
far-reaching in its effects of any im 
all history. It was then that man 
invented the machine of which he 
himself was ultimately to become a 
cog. 

From that time on, man’s ability to 
produce increased many fold, and with 
the increase came the enjoyment in 
greater numbers of the conveniences, 
the comforts, and the necessities of life. 
But it was also the time when indi- 
viduality in character and ability be- 
gan to fade. Man himself in his 
thought and living became increasingly 
uniform, just like other products of the 
machine he had created. Paradoxi- 
cally, however; as our ability to produce 
the necessities and the luxuries of life 
increased, as our efficiency in distribu- 
tion became greater, as our familiarity 
with the world grew and our knowledge 
of nature and her laws multiplied, we 
became more and more interdependent. 
The more powerful we became collec- 
tively, the more helpless we became 
individually. Out of that condition 
naturally grew collective measures of 
protection and regulation to take the 
place of- those protective means in 
which the individual has now become 
almost wholly impotent. Of these 
collective practices, zoning is one of 
the most recent. 


MODERN CHANGES 


A closer scrutiny of these changes 
and the way they contributed directly 


to the practice of zoning will reveal 
several crude examples. 

A few generations ago, the extremes 
in worldly possessions of families or in 
their modes of living were not so far 
separated as they are today. In all 
but the larger centers, a family home 
would probably also accommodate the 
business of the head of the house. As 
the volume of trade or manufacture 
was necessarily limited to the output 


‘of the individual, it made very little if 


any impression upon the character of 
the neighborhood; no more, probably, 
than does the modern husband when 
he plants his spring radishes in the 
back-yard garden, or the wife when 
she operates her personal sewing ma- 
chme or family washing machine. 
Today, however, there are millions 
whose places of abode have not suff- 
cient open area to grow a single radish. 
Vast areas of agricultural land, oper- 
ated in many instances by a few farm- 
ers with the assistance of machinery, 
specialize in producing the table vege- 
tables for the multitude. The little 
sewing machine is in the museum and a 
gigantic garment factory has taken its 
place, and the old-fashioned washtub 
has been largely supplanted by tre- 
mendous laundries. 

Another trade typical of the past 
went variously under the title “ prac- 
tical blacksmith” or “blacksmith and 
wagon maker.” ‘Those who are so 
modern and so urban as never to have 
stood against the wide diagonal planked 
door of a “practical blacksmith” and 
breathed the mingled acrid aroma of 
sulphurous coal and burned horses’ 
hoofs, the while he watched the sparks 
fly and heard the ring of the anvil or 
the tap of the hammer on horse’s hoof, 
wil never know that subtle romance 
that clothed the creative genius of the 
old-time smithy, to which even a Long- 
fellow could hardly do justice. Many 
a time I have stood at such a door and 
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watched the brawny proprietor wield 
a spoke shave as he fashioned parts of 
a wagon, or watched him shrink a tire 
on the oaken rim of a wheel newly 
made. That was the day of the arti- 
san. Such a man not only could but 
did make a wagon—-a complete wagon 
from tongue to tailboard. The im- 
portant point in that connection is that 
the artisan formerly did his work where 
he lived. He was an independent in- 
dividual—a complete institution in 
himself—and most industry was on the 
same plane. Such a man was inde- 
pendent not only in what he chose to 
do, but also in the matter of where he 
did it. 

But then came harnessed power. 
With that came invention, and with 
invention there came inevitable high 
specialization. Not only has the 
wagon maker passed from the scene, 
but the wagon itself has been almost 
entirely supplanted by the automobile. 
This illustration is typical. The change 
is not mentioned with regret, nor is 
attention called to it because of any 
poetic feeling concerning the allegedly 
“good old days.” It is mentioned 
because of the significant changes it 
represents in the whole fabric of civi- 
lized society. It represents what un- 
questionably presents itself as the basic 
cause that has led persistently and m- 
evitably to the growth of several im- 
portant social practices, of which zon- 
ing is the one now under scrutiny. It 
ig possible to trace the transition in 
more detail. : 

The automobile may well serve that 
purpose further. Where its predeces- 
sor, the wagon, was frequently the 
product of a single artisan, the man 
does not live who can individually 
construct an automobile from its raw 
materials to the finished product. The 
vehicle that we drive today is the 
product of tremendous institutions; of 
hundreds of distinct sciences and arts 


and an endless variety of skillful opera- 
tions, each of which may take a life- 
time to master. Above all, one of the 
great contributors to the automobile 
is an intangible thing that has no di- . 
mensions and no substance—organiza- 
tion! One single make of automobile 
may be the product of tens of thousands 
of men whose training and abilities 
include a multitude of subjects that al- 
most run the gamut of man’s knowl- 
edge, and range from the most exact 


‘science to the broom-pushing abilities 


ofajanitor. ‘The number of employees 
in any modern automobile plant more 
than equals the population of some of 
the largest cities a few generations 
ago. And what is found in the auto- 
mobile industry is typical of the whole 
realm of industry and distribution 
today. 


NECESSITY FOR CONCENTRATION OF 
POPULATION 


And so we are again reminded that 
though man has in a sense made him- 
self the master of many of the forces of 
nature and has harnessed them to serve 
his needs, he has at the same time lost 
much of his personal independence, and 
has constituted himself a little cog of 
the great creative machine that he has 
made! And a cog must of necessity be 
where the machine is of which it 1s a 
part! In this connection, therefore, we 
find one of the impelling forces that has 
produced the surge of population to 
urban centers. 

In very recent times, it has become a 
not uncommon practice for major in- 
dustries to locate away from centers of 
population in order that they may be 
freer from the handicaps of congestion 
and land values that so frequently ob- 
tain. So gigantic are some of these 
industrial institutions that with the 
tremendous numbers of employees and 
members of their families, a city of no 


mean proportions is formed. In these 


ey 
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instances, the purposes of zoning are 
adequately met in the initial planning 
of the community under the private 
control of the developers of the project. 
Though not the largest example of its 
kind, the town of Kohler, Wisconsin, is 
probably one of the finest types. 

Another change that has encouraged 
if not compelled the movement of 
population to the cities is found in the 
rural or agricultural districts. The 
change that has occurred here is also 
directly traceable largely to the har- 
nessing of mechanical power and the 
application of it to tasks previously 
performed by brawn. In many re- 
spects, the farm has acquired many of 
the qualities of the industries. In fact, 
modern farming in practically all of its 
branches has actually become an in- 
dustry, with an ample application of 
specialization, science, and organiza- 
tion. 

Farming in its modern form has also 
acquired that most distinctive char- 
acteristic of modern industry—mass 
production. By the close application 
of science, organization, and mechani- 
cal power to farming, the individual’s 
‘capacity to produce the products of the 
field has been so tremendously multi- 
plied that the law of supply and de- 
mand has been invoked in a spectacular 
degree. And so it is that not only has 
the change in industry pulled people to 
the cities, but the proportion of people 
required to supply society’s agricul- 
tural needs is so much less that the 
surplus rural population has been 
pushed from the country into the city. 

Added to these general considera- 
tions, we find that much of the work 
that was previously performed as a 
part of farm activity, or at most was 
performed by small rural industries, is 
now done in gigantic industrial institu- 
tions of such character as to compel 
urban surroundings. The many forms 
of preparation of grains for consump- 


tion, the utilization of dairy products, 
and the meat-packing industries are 
outstanding examples of this trend. 

The causes that have produced zon- 
ing, therefore, seem to combine eco- 
nomic, physical, and social consid- 
erations, and these in tum are so 
intimately associated with the advent 
of the mechanical or industrial age 
that this somewhat lengthy tracing of 
what has occurred seems fully justified 
as a means of better understanding 
the significance of what followed later 
under the name of zoning. It also 
makes possible a briefer and more in- 
telligible analysis of zoning itself, and 
that, in a way, makes unnecessary a 
plain chronological list of cases such as 
might well constitute a legal analysis 
of the subject. 


VALIDATION OF ZONING 


Leaving the consideration of factors 
that have led up to the establishment 
of zoning, we come logically to consider 
the practice itself. Before attempting 
any discussion of individual cases, 
there is one general phase of the sub- 
ject that warrants close attention. 
Whether or not the suggested influences 
were actually those that gave rise to 
zoning, or whether or not any indi- 
vidual piece of legislation or some par- 
ticular date can be said to represent the 
actual beginning of zoning, we know 
that the practice does exist and that it 
must have had a begmning. From 
whatever time that beginning was, 
down to date, constitutes what we will 
call the zoning epoch. 

As we look back towards the begin- 
ning of the epoch, the perspective re- 
veals two very distinct periods that in 
reality represent the history of zoning 
in a most important sense. ‘The first 
of these two periods was devoted prin- 
cipally to the problem of proving and 
establishing the validity of zoning as 
an exercise of the police power under 


8 Tus ANNALS OF THE AMERICAN ACADEMY 


constitutional law of our country and 
the several states. The second pericd, 
into which we have only recertly 
entered, seems to center its zoning 
activity around the problems of ad- 
ministration, with all of its attendant 
considerations of economics, politics, 
social welfare, and esthetics. 

During the first period, while zoning 
was young, the practice naturally met 
with all of the inertia, if not opposition, 
_ that any innovation in public affairs 
experiences. The question naturally 
arose as to whether the use of the police 
power for the regulation of the use of 
property was a valid use of that power, 
or whether it involved an unwarranted 
encroachment upon the constitutional 
guarantees of the rights and the full 
enjoyment of private property. By 
the very nature of circumstances, there 
was little expressed opinion on the 
subject, mainly because people gener- 
ally do not initiate their own thought 
on such matters, but also because the 
question at the outset was not generally 
raised. When the question did defi- 
nitely arise, it did not attract attention 
much beyond the limited circle of the 
city planning fraternity and that part 
of the legal profession whose official 
duties or private practice brought them 
into personal contact- with the issue. 
As we look back upon those pioneering 
days, we recall that city planners were 
by no means unanimous in their belief 
concerning the constitutionality of 
zoning, and the expressed opinion in 
the ranks of the legal profession was 
mostly negative. 

Such an alignment of opinion cora- 
pelled both thoroughness and caution 
on the part of the woefully few advo- 
cates whose persistent belief unques- 
tionably must have been founded on 
analytical thought that extended well 
beyond the realm of mere legal prece- 
dent. As we examine some of the 
first acts of zoning, it is difficult now 


to believe that there was any degree of 
thought or caution connected with 
them; but those pioneering experi- 
ments are still so recent as to permit 
drawing upon personal recollections to 
verify that deliberation and thought 
were employed. ; 

The search for precedents reported 
elsewhere in these papers by W. L. 
Pollard, brings to light a list of Cali- 
fornia cases dating back to the eighties, 
in which legislative acts unquestionably 
employed the police power to restrict 
the use of properties for certain 
purposes—notably Chinese laundries, 
though the racial factor was not openly 
involved. These cases are much earlier 
than any heretofore cited in reviewing 
the legal history of zoning. It is ques- 
tionable if the strictly legal phases of 
those cases would have been similarly 
received by the courts under any other 
circumstances than those under which 
such high feeling of racial prejudice 
prevailed generally in California during 
that period. 

To those who have had no intimate 
contact with the strong feeling that 
can exist in such matters, it is probably 
difficult to appreciate how general such 
sentiment can be and how thoroughly 
it may permeate the thought of a whole 
commonwealth and be reflected even 
in the relatively isolated and detached 
reasoning processes of the courts. It 
does not seem overcritical of the courts 
to observe that it is quite natural and 
proper that they should ultimately 
reflect some degree of public opinion, 
or that they'should look to the meaning 
and the purpose of law rather than at- 
tempt the impossible of persistently 
interpreting new conditions in the light 
of limitations that were devised before 
such conditions existed. Such an atti- 
tude toward the courts seems rather to 
clothe them with a dignity and a qual- 
ity of permanence that can be likened 
only to the Constitution. This Fed- 
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eral document and basic law is gener- 
ally recognized as drawing its greatest 
strength from its inherent ability to 
adapt itself to meet situations that 
were not even contemplated at the 
time it was drafted. 

This similarity between our basic law 
and the courts which interpret it, is 
further borne out by an apparent con- 
tradiction, wherem it has been re- 
peatedly noted that the Western courts, 
especially in zoning matters, have been 
prone to adjust themselves to new con- 
ditions with greater facility than the 
courts in Eastern jurisdictions, where 


modern decisions are necessarily made’ 


in the face of a line of more ancient 
precedents, from which the West is 
farther removed both in distance and 
experience. 


Tun MODESTO ORDINANCE 


Whether this explains the readiness 
with which the early California cases 
met the favor of the courts is probably 
less important now than is the bare fact 
that the practices involved were vali- 
dated. Of course, these cases were not 
then designated as zoning, and with 
but one exception, were not, until now, 
even identified as forerunners of subse- 
quent zoning law. The Modesto, Cali- 
fornia, ordinance of 1885, cited by Mr. 
Pollard, must probably be now awarded 
the title of the first zoning ordinance. 
It is true that it was not so designated 
at the time, and probably its sponsors 
were quite unaware of its significance. 
Nevertheless, it was a true zoning ordi- 
nance in the present meaning of that 
term, and though it could not qualify 
as a modern comprehensive zoning 
ordinance, it will readily stand com- 
parison with some recent enactments, 
without disadvantage to itself. The 
following quotation from the ordinance 
has a decidedly modera ring: 

It shall be unlawful for any person to 
establish, maintain, or carry on the busi- 


ness of a publice laundry or washhouse 
where articles are washed and cleansed for 
hire, within the City of Modesto, except 
within that part of the city which lies west 
of the railroad track and south of G Street. 


To those familiar with the structure 
of earlier zoning ordinances, this an- 
cient document is similar to the early 
Los Angeles ordinances that have been 
generally accredited with being among 
the earliest zoning acts. The similar- 
ity between them lies mainly in the 
fact that in each instance, one particu- 
lar use is made the object of the regula- 
tion, rather than the attempt to classify 
and locate all uses in one ordinance, as 
is the current practice. It must be 
granted that in those early days a 
laundry was almost synonymous with 
Chinamen, and the regulation was un- 
questionably a move towards racial 
segregation. However, that purpose is 
not openly stated, and now that the 
racial element is eliminated, we can 
look back upon that early legislative 
act and find that the regulation it 
imposed, so far as we can reconstruct 
the conditions that then prevailed and 
from what we know of the city now, 
would be thoroughly in keeping with 
all of the accepted practices of zoning. 
Of course, our modern considerations 
probably played very little, if any, part 
in determining the district that was 
made available: 

It is interesting to note that if the 
subject were being handled today, so 
far as the laundries are concerned, there 
would be very little change except as 
the growth of the city and modern 
sanitation might affect it. Prevailing 
winds, proximity to river for drainage, 
and relationship to residential districts 
catered to, would all suggest exactly 
what was actually done. 

. Possibly the interest that attaches to 
this very early zoning has justified the 
extensive reference to it and has also 
warranted some deviation from the 
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subject of legislative pioneering and the 
necessity for caution, in connection 
with which the Modesto case was 
referred to. 

So far as modern zoning is con- 
cerned (and by that is meant the de- 
liberate intent to employ the police 
power as a means of serving the broader 
public interest by prohibiting the dam- 
aging encroachment of some uses upon 
others) we come to the experiments of 
Los Angeles in 1909 and later. There 
are doubtless other instances of zoning 
legislation that should properly be men- 
tioned if this recounting were endeavor- 
ing only to enumerate in chronological 
order the zoning legislation. It has 
already been mentioned that such list- 
ings have already been made by others 
better equipped and more capable of 
that task. It is the history of the 
thought back of the present practice 
of zoning that is here being traced. 


JUDGE STEPHENS’ CONTRIBUTION 
TO ZONING 


It is difficult and probably unfair to 
attempt to assign credit to individuals 
for the development of zoning. ‘The 
earlier discussion, it is hoped, estab- 
lished the fact that zoning is but one 
result of the working of vast influences 
that are completely impersonal and 
quite beyond the ability of man defi- 
nitely to control. And so it cannot be 
said that any person invented or dis- 
covered zoning. The most that can be 
assumed is that some person or persons 
first recognized what was happening 
and then defined the phenomenon and 
proceeded to adjust our practices to 
conform to the newly, realized truth. 

To illustrate the point by an ex- 
ample far afield, it cannot properly be 
said that Professor Albert Emstein 
created relativity. It was he, how- 
ever, whose ability and uncannily 
orderly mind made it possible to recon- 
cile several phenomena and combine 
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them in a single statement which, by 
subsequent experiment, has been quite 
definitely shown to be correct. And so 
in the field of zoning, it remained for 
some one to state the subject; and 
though several contributed to the per- 
formance of the task, it remained for 
one to make the result articulate. And 
so it was that back in those pioneering 
days in Los Angeles, Superior Judge 
Albert Lee Stephens, then City At- 
torney, with the assistance of others, 
put into concrete form a program of 
legislation deliberately intended to es- 
tablish a new practice of government as 
a means of meeting new conditions of 
lixe—the practice that we now know as 


zoning. 
That was a bold move for an at- 
torney to make. Itis true that he was 


encouraged and guided by the counsel 
of students of government, sociology, 
and economics; but from the stand- 
point of law, it is he to whom credit 
is due for successfully attempting to 
reconcile apparently negative legal 
precedent and legal thought with new 
circumstances which he became con- 
vinced existed. That of course was 
his great contribution; but there was a 
second, of almost equal importance, 
which has generally been overlooked, 
and which in reality is the point here 
being emphasized—CAUTION! 

It was not long before Judge Ste- 
phens was elevated to a more exalted 
position. He left to the hundreds who 
came to take up the work he had begun, 
the conviction that, though the prac- 
tice of zoning was logical and in keeping 
with new conditions in our social and 
economic structure, its ultimate success 
was dependent upon a sane legal treat- 
ment that in the end would assure the 
necessary sanction of the courts. 

For some time thereafter, the use of 
the police power for zoning purposes 
was not extended. In Los Angeles 
itself the practice was somewhat en- 
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larged, but at the same time it became 
rather mvolved. In this day of the 
wonderful perfection of the automobile, 
it is difficult to acknowledge that there 
is any real relationship between it and 
the greasy, jolty, rattling, chug-chug- 
ging, ““one-lung”’ horseless carriage of 
1890. But just as surely as the mod- 
ern vehicle is the descendant of the 
former, so is the modern zoning ordi- 
nance the product of the admittedly 
crude efforts to which we look back 
now. Asin the case of the ancient and 
the modern automobile the basic prin- 
ciple is the same, so 1n the original and 
the up-to-date zoning ordinance the 
same principle motivates both. 


New York REGULATIONS 


From a historical standpoint, the 
most real advance in the subject was 
consummated in 1916 in New York. 
There are probably other instances of 
zoning legislation that occurred be- 
tween the Los Angeles experiment of 
1909 and the New York accomplish- 
ment of 1916, but the New York case 
marks a new epoch in zoning practice. 
Prior to 1916, the subject of “use con- 
trol” was the sole consideration. New 
York introduced the element of height 
and area, or bulk, regulations. It was 
logical that this should be so, for it was 
in New York, more than any other spot 
on earth, that the scramble for light by 
recourse to height was most intense. 
By 1918, the many problems resulting 
from overloading the land became so 
apparent that the Commission on 
Heights of Buildings of the City of New 
York was created. This resulted in an 
analysis of the subject that was as ex- 
haustive as it was illuminating. The 
now well-known and much discussed 
metamorphosis of Fifth Avenue, due to 
the intrusion of certain industries and 
the consequent exclusion of intensive 
retailing and the resulting race up the 
Avenue of the retail shopping area, 


produced the intentional effort to re- 
sort to legislative regulation. 

Just how much encouragement was 
lent to this movement by the prece- 
dents in the West, only those actually 
responsible for the New York effort can 
testify. Notwithstanding the crude- 
ness of the Western examples, they had 
successfully passed the scrutiny of the 
courts, and inasmuch as they definitely 
involved the use of the police power for 
the purpose now contemplated m New 
York, they offered some degree of back- 
ground. ‘The important pomt is that 
out of the New York situation there 
came the comprehensive zoning ordi- 
nance from which all subsequent laws 
were largely patterned. 

In connection with the consideration 
of pioneering with its attendant caution 
and thorough thought, two more names 
must be mentioned—Edward M. Bas- 
sett and Frank B. Wiliams. Not only 
is the present practice of zoning trace- 
able largely to these two men who 
collaborated in the New York work, but 
subsequently their words of caution 
and counsel against too rapid or un- 
reasonable application of the police 
power to this new purpose have done 
much to prolong that period of zoning 
that is now being discussed—-the test- 
ing or validating period. 

With the comprehensive type of 
zoning ordinance now in existence, we 
find that in addition to the incorpora- 
tion of the bulk provisions, another in- 
novation soon became almost standard 
practice. It was the employment of 
maps as an integral part of the zoning 
legislation. The “New York Type” 
ordinance thereafter began generally 
to be employed. It was soon after- 
ward used in St. Louis, and then fol- 
lowed an almost endless array of cities 
that took up the practice. 

We now go back to the Pacific Coast 
to observe the placing of another mile- 
stone, this time again in Los Angeles. 
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Up to 1920, probably the most distinc- 
tive American institution, the single- 
family detached home, had never been 
separately classified or directly pro- 
tected against encroachment by more 
intensive property uses. In that year, 
when Los Angeles undertook to con- 
solidate her numerous crude zoning 
ordmances into a more systematic act 
that would incorporate the map method 
of defining boundaries, and also insti- 
tuted the practice of classifying all uses 
in one ordinance, it was determined to 
recognize the single-family detached 
home by a classification of its own and 
to protect it against intrusion by any 
other use. Up to this time, the closest 
approach to such classification was 
found in the New York and similar 
ordinances, wherein, by limiting the 
coverable area and establishing a low 
height limit, the approximate bulk of 
a, detached large residence was defined 
and protected. It would be too long a 
story to relate all of the considerations 
that prompted this move, or to dwell 
further upon the care that was exer- 
cised to insure as definitely as possible 
the taking of every precuation neces- 
sary to prepare for the subsequent 
probable test in the courts. That test 
came, and another very definite step in 
advance was taken.! 


, Tes “Hoover Commitrer” 


Herbert Hoover, when Secretary of 
Commerce, called into being the Ad- 
visory Committee on Zoning. This 
group, consisting of acknowledged 
authorities on zoning, undertook, 
among other things, to draft a model 
enabling act that states might use as a 
pattern for enabling legislation neces- 
sary in most instances to delegate to 
their cities or other subdivisions the 
necessary right to zone. This move 
naturally gave great national impetus 

t Miller v. Board of Public W orks of City of Los 
Angeles, 234 Pac. 381; 273 U.S. 781. 


to the practice of zoning—a fact that 
led indirectly to a very definitely pre- 
carious condition. 

Another factor that contributed even 
more to the dangerous situation was the 
coincidence by which several important 
eases of zoning litigation reached the 
United States Supreme Court, on which 
decisions were handed down almost 
simultaneously. Up to this time, as 
has been stated, the extension of the 
zoning practice was limited and in 
almost all cases was under the guidance 
of specialists who had given thorough 
thought and study to the subject 
and were thoroughly conscious of 
the experimental character of zoning. 
Furthermore, they were for the most 
part appreciative of the necessary 
limits that both logic and Jaw imposed 
upon the practice of zoning. It was 
natural under such circumstances that 
they should look upon zoning as an 
experimental venture, each pomt of 
which required the equivalent of lab- 
oratory study. That was a pioneering 
period, a constructive period, and a 
time for caution, durmg which every 
one of the relatively few active par- 
ticipants realized the seriousness of the 
situation and the responsibility that 
rested upon their shoulders as tech- 
nical advisers. Not only was the sub- 
ject of zoning at stake, but individual 
professional reputations were involved. 

That was the atmosphere prevailing 
when the so-called “Hoover Com- 
mittee” assumed its duties. The ad- 
vent of the committee itself possessed 
news value, and its existence and its 
work became generally known. Zon- 
ing, a totally unknown term to most 
people up to that time, now became a 
commonplace word. More cities em- 
ployed the practice and more people 
were brought into personal contact 
with the subject, some pleasantly and 
others unpleasantly. Public officials 
and the public alike came to look upon 
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the subject and to discuss it as they 
would taxes or dog catching or any 
other long-established practice, except 
that there was a persistent question 
always lurking in the background, as 
to the constitutionality of the practice. 
And into that fertile field of question 
came the apparent answer. The Su- 
preme Court spoke notably through the 
Euclid Village decision and the Miler 
v. Board of Public Works (Los Angeles). 
Zoning was constitutional! ‘That de- 
cision had real news value. The press 
of the Nation gave it prominent space. 
Everybody, including present and po- 
tential public officials, now knew that 
zoning was a legal process and how they 
knew it. And thus was born the sec- 
ond phase of zoning history—-the ad- 
ministrative phase. It is a dangerous 
phase: that is where we are now! 


THE PRESENT SITUATION 


Normally, the writing of the history 
of a subject ends with bringing that 
subject down to the present. The 
present in this case, however, is a very 
vital period in the realm of zoning. 
There is probably no real value in any 
history except as it enables us to deal 
better with the present, and possibly 
permits us to peer somewhat into the 
future. And so, what has been said 
concerning the development of zoning 
serves, as it were, to lead us past the 
posters in the foyer into the great audi- 
torium where the real performance is 
goingon. And indeed, the current per- 
formance suggests planless confusion 
with no defined objective. The direc- 
torship that characterizes what we may 
call the rehearsal period seems to be 
missing. In reality it is there, but its 
voice for the moment is drowned in the 
pandemonium that reigns. Whether 
it will again gain control and develop 
a real plot that will hold the populace, 
or whether it will degenerate into a 
conflict of cheap vaudeville trash that 


will disgust the patrons and bankrupt 
the show, is a question that time alone 
will answer. In the meantime, there 
are a few items that bear mention be- 
fore the discussion is closed. 

The first would warrant prominent 
mention if it were in the past instead of 
the present. It forms what consti- 
tutes one of the major considerations 
that have guided zoning in the past. 
It has been the assumption that each 
city, from a zoning standpoint at least, 
is an exact counterpart of every other 
city so far as its components part are 
concerned. Again a simple parallel 
will illustrate. In a mechanical sense, 
each automobile is similar to every 
other one in that it possesses a power 
plant of similar principle, wheels, body, 
steering gear, carburetor, gasoline tank, 
upholstery, and so forth. In like man- 
ner, city planners and the courts have 
seemed to assume that for a city to be a 
city, it must necessarily possess all of 
the usually accepted parts. To picture 
an automobile lacking wheels or an 
engine is unthinkable. To picture a 
city without industries or without 
homes has seemed equally unthinkable. 
In fact, the courts in some instances 
have said in effect that a city may regu- 
late but not prohibit, which might be 
interpreted as saying that each city 
shall have every usual component part. 
It has only recently become eyident 
that there are some instances where 
circumstances have actually produced 
autonomous cities quite lacking in the 
usual balance. 

The corporate limits of a city are an 
entirely arbitrary geographical division 
that does not necessarily have any real 
relation to the physical, the social, or 
the commercial characteristics of a 
community. There are several strik- 
ing instances throughout the country 
in which one community is arbitrarily 
divided into several incorporated cities’ 
The fallacy of the legal theory that 
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each municipality shall have every 
component part of every other citv is 
revealed if one will but observe men- 
tally the hodgepodge of a regional 
community with each unit zoned as 
though it alone were in existence. 
Compare with that picture the same 
area politically consolidated so as to 
permit the application of a single com- 
prehensive zoning plan. 

The unified and reciprocal interests 
of contiguous cities have not as vet 
been fully set up, nor have they been 
recognized by the courts. No clear- 
cut case, however, has yet been pre- 
sented to the courts so far as the writer 
knows. In the meantime, a partial 
substitute has developed through the 
medium of regional planning and re- 
gional zoning. ‘This evolutionary step 
is yet so new and untried as to preclude 
any reference to its outcome. It is 
mentioned because of the way it at- 
tempts to recognize and deal with the 
new concept of what actually consti- 
tutes the community unit. 

The regional approach not only per- 
mits but usually incorporates considera- 
tion of open spaces that probably will 
be perpetually preserved against the 
urbanization so typical of large centers 
of population. A still newer outlook, 
however, makes ample provision for 
exactly that thing. That is state 
zoning, to which reference has been pre- 
viously made. It is recalled at this 
time in order that it may now be placed 
in its proper time sequence in the his- 
torical picture of zoning. What it in- 
volves and what may be expected of it is 
more fully set forth in a contemporary 
paper under the title “State Zoning.” 


PROBLEMS OF ADMINISTRATION 


We come last to a consideration of 
the serious difficulty that stands in the 
path of a constructive, orderly progress 
of zoning development—its adminis- 
tration. To say that present usages 


involve practices that are as improper 
as they are undesirable is to state the 
problem mildly. Al of the painstak- 
ing care that typified the early stages 
of the subject seems now to have estab- 
lished a foundation of ignorant confi- 
dence in the extent of permissible regu- 
lation that bids fair to undo all of the 
careful preparation that was made. 
Whether the present indulgence in 
zoning for political or worse reasons 
foretells a growing practice that can 
result only in public distrust and dis- 
gust, or whether it is but a passing 
phase that will gradually give way to a 
more orderly and scientific method of 
administration, is a question that only 
time can answer. 

There is one bright spot on the hori- 
zon. It is a growing practice of stand- 
ardizing the conduct of zoning. This 
was first evidenced in the field of the 
mechanics of zoning, whereby a “zon- 
ing language” is rapidly coming into 
being. Out of this has naturally grown 
at least a semblance of zoning policy 
and precedent. Both of these, it is 
interesting to note, have originated in 
California. It would seem reasonable 
to believe that the future of zoning 
must depend in large degree upon the 
extent to which zoning administration 
is able to establish definite policies and 
accurate precedent susceptible of as 
exact comparison under like conditions 
as the courts today employ in building 
the practices of today upon the proven 
experiences of yesterday. 

How this can be brought to pass is 
the problem, and it is questioned 
whether a “Zoning Moses” exists. 
Maybe it will work itself out, for 
some of the finest trees grow out of 
the rottenest decay. Maybe another 
“National Committee” is the answer. 
That question, however, goes beyond 
any possible discussion of history— 
that is the future, and the future alone 
holds the answer. 
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ONING is a method of procedure 

whereby municipal corporations 
seek to control the uses or the occu- 
pancy of land or lots by restricting 
such land or lots to certain enumerated 
uses or to certain types of structures. 
Apparently, zoning permits as well as 
prohibits, but as yet the permissive 
features of the zoning laws have not 
been thoroughly tested, and under 
court decisions as they stand today, 
zoning legislation prohibits certain 
types of uses but does not guarantee 
that the permitted types may be main- 
tained. Industrial uses may under 
certain conditions be destroyed by in- 
Junctive processes, even though per- 
mitted by zoning under the police 
power regulations. 


PURPOSE OF ZONING 


The design of our zoning laws has 
been to restrict the use of certain prop- 
erty, and thus to guarantee to the home 
owner that the area in which his home 
is located shall not be subjected to 
uses which might have a tendency to 
destroy the area for home purposes; 
aud likewise to protect the business 
man from industrial intrusion which 
might destroy the area in question for 
business purposes. As yet, however, 
the laws have not protected the less 
desirable use against attack by the 
home owner or the business man when 
he seeks to restrain the less desirable 
use, claiming it a nuisance.! 

Comprehensive zoning, when de- 

1 Martin Building Co. v. Imperial Laundry Co., 
124 So. 82; Fendley v. City of Anaheim, 294 Pac. 
771, Cal. oase. 
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veloped to its fullest extent, will so dis- 
trict a city that each use of land 
incident to the needs of that city will 
find an area set aside for its occupancy. 
Each use will be fully protected, and 
the industrialist as well as the home 
owner will find in the zones set aside 
for the common good of all, a protection 
for the uses permitted in those zones. 
This is the ideal of the well-rounded 
zoning theory. We have come a long 
way, but much, in theory and in prac- 
tice, is yet to be learned. 

Zoning is an outgrowth of an attempt 
on the part of municipal authorities to 
prevent uses which, while in themselves 
not nuisances, ‘might be nuisances if 
located in congested areas or In areas 
where home or business development 
was in progress. Its development has 
touched many phases of urban life and 
has influenced the social, civic, busi- 
ness, and sociological life of each city. 
Zoning legislation looks for its justifica- 
tion and support to the principles of the 
police power, under which a legislative 
body is permitted to enforce such 
reasonable legislation as is necessary to 
protect the health, the morals, the pub- 
lic safety, and the general welfare of the 
community.? 

The courts have gone far in sustain- 
ing the right of the legislative body to 
protect its citizenry from annoyance 
and injury; and in applying that pro- 
tection to the field of zoning, they have 
greatly broadened and extended the 
scope of police power regulation. 

Congestion of large numbers of peo- 
ple in restricted districts naturally 

1 Ex Parts, Quong Wo, 161 Cal. 220. 
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brings about occasion for conflict and 
friction, and unless some regulatory 
power were present, peaceable enjoy- 
ment of property mghts in urban com- 
munities would not be possible. 

While in the main the courts have 
been most liberal in upholding ordi- 
nances prohibiting or regulating uses 
which, while not nuisances per se, might 
become such if placed in congested 
areas or in residential districts, still, 
the courts have frequently halted the 
operation of an ordinance on the ground 
that it was an unreasonable exercise of 
the police power, and therefore void. 


But the mere declaration by the city 
council of Milwaukee that a certain struc- 
ture was an encroachment or obstruction 
did not make it so, nor could such declara- 
tion make it a nuisance unless it in fact had 
that character. It is a doctrine not to be 
tolerated in this court, that a municipal 
corporation, without any general laws 
either of the city or of the State, within 
which a given structure can be shown to be 
a nuisance, can, by its mere declaration 
that it is one, subject it to removal by any 
person supposed to be aggrieved, or even by 
the city itself. This would place every 
house, every business, and all property of 
the city at the uncontrolled will of the tem- 
porary local authorities.’ 


Nuisance DECISIONS 


Prior to the advent of zoning legisla- 
tion, a person’s only protection from 
injury by his neighbor’s business lay in 
the common law nuisance decisions,* 
under which it was declared that one 
must so use his own rights as not to 
infringe upon the rights of another. 
One statement as to nuisance is: 


Anything which is injurious to health, or 
is indecent or offensive to the senses, or an 
obstruction to the free use of property, so 
as to interfere with the comfortable enjoy- 
ment of life or property, or unlawfully ob- 


3 Yates v. Milwaukee, TT U. S. 497; Matzen- 
baum, Ths Law of Zoning, 29. 
4 Cal. Civil Code Sec. 3514. 


structs the free passage or use, in the cus- 
tamary manner, of any navigable lake, or 
river, bay, stream, canal, or basin, or any 
public park, square, street, or highway, is a 
nuisance.® 


Under the nuisance law, injunctive 
relief might be had which prevented 
the operation of business uses which, 
while not nuisances in themselves, had 
become so because they were carried on 
in close proximity to homes, churches, 
schools, or other places where large 
numbers of persons congregated. At 
first it was necessary to prove actual 
damage before the injunction might be 
invoked under the nuisance rules; but 
as the rights of persons congregating 
in urban territories were better recog- 
nized, the courts began to take a 
gradually broadening view of this sub- 
ject, and less proof of damage was re- 
quired. In one case where slight or 
no damage was shown, damages were 
awarded and sustained. The court’s 
statement regarding damage follows: 


There is no proof that plaintiff’s land has 
depreciated; that its rental value has been 
impaired; nor that the health of Mr. Jud- 
son or that of any member of his family 
has been injuriously affected by the opera- 
tior of defendants’ gasworks. He did 
assert, however, that the smoke, odor, and 
noise produced by the manufacture of gas 
at defendants’ works interfered with his 
comfortable enjoyment of his property. 

While unable to state any exact amount 
of pecuniary damage, Mr. Judson testified 
that the smoke, odors and noise had dis- 
turbed him in his occupation as an artist.’ 


In deciding nuisance cases, the 
courts frequently hinted that the dis- 
tricting of urban areas was necessary. 
In California, the judges who rendered 
nuisance decisions from the late seven- 
ties to the early nineties seemed to 
recognize that he who comes to a city 
must put up with annoyances but that 


5 Cal. Civil Oode Sec. 3479. 
6 Judson v. Suburban Gas Co., 157 Cal. 168. 
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the doctrine should be restricted; also, 
that “if a business be necessary and 
useful, it is always presumable that 
there is a proper place and a proper 
manner for carrying It on.” T 

The scope of the police power in 
California was early extended to pro- 
hibit or regulate certain uses. As 
early as 1861 our court held that 


the Legislature under our system has power 
to repress whatever is hurtful to the general 
good; and is generally the exclusive judge of 
what is or is not hurtful—the only limita- 
tions being those prescribed in the Consti- 
tution. Subject only to such limitations, 
the Legislature has power to pass laws, 
regulatmg the relations, contracts, inter- 
course and business of society at large, and 
also of its particular members in respect to 
each other.® 


The legislature has not only the 
power to regulate but also the power to 
suppress particular branches of busi- 
ness deemed by it immoral or prejudicial 
to the general good, such as gambling, 
lotteries, and so forth. The duty of 
government comprehends the moral as 
well as the physical welfare of the state. 

Once this power was firmly estab- 
lished and generally recognized, the 
next step was its application to the 
allocation of the several uses found 
in the city, to certain districts. In 
several early nuisance decisions the 
germ of the zoning idea was found,? and 
about this time also, there appeared in 
California ordinances restricting cer- 
tain uses to certain districts and declar- 
ing that a busmess carried on in a dis- 
trict where that particular use was 
prohibited should be considered a 
nuisance. !° 

In the early development of the 
zoning idea the two theories of law are 

’ Tubener v. Cal. St. R. R. Co., 66 Cal. 171. 

8 Ex Parte Andrews, 18 Cal. 678. 

° Tubener v. Cal St. R. R Co., 66 Cal. 171, 
Sullwan v. Royer, T2 Cal. 248; Crowley v. Chris- 


tenson, U.S 187, U.S. 90, 85 L. ed. 620. 
10 In re Hang Kie, 69 Cal, 150. 


seen working to a common end, and we 
may well say that the zoning laws as 
we know them today had their origin 
in an effort by legislative bodies to 
prohibit objectional uses by ordinance, 
and in the recognition by the courts of 
the rights of the individuals as para- 
mount over the rights of business. 

Principles of different natures often 
materially aid a new movement. It 
may sound foreign to our general ideas 
of the background of zoning, yet racial 
hatred played no small part in bringing 
to the front some of the early district- 
ing ordinances which were sustained by 
the United States Supreme Court, 
thus giving us our first important zon- 
ing decisions, 


‘LAUNDRY CASES” 


The so-called “laundry cases” in . 
San Francisco and elsewhere in north- 
ern California were the first California 
cases wherein the right of the City 
Council or the Board of Supervisors to 
restrict and prohibit certain uses within 
given districts in a city was recognized. 
It was early contended in this section 
that Chinese laundries, while a neces- 
sary part of the semi-industrial require- 
ments of the city, were objectionable 
if located adjacent or contiguous to 
home districts or certain types of busi- 
ness districts. 

From 1870 to 1890, much of the 
laundry work in San Francisco was 
done by Chinese. This period marks 
the time of the violent anti-Chinese dis- 
turbances in California. Many state 
laws and city ordinances were enacted 
which sought to discriminate against 
the Chinese. All of these laws and 
ordinances were invalidated by the 
courts.4 

At one time there were over three 
hundred Chinese laundries scattered 
through the residence and business dis- 

1 Bancroft, History of California, Vol. VII, 
pp. 342-844. 
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tricts of San Francisco.* Practically 
all the structures of San Francisco were 
frame, and the presence of these laun- 
dries presented a definite fire hazard, 
as they had much combustible material 
—cloth and wood, and so forth—piled 
on the floors in buildings where fire was 
extensively used for boiling water, heat- 
ing irons, and other purposes. Like- 
wise, these laundries used large quanti- 
ties of water which, having been used 
for washing purposes, became im- 
pregnated with soap and the substances 
washed from the clothes, and when 
turned into the gutters or other drain- 
age facilities then present in the city, 
was objectionable from the standpomt 
of odor. The laundries were also un- 
sightly, in that the buildings were 
usually frame structures with drying 
lines on the roofs or inside the yards. 

The City Council of San Francisco 
seized upon these facts as a basis for 
their regulatory ordinances. The fact 
that the laundry buildings were becom- 
ing the clubs of the Chinese added to 
their objectional features in the popu- 
lar mind, and stirred the legislative 
body to drastic action. 

Basing their objection on the fire 
hazard, the lack of drainage, the nui- 
sance resulting from water turned into 
the streets, and the moral hazard pre- 
sented by the congregation of persons 
at such places, the city authorities en- 
acted ordinances prohibiting laundries 
from being maintained or operated in 
certain sections of the city, except after 
certain permits had been received. 
The ordinances carried penal clauses 
and were enacted under police power 
granted to the City of San Francisco 
by Section 11, Article 11, of the Consti- 

tution of the State of California. 

- While the ordinances did not specifi- 
cally mention Chinese laundries, they 
were so drafted that in effect they were 
directly aimed at the existence and the 
2 Hittell, History of California, Vol. IV, p. 595. 


operation of such establishments con- 
ducted by the Chinese. On December 
28, 1885, a Chinese named Yick Wo 
was arrested by the city authorities and 
charged with violating one of these 
ordinances, in that he continued to 
operate a laundry contrary to its pro- 
visions. The case was carried to the 
Superior Court of the State of Cali- 
fornia under habeas corpus proceed- 
ings, and the right of the city to pro- 
hibit the operation of the laundry was 
upheld. The case was then appealed 
to the Supreme Court of California and 
the judgment affirmed.” 

The San Francisco ordmances did 
not entirely prohibit laundries in cer- 
tain districts but required them to 
procure permits from the Fire Wardens, 
the Board of Public Health, or the 


‘Board of Supervisors, and the policy of 


these bodies seemed to be to delay or 
refuse to grant such permits. These 
ordinances also prohibited work during 
certain hours. They stated: 


Whereas, the indiscriminate establish- 
ment of public laundries and public wash- 
houses, where clothes and other articles are 
cleansed for hire, is injurious and dangerous 
to public health and public safety, and 
prejudicial to the well-being and comfort of 
the community, and depreciates the value 
of property in those neighborhoods where 
such public laundries and such public ‘ 
washhouses are situated. 


This placed the denial of a permit 
squarely on the grounds we now use for 
support of zoning cases, except that 
public welfare is not specifically named, 
and also, the depreciation of the value 
of property is here set forth, which 
principle is not usually mentioned now. 

In this same case the court held that 
the Board of Supervisors, under the 
several statutes conferrmg authority 
upon it, had the power to prohibit or 
regulate all occupations which are 


13 In the matter of Yick Wo, 68 Cal. 294. 
4 In the matter of Yick Wo, 68 Cal. 300. 
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against good morals, contrary to public 
order and decency, or dangerous to the 
public safety; * thus holding that prac- 
tically any occupation might be dis- 
tricted. 

several San Francisco laundry cases 
were carried to the Supreme Court of 
the United States and that court up- 
held the right of the City of San Fran- 
cisco to pass these restrictive and 
districting measutres.'® 


CALIFORNIA'S First ZONING 
OrpINANCE 


In 1885, Modesto, a small town some 
ninety miles east of San Francisco, 
passed the first |zoning or districting 
ordinance in California of which I have 
found record. {Chis ordinance pro- 


vided: 


It shall be unlawful for any person to 
establish, maintain, or carry on the busi- 
ness of a public laundry or washhouse where 
articles are washed and cleansed for hire, 
within the City off Modesto, except within 
that part of the city which lies west of the 
railroad track and/south of G Street.1” 


A section of the ordinance further de- 
clares that any laundry carried on in 
violation of the|foregoing section is a 
nuisance, and by section third, a viola- 
tion of the ordinance is declared a mis- 
demeanor, punishable by fine or im- 
prisonment, or /both. You will note 
that the City Council first declared the 
use, if carried on outside of the per- 
mitted area, a nuisance, and likewise 
declared a violktion a misdemeanor, 
thus bringing the two principles of law 
under a single ehactment. 

Hang Kie, proprietor of a laundry 
within the restricted district, was ar- 
rested and the ¢ase was carried to the 
Supreme Court of California, which 
ruled: 

38 In the matter of 'Yick Wo, 68 Cal. 299. 

18 Soon Hing v. Crowley, 118 U. S. 28 L, ed. 


1145. Barber v. Connally, 118 U.S. 28 L. ed. 925. 
17 In re Hang Kis, 69 Cal. 149. 


The City of Modesto has authority, 
under Section 11, Article 11, of the Con- 
stitution, to pass an ordinance prohibiting 
the carrying on of a public laundry or wash- 


. house within the city limits, except within 


certain prescribed boundaries. Such an 
ordinance js not unreasonable, nor m viola- 
tion of Article 1, Sections 11 and 21, of the 
Constitution because not uniform in its 
operation }? 


This squarely gave to the city the 
right to regulate, prohibit, or district; 
and taking into consideration the Yick. 
Wo case, which allowed such regula- 
tions to apply to practically all occupa- 
tions, it may be said that the California 
courts firmly established the funda- 
mental principles of zoning under the 
police power as early as 1885. 

Encouraged by the support of the 
laundry cases found in the appellate 
courts, the city authorities of San 
Francisco, Sacramento, and Los An- 
geles, following this line of cases, en- 
acted other ordinances restricting dance 
halls, livery stables, slaughter houses, 
saloons, pool halls, and other types 
of occupation which, while not in 
themselves nuisances, might in the 
line of city development, become 
nuisances. 

This line of California cases defi- 
nitely established the right of munici- 
pal authorities to restrict practically 
any kind of business, the operation of 
which might be a menace, harming 
public safety, sanitation, or morals, or 
the public generally, within the city 
boundaries. Some of these cases were 
sustained on the ground that urban de- 
velopment made necessary laws, ordi- 
nances, and regulations which protected 
persons drawn into the congested sec- 
tions of the cities. 

In other states, also, restrictive legis- 
lation was enacted. Livery stables 
were restricted in St. Louis as early as 
1898, and in upholding such legislation 
the Missouri courts declared: 
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A livery stable is not per se a nuisance. 

The power conferred on the City of St. 
Louis by its charter to regulate livery and 
sales stables includes the right to limit 
them to certain localities and to provide 
for their cleanliness, so that they may not 
become injurious to health.1s 


This reasoning is upheld in an early 
Arkansas case,” judgment of which 
was affirmed by the United States Su- 
preme Court.?° Courts likewise early 
sustained the right of the city to regu- 
late or prohibit,®! and various other uses 
were regulated or prohibited in some of 
these early ordinances. The citations 
above, however, indicate the growth of 
sentiment in the various courts, giving 
to the cities great latitude in the regula- 
tion, the restriction, and the prohibi- 
tion of numerous uses. 

Parallelmg the restrictive ordinances 
dealing with certain types of vocations, 
are found numerous nuisance cases 
where the courts restricted the right of 
a person to do business within given 
localities, and by injunctive ‘process 
either prohibited the carrying on of cer- 
tain types of business or imposed regu- 
lations which amounted to the same 
thing.?? 


EARLY CALIFORNIA DECISIONS 


One of the first cases dealing with the 
nuisance laws of San Francisco, which 
shows the broad viewpoint later devel- 
oped, is the case of T'ubener v. Califor- 
nia State Railroad Co., reported in 68 
Cal. page 171, which case was quickly 
followed by Sullivan v. Rogers, recorded 
in 72 Cal. page 248. These decisions 
were rendered by our Supreme Court 


38 The City of Si. Louis v. Russell, 116 Mo. 
Rep. 248. 

19 Reinman v. City of Little Rock, 107 Ark. 174. 

20 Reinman v. City of Little Rock, Ark. 237 
U. S. 171. : 

In State ex rel. Ohio Hatr Products Co. v. 
Rendigs, 980. 5. 251. 

22 Judson v. Suburban Gas Co., 157 Cal. 168; 
Melntosh v. Brimmer, 68 Cal. Ap. 770. 


in 1884 and 1887, and clearly forecast 
some of the developments which we 
have since had in the zoning procedure. 

In the Tubener case, the court, in 
rendering its decision, said: 


It is true that persons preferring to live 
in the city, rather than in the country, must 
accept many inconveniences probably all 
that naturally and necessarily from the 
concentrations of populations; but that 
doctrine should not be carried too far. The 
law looks to a medium course to be pursued 


by each for the mutual benefit of all. 


In addition, this case affirmed the 
principle that “if a business be neces- 
sary or useful, it is always presumable 
that there is a proper place and a 
proper manner for carrying it on.” 

In a concurring opinion rendered by 
Justice Thornton, the germ of the idea 
of protection of industrial uses by the 
authority of zoning is expressed, Justice 
Thornton stating: “That the acts com- 
mitted by the defendant constituted a 
nuisance is clear; nor were such acts 
either directly or indirectly permitted 
to be done by the expressed authority 
of a statute.” The same thought is 
expressed in the Northern Transporta- 
tion case, wherein it is stated: “That 
which the law authorizes cannot be a. 
nuisance, such as will give a common 
law right of action.” 

A zoning statute or ordinance is not 
contemplated here, but these two deci- 
sions may be looked upon as holding 
the germ of the idea which will later 
develop and give us true comprehensive 
zoning; that is, zoning which will pro- 
tect the home owner or the business 
man by prohibiting injurious uses, and 
which will protect the industry in its 
allotted district and estop the home 
owner and the business man in that 
district from complaining against such 
industry as a nuisance. Numerous 


% Northern Transportation Co. v. Chtoago, 
99 U.S. 336. 
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cases are asking the courts to grant 
such protection. The courts have 
clearly recognized that some occupa- 
tions, by the noise made in their pur- 
suit, some by the odors they engender,** 
and some by the dangers accompanying 
them, require regulations as to the 
locality on which they shall be con- 
ducted. “The possession and the en- 
joyment of all rights are subject to such 
reasonable conditions as may be deemed 
by the governing authority of the coun- 
try essential to the safety, health, 
peace, good order and morals of the 
community.” 

However, the courts have not as yet 
fully recognized the zoning idea by 
holding that, once a city has zoned its 
area and set aside some portions thereof 
for industrial use, thereafter any indus- 
try permitted therein shall have full 
right to operate unhampered by nui- 
sance charges, so long as it uses up-to- 
date machinery and conducts its busi- 
ness under rules of standard practice; 
though some cases have come very 
near to this declaration.” 

For many years after the Hang Kie 
ordinance was sustained, cities through- 
out California enacted ordinances re- 
stricting various uses, such as dance 
halls, shoddy plants% pool halls, sa- 
loons, and other lines of business, and 
while numerous cases involving these 
prohibitory or regulatory ordinances 
were carried to the higher courts, there 
has never been a decision reversing the 
Hang Kie decision of 1884.27 


NEIGHBORS’ Consent UNNECESSARY 


For a time, certain cities enacted 
ordinances which prohibited numerous 
lines of endeavor within limited areas 


2 Crowley v. Christenson, 187 U.S. 90, 85 L. ed. 
620. 

28 (a) Martin Building Co. v. Imperial Laundry 
Co., 124 So. 82. 

* Ex Parte Lacey, 168 Cal. $26. 

7 Ex Parts Quong Wo, 161 Cal. 229. 


unless the person seeking to carry on 
the proscribed occupation secured the 
signatures of a given precentage of the 
property owners within the limited 
area, to 4 petition allowing such use. 
The courts immediately held the ordi- 
nances of this type invalid.2®2 A com- 
plete statement from the leading case 
on the subject follows: 


A town ordinance prohibiting the carry- 
ing on of a public laundry within the 
corporate limits of the town, except in cer- 
tain specified blocks thereof, without a 
written permit from the board of trustees, 
and providing that no permit shall be 
granted unless the applicant shall have 
first obtained the written consent of a ma- 
jority of the real property owners within the 
block in which the business is to be carried 
on, and also of the four blocks immediately 
surrounding such block, does not fall 
within the local police power granted by 
Section 11 of Article XI, of the State Con- 
stitution, but is an unreasonable and un- 
authorized interference with the inalienable 
right to engage in a lawful occupation, and 
with the right of the owner of property to 
devote it to a lawful purpose. 

The business of conducting a laundry is 
a lawful occupation, and is not of itself, and 
irrespective of the manner in which it is 
conducted, offensive or dangerous to the 
health of those living within Its vicinity, 
and no municipal corporation has the power 
to make the right of a person to follow this 
business at any place he may select for that 
purpose dependent upon the will of any 
number of citizens or property owners 
within its limits. 

This decision has been repeatedly 


sustained, in California and elsewhere. 
A 1929 case in California decided: 


A section of a zoning ordinance making 
the power to reclassify any of the property 
in the city contingent upon the consent of 
a majority of the owners of property within 
five hundred feet of the property sought to 
be rezoned, is ineffective as an attempted 
suspension of legislative power, and con- 


18 Ee Parte Sing Lee, 96 Cal. 354. 
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stitutes an unauthorized interference with 
the rights of property owners adversely 
affected.?* 


This rule has been upheld in many 
Jurisdictions.®° 

From 1885 until 1909 there was no 
move upon the part of California cities 
to take advantage of the full zoning 
power granted them in the Hang Kie 
case. Little had been done outside 
of California, either; though in 1899 
a Federal statute, since frequently 
amended, was enacted limiting the 
heights of buildings by zones in Wash- 
ington, District of Columbia,*! and in 
1904 Toronto, under Sections 409-410 
of the Ontario Municipal Act, began to 
create residential and industrial dis- 
tricts. 

Incomplete zoning ordinances limit- 
ing heights of buildings in Baltimore 
were passed in 1904 and upheld by the 
courts in 1908.8 Like action was had 
in Indianapolis and New York. In 
Boston, height districts covering the 
entire city were created. In several 
cities, residential, business, and indus- 
trial districts were created; but in the 
main, save in Los Angeles, California, 
zoning was very sparingly used until 
after 1916. 


ZONING IN Los ANGELES - 


The most fully zoned city of the 
early period was Los Angeles, Cali- 
fornia. The first ordinance of im- 
portance was passed in 1909, and by 
1915, zoning ordinances had come to 
cover in one way or another the entire 
city. ‘They divided the city into: one 
large residence district, in which only 
the very lightest of manufacturing was 

39 Hurst v. City of Burlingame, 207 Cal. 184. 

30 Williams, The Law of City Planning and Zon- 
ing, p. 266, 

31 Thid., p. 265. 

82 Cochran v. Preston, 108 Md. 220. 

3 Williams, The Law of Ctty Planning and Zon- 
ing, p. 266. 

H Ibid., p. 287. 
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allowed; twenty-seven industrial dis- 
tricts, in which all industries were per- 
mitted; and about a hundred “resi- 
dence exception” districts, so called 
because, although scattered throughout 
the residence district, all but the 
heavy and objectionable industries 
might be pursued in them. 

By Los Angeles City Ordinance No. 
19,500 (NS) adopted December 28, 
1909, seven industrial districts were es- 
tablished; and on January 10, 1910, 
practically all of the remainder of the 
city was established as a residential 
district. ‘These ordinances were en- 
forced, and one of the first violators 
was a Chinese who maintained a laun- 
dry at 721 South Flower Street. He 
was arrested, and on a habeas corpus 
proceeding the California Supreme 
Court, held, on October 19, 1911: 


The City of Los Angeles has power, by 
ordinance, to divide its territonal limits 
into industrial and residential districts, and 
by subsequent ordinances to change the 
boundaries thereof, and to prohibit the 
carrying on within the residential district 
as so originally established or subsequently 
modified, of certain kinds of business, 
among others the business of a public laun- 
dry, where there is nothing to indicate that 
distinctions so made with reference to the 
particular localities affected were unreason- 
able, and the ordinances were not intended 
to operate peculiarly agamst any particular 
race, and make no unlawful discrimination 
between persons or classes of persons, but 
‘apply equally and uniformally to all en- 
gaged in the kinds of business prohibited.® 


This decision fully affirmed the 
rule laid down in the Hang Kie case, 
and elaborated the theory of zoning, 
allowing for conditional exceptions or 
spot zoning; as it held, in the absence 
of anything indicating a contrary in- 
tent, that the subsequent action of the 
City Council in excepting by ordinance 
certain comparatively small parcels of 


% Ex Paris Quong Wo, 161 Cal, 220, 
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land from the residential district as 
originally established, is presumed to 
be reasonable and without arbitrary 
discrimination. That some of the 
parcels so excepted were small in area, 
consisting of only one city lot, and 
were surrounded on all sides by por- 
tions of what was, under the ordinance, 
“residence district,” does not in itself 
warrabt a contrary conclusion. 

The decision likewise definitely es- 
tablished the right to regulate any law- 
ful business, by holding that the power 
to regulate the carrying on of certain 
lawful occupations m a city includes 
the power to confine their operation to 
certain limits, whenever such restric- 
tions may reasonably be found neces- 
sary to subserve the ends for which the 
police power exists, viz., to protect the 
public health, morals, safety, and com- 
fort. After ruling that the determina- 
tion of the legislative body was pre- 
sumptively valid, the court decided 
that a sparsely settled district might be 
set aside as a residential area and thus 
protected for future use, stating that 
the mere fact that large portions of the 
residence district as defined by the ordi- 
nance are sparsely built up, does not 
indicate any improper design on the 
part of the City Council in including 
such portions in the residence dis- 
trict. 

The wise declarations made in this 
decision have greatly guided the courts 
of California. This case has become 
one of the leading cases on zoning, and 
is recognized as sound law wherever 
zoning ordinances have been before 
courts for determination. 


RestaricriveE POWERS or LEGISLATIVE 
Bonws 

From this case has grown a line of 

decisions that holds that, operating 

under the police power, a legislative 

body may regulate or restrict any law- 

ful business by requiring that it be 


established or maintained in a certain 
zone set aside for such uses.% The 
courts have held, however, that where 
an inadequate provision is made for a 
certain business use or for the business 
uses of the community, such ordinance 
is void, the theory of zoning being that 
by the allocation of the several uses 
necessary in the life of the community 
to certain sections of the city, the city 
will be able to grow in a more uniform 
manner.?? 

The courts of California, however, 
have been very reluctant to review the 
work of the legislative body, and only m 
a few instances have they set aside 
zoning ordinances at the request of the 
complaining citizens. They hold quite 
uniformally that a‘large discretion is 
vested in the legislative branch of the 
government.’ The courts are loath 
to review the legislative enactment, as 
the presumption is in favor of such en- 
actment. Further, the courts will not 
substitute their judgment for that of 
the legislative body where the ordi- 
nance in question is reasonable. A 
discretionary power vested m the City 
Council to grant or refuse a permit to 


` carry on a business is«valid, and the 


courts will not review the action of the 
legislative body in granting or refusing 
the permit. 

In fact, the only occasions when the 
courts have seen fit to hold the ordi- 
nance invalid are as follows: when there 
has been an apparently unreasonable 
restriction;®® where there has been a 
delegation of power;‘° where there bas 
been an arbitrary and apparently dis- 
criminatory exercise of the police 


% Parker v. Colburn, 196 Cal. 169; Fouroads v. 
S. F., 196, 655; Blumerthal v, Cryer, T1 Cal. App. 
668. 

7 In re White, 195 Cal. 516. 

33 Miller v. Board of Publio Works, 195 Cal, 
477; Zahn v. Board of Publio Works, 195 Cal. 497; 
Parker v. Colburn, 196 Cal. 169. 

2 In re White, 195 Cal. 516. 

4 Hurst v. City of Burlington, 207 Cal. 134. 
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power; or where it can be readily seen 
that the ordinance in question has no 
relation to public health, general wel- 
fare, or safety, morals, or protection of 
the community.“ The courts have 
likewise stated that the motives of the 
legislative body in enacting the ordi- 
nance will not be inquired into, and 
that the regulation must stand if 
reasonable.* 

These various citations do not mean, 
however, that a legislative body may 
at will pass regulations restricting or 
destroying a business use, for there is a 
rule of reasonableness which the courts 
wil enforce.“ Should it appear that 
the ordinance is unreasonable, dis- 
criminatory, or not responsive to the 
necessity of protecting the health, the 
morals, the safety, the general welfare, 
or the sanitation of the general public, 
the courts will invalidate the ordinance 
or such part of it as is necessary in 
justice to the complaint. 


Tae Hapacueck Case 


The cases previous to 1913 had es- 
tablished the right of the city to pre- 
vent certain industries or business uses 
from being carried on in restricted 
districts, but up to that time, no great 
property rights had been involved.“ 
On May 15, 1918, in Ex Parte Hada- 
check, the California Supreme Court 
forced a brickyard and kiln out of a 
residential district, thus effectively 
prohibiting a lawful use, not a nuisance 
per se. The land on which the brick- 
kiln and yard was being operated was 
acquired by J. C. Hadacheck in 1902, 


when the land in question was far re- 


“ Pacific Palisades Ass’n v. Huntington Branch, 
196 Cal. 211. 

“2 Ex Parte Hadacheck, 165 Cal. 416; Boyd v. 
City of Sierra Madre, 41 Cal. App. 520. 

& Hadacheck v. Geo. Alexander, 169 Cal. 618; 
Hadacheck v. Sabastian, 288 U. S. 894. 

u In re Throop, 169 Cal. 93; Pac. Palisadss 
Ase’n, 196 Cal. 211; in re White, 195 Cal. 518. 

4“ Er Parte Hadacheck, 165 Cal. 417. 


moved from city development. In the 
subsequent years the city had grown to 
the vicinity of the kiln, and residences 
had been established around it. The 
city zoned this area for residence pur- 
poses, and then proceeded against J. C. 
Hadacheck. The court held that the 
city had ample authority to proscribe 
the manufacture of brick in this resi- 
dential district, and stated: 


The power of a municipality to regulate 
the carrying on of certam lawful occupa- 
tions therein includes the power to confine 
the carrying on of the same to certain limits, 
whenever such restrictions may reasonably 
be found necessary to subserve the ends for 
which the police power exists, viz., to pro- 
tect the public health, morals, safety, and 
comfort. 

The reasonableness of a municipal re- 
striction prohibiting the carrying on of the 
business of manufacturing brick within a 
specified portion of the city is sufficiently 
established, when, in addition to the pre- 
sumptions in favor of the propriety of the 
legislative determination, there is evidence 
tending to show that the region in question 
had become primarily a residential section, 
and that the occupants of neighboring 
dwellings were seriously discommoded by 
the operations of the business. 


The court likewise settled the ques- 
tion of discrimination by holding that 
such a restriction, limited to a particu- 
lar district, is not invalidated by the 
fact that the maintenance of such yards 
was not prohibited in other districts 
of the city where their existence was 
equally injurious to their neighbors. 

Mr. Hadacheck, wishing to have all 
the advantages of the civil law, brought 
suit against George Alexander, Mayor 
of Los Angeles,“ in an effort to restrain 
the city from enforcing the ordinance. 
In ruling against the plaintiff the court 
held that “the motives of the Council 
in enacting the ordinance may not be 
inquired into, and consequently the 
court will not consider evidence that 

4 Hadachsok v. Alexander, 169 Cal. 616. 
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one of the councilmen by whose vote 1t 
was enacted had insufficient or erro- 
neous information on the subject-matter 
of the ordmance.” 

' Not content with the adverse de- 
cisions In the state courts, Mr. Hada- 
check carried his case to the United 
States Supreme Court, and there the 
rulings of the state courts were 
upheld.47 Said this court: 


A municipal ordinance enacted in good 
faith as a police measure, prohibiting brick- 
making within a designated area, does not 
take, without due process of law, the prop- 
erty of an owner of a tract of land within the 
prohibited district, although such land con- 
tains valuable deposits of clay suitable for 
brickmaking which cannot profitably be 
removed and manufactured into brick 
elsewhere, and is far more valuable for 
brickmakmg than for any other purpose, 
and had been acquired by him before it was 
annexed to the municipality, and had long 
been used by him as a brickyard. 


Commenting on the decision of the 
California Supreme Court, Mr. Justice 
McKenna of the United States Su- 
preme Court said: 


We think the conclusion of the court is 
justified by the evidence and makes it un- 
necessary to review the many cases cited 
by petitioner in which it is decided that the 
police power of a state cannot be arbitrarily 
exercised. ‘The principle is familiar, but in 
any given case it must plainly appear to 
apply. It is to be remembered that we are 
dealing with one of the most essential 
powers of government—one that is the least 
limitable. It may, indeed, seem harsh in 
its exercise, usually is on some individual, 
but the imperative necessity for its exist- 
ence precludes any limitation upon it when 
not exerted arbitrarily. A vested interest 
cannot be asserted against it because of 
conditions once obtaining. 


Thus again, full zoning rights under 
the exercise of the police power were 


* Hadacheck v. Sebastian, 289 U. S. S. 394, 60 
L. ed. 848. 


upheld, the only test being that the 
ordinance be reasonable and that it 
subserve the interests of the public at 
large. 

For a period of thirteen years after 
the California decision in the Hada- 
check case, the courts of the various 
states were busy with zoning cases. 
Most of the courts of last resort sus- 
tained the right of the city to regulate 
occupations with its limits,** though in 
a few states this right of regulation and 
restriction was denied either in whole 
or in part.*® 

The background for three of the most 
important zoning decisions was laid 
in 1921 and 1922. In October, 1921, 
the city council of Los Angeles, Cali- 
fornia, passed a general, comprehensive 
zoning ordinance, out of which grew 
two cases which made zoning history.*° 
In November, 1922, the City Council 
of Euclid, Ohio, passed a comprehen- 
sive zoning ordinance which completely 
districted the village. The area within 
this village lay adjacent to Cleveland, 


43 As sustaining the broader view, see Opinion 
of Justices, 284 Mass. 597, 607, 127 N. E. 525; 
Inspector of Buildings v. Stoklosa, 250 Mass. 52, 
125 N. E. 262; Spector v. Building Inspector, 250 
Mass. 63, 145 N. E. 265; Breti v. Building Comr., 
250 Mass. 73, 145 N. E. 269; State ex rel Civello 
y. New Orleans, 154 La. 271, 282, 38 A. L. R. 260, 
97 So. 440; Lincoin Trust Co. v. Wiliams Bldg, 
Corp., 229 N. Y. 818. 128 N. E. 209; Aurora v. 
Burns, 319 Ill. 84, 98, 149 N. E. 784; Devnzer 
v. Evanston, 319 Tl. 226, 149 N. E. 790; (391) 
State ex rel. Beery v. Houghton, 164 Minn. 146, 
A. L.'R., 204 N., W. 869; Stato ex rel. Carter v. 
Harper, 182 Wis. 148, 157-161, 88 A. L. R. 269, 
196 N. W. 451; Ware v. Wichita, 118 Kan. 153, 
214 Pac. 99; Miller v. Board of Public Works, 195 
Cal. 477, 486-495, 88 A. L. R. 1479, 284 Pac. 381; 
Providence v. Stephens, R. I., 183 Atl. 614. Bas- 
sett and Williams, Zoning Oases in the Untied 
States. 

2 For the contrary view, see Goldman v. 
Crowther, 147 Md. 282, 88 A. L. R. 1455, 128 Atl. 
50; Ignactunas v. Risley, 98 N. J. L. 712, 121 
Atl. 788; Spann v. Dallas, 111 Tex. 350, 19 
A. L. R. 1887, 235 S. W. 518. 

50 Muller v. Board of Public Works, 195 Cal. 477; 
Zahn v. Board of Public Works, 195 Cal. 497. 
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Ohio, and in what was apparently the 
line of industrial growth of that city. 
By the Euclid ordinance, industrial 
growth of Cleveland was largely barred 
from Euclid and must needs stop or 
detour. The Ambler Realty Ccm- 
pany assailed the ordinance on the 
ground that it invaded constitutional 
rights, and asked for an injunction 
restraining the enforcement of the 
ordinance. This case found its way to 
the United States Supreme Court and 
was decided by that body in October, 
1926," 


ZONING PRINCIPLES ESTABLISHED 


This was the first time this court was 
required to pass squarely upon a com- 
prehensive zoning ordinance, and the 
rules laid down in this decision were 
epochal in their effect. The court up- 
held the authority of the city to zone, 
and established principles which have 
since been recognized throughout the 
United States as the leading principles 
on zoning. This decision established 
the expanding nature of the police 
power, and in a few words enunciated 
principles under which zoning can be 
made to meet the changing conditions 
of urban life. 


While the meaning of constitutional 
guaranties never varies, the scope of their 
application must expand or contract to 
meet the new and different conditions 
which are constantly coming within the 
field of their operation. 

Whether the power exists to forbid the 
erection of a building of a particular kind 
or for a particular use is to be determined 
not by an abstract consideration of the 
building, or of the thing considered apart, 
but by considering it in connection with the 
circumstances and the locality." 


This decision likewise gave authority 
for greater refinements in residential 
5! Euclid v. Ambler Realty Co., U. S. 272, 366 


71 L. ed. 308. 
52 Ibid. 


district zoning, and was contrary to the 
opinion then frequently held that be- 
fore a use could be restricted, some 
element of nuisance must be present in 
that use. 


The exclusion from residential districts 
by zoning ordinances of business and trade 
of every sort, including hotels and apart- 
ment houses, cannot be said to be so clearly 
arbitrary and unreasonable and to have no 
such substantial relation to the public 
health, safety, morals, and general welfare 
as not to be within the police power. 


The point as to whether or not the 
effect on values of a zoning ordinance 
could be considered was settled, as the 
court held: 


When & zoning ordinance is attacked 
upon the broad ground that its mere exist- 
ence, by materially and adversely affecting 
values and curtailing opportunities of the 
market, constitutes a present and irrepara- 
ble injury, the court will not scrutinize ils 
provisions sentence by sentence to ascertain 
by process of piecemeal dissection whether 
there may be here and there provisions of a 
minor character, or relating to matters of 
administration, or not shown to contribute 
to the injury complained of, which, if at- 
tacked separately, might not withstand the 
test of constitutionality. 


Justice Sutherland, in rendering the 
verdict, covered the field of zoning as 
it was then regarded very fully, and 
said: 


We find no difficulty in sustaining re- 
strictions of the kind thus far reviewed. 
The serious question in the case arises over 
the provisions of the ordinance excluding 
from residential districts, apartment houses, 
business houses, retail stores and shops, and 
other like establishments. This question 
involves the validity of what is really the 
crux of the more recent zoning legislation, 
namely, the creation and maintenance of 
residential districts, from which business 
and trade of every sort, including hotels and 
apartment houses, are excluded. Upon 
that question this court has not thus far 
spoken. The decisions of the state courts 
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are numerous and conflicting; but those 
which broadly sustain the power greatly 
out-number those which deny it altogether 
or narrowly limit it; and it is very apparent 
that there is a constantly increasing tend- 
ency in the direction of the broader view. 
We shall not attempt to review these deci- 
sions at length, but content ourselves with 
citing a few as illustrative ofall.... The 
exclusion of places of business from resi- 
dential districts is not a declaration that 
such places are nuisances or that they are to 
be suppressed as such, but it is a part of the 
general plan by which the city’s territory is 
allotted to different uses in order to prevent, 
or at least to reduce, the congestion, dis- 
order and dangers which often inhere in un- 
regulated municipal development. 


COMPREHENSIVE ZONING UPHELD 


Prior to the hearing on tbis case in 
the United States Supreme Court, the 
Miller and the Zahn cases* had been 
heard and decided in California, and 
the Civello case™ had been decided in 
Louisiana. These three cases had 
upheld the right of the city to establish 
and maintain residential districts under 
a comprehensive zoning scheme or 
plan, advancing many reasons in sup- 
port of the zoning program, and sus- 
taining the idea that changed condi- 
tions call for changing laws. In the 
Miller case, the court said: 


The police power, as such, is not confined 
within the circumscription of precedents, 
resting upon past conditions which do not 
cover and control present-day conditions 
obviously calling for revised regulations to 
promote the health, safety, morals or 
general welfare of the public, and as the 
commonwealth develops politically, eco- 
nomically, and socially, the police power 
likewise develops, within reason, to meet 
the changed and changing conditions, and 
what was at one time regarded as an im- 
proper exercise of the police power may now 


83 Miller v, Board of Public Works, 195 Cal. 
477, 38 A. L. R. 1479, 284 Pac. 881; Zahn v. 
Board of Public Works, 195 Cal. 497. 

“ State Ex Rel. Civello v. New Orleans, 154 
Le. 283, 33 A. L. R. 260, 97 So. 440. 


because of changed living conditions, be 
recognized as a legitimate exercise of that 
power. 


In this case likewise a definition of 
zoning is given which is worthy of 
note: 

Tn its original and primary sense, zoning 
is simply the division of a city into districts 
and the prescription and application of dif- 
ferent regulations in each district, which 
regulations are divided into two classes: 
(1) those which regulate the height or bulk 
of buildings within certain designated dis- 
tricts in other words, those regulations 
which have to do with the structural and 
architectural designs of the buildings; and 
(2) those which prescribe the use to which 
buildings within certain designated dis- 
tricts may be put. 

The matter of comprehensive zoning 
was discussed, and the following state- 
ment shows the regard felt for such 
zoning by the court: 


A municipality, under the police power 
delegated to it, may legally establish, as a 
part of a comprehensive zoning plan, 
strictly private residential districts from 
which are excluded and absolutely pro- 
hibited general business enterprises, apart- 
ments, tenements, and like structures. 


In the Zahn case the police power 
was again discussed, the court de- 
claring: 

The enactment by a municipality of an 
ordinance, pursuant to a general compre- 
hensive plan, based upon considerations of 
public health, safety, morals, or the general 
welfare, applied fairly and impartially, 
which ordinance regulates, restricts and 
segregates the location of industries, the 
several classes of business, trade, or calling, 
and the location of apartment or tenement 
houses, clubhouses, group residences, two- 
family dwellings, and the several classes of 
public and semi-public buildings, is a valid 
exercise of the police power. 

In the Civello case the right to zone 


for residential uses was completely 
upheld and several reasons were given 
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for sustaining such mght, the court 
saying: 


In the first place, the exclusion of busi- 
ness establishments from residence districts 
might enable the municipal government to 
give better police protection. Patrolmen’s 
beats are larger, and therefore fewer, in 
residence neighborhoods than in business 
neighborhoods. A place of business in a 
residence neighborhood furnishes an excuse 
for any criminal to go into the neighborhood 
where, otherwise, a stranger would be under 
the ban of suspicion. Besides, open shops 
invite loiterers and idlers to congregate; and 
the places of such congregations need police 
protection. In the second place, the zoning 
of a city into residence districts and com- 
mercial districts is a matter of economy in 
street paving. Heavy trucks, hauling 
freight to and from places of business in 
residence districts, require the city to main- 
tain the same costly pavement in such dis- 
tricts that is required for business districts; 
whereas, in the residence districts, where 
business establishments are excluded, a 
cheaper pavement serves the purpose. ... 

Aside from considerations of economic 
administration, in the matter of police and 
fire protection, street paving, etc., any busi- 
ness establishment is likely to be a genuine 
nuisance in a neighborhood of residences. 
Places of business are noisy; they are apt to 
be disturbing at night; some of them are 
malodorous; some are unsightly; some are 
apt to breed rats, mice, roaches, flies, ants, 
etc. 


The Zahn case was carried to the 
Supreme Court of the United States 
and the decision was there upheld.* 

By these decisions another great 
forward step was had m zoning, and by 
them it can be truly said that zoning 
as a principle of law and as a right of the 
American city was fully established. 


ZONING ORDINANCES INVALIDATED 
While the cases so far cited all 
favored the zoning idea and upheld it 


56 Zahn v. Board of Public Works, 274 U. S. 
825, 71 L. ed. 1074. 


fully, there were many contemporane- 
ous cases invalidating zoning ordi- 
nances.*® ‘These cases were, in the 
main, not adverse to the zoning. idea, 
but invalidated an ordinance because, 
m the opinion of the court, the city 
had for one reason or another over- 
stepped the bounds of reasonableness, 
and therefore such ordinance was not 
within the police-power right of the 
city. Thus, the courts held that a 
complete prohibition of certain use 
within a city is invalid. The California 
Supreme Court, in an early case, said: 

An ordinance, prohibiting maintenance 
anywhere in the city, of any hospital for 
treatment of contagious or infectious dis- 
eases, 18 wholly unreasonable, and so not 
justified as an exercise of the police power.’ 


One of the first decisions of 1981 by 
this same court refuses to uphold an 
ordinance which prohibited the main- 
tenance of sanatoriums in a given dis- 
trict, though admitting the right of the 
city to prevent the establishment of 
new businesses of the same nature. 
This is a blow to retroactive zoning in 
California, and in part, at least, re- 
verses the Hadacheck case; though it 
may be contended that in that case 
there was an element of nuisance. 
In the present case the court declares 
invalid in its provisions regarding the 
existing sanatoriums, a city ordinance 
enacted August 11, 1927, but states 
that it is valid in so far as it prohibits 
the further establishment of mental 
hospitals in the restricted area. 


We are asked [says the opinion] to uphold 
& municipal ordinance which destroys 
valuable businesses, built up over a period 
of years. If we do so on the ground that it 
is a proper exercise of police power in the 
enactment of zoning legislation, then it 

5 In re White, 195 Cal. 516; Nectow v. Cam- 
bridge, 277 U. S. 183, 72 L. ed. 842. 

7 San Diego Association v. The City of San 
Diego, 200 Pac. 398, Matzenbaum, The Law of 
Zoning, p. 27. 
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follows that the same thmg may be done to 
apartment houses, stores or flats. 

The establishment of many lawful and 
not dangerous businesses in a city would 
then become an extremely hazardous under- 
taking. At any time, in pursuance of a 
reasonable plan for its future develop- 
ment, thé city could prohibit the continua- 
tion of the businesses and make property 
valueless which was previously constructed 
and devoted to a useful purpose. The ap- 
proval of such a doctrine would be a blow 
to rights in private property such as this 
court has never witnessed.* 


The court concluded that where, as 
here, a retroactive ordinance causes 
substantial injury and the prohibited 
business is not a nuisance, the ordi- 
nance is to that extent an unreasonable 
and unjustifiable exercise of police 
power. 


OTHER PHASES or ZONING 


For many years the principle of 
zoning has been used to prohibit or re- 
strict many lines of activity not covered 
by the standard zoning cases cited. 
Much effort has been made to regulate, 
restrict, or destroy billboard or roadside 
advertising by zoning,®® and much has 
been accomplished in the beautifica- 
tion of the country by such regula- 
tion.®° Restriction of buildings as to 
height and bulk has been possible 
under zoning regulations, and there 
are many cases sustaining the right of 
the city to enact such regulations,®! 
though not all height-limitation ordi- 
nances have been held valid. 

Attempts to establish racial zones 


58 Jones v. City of Los Angeles, Cal., 295 Pa. 15. 

59 Haller Sign Works v. Physical Culture Train- 
ing School, 249 Il. 344, 108 N. E. 340, 242 U S. 
526, 37 Sup. Ct. R. 190; Liggett’s Petition, 291 
Pa. 109, 189 A. 619. 

© Baker, Legal Aepects of Zoning, p. 21 ff. 

& JFelch v. Swasey, 193 Mass. 364, 79 N. E. 
745, 214 U.S. 91, 29 Sup. Ct. R. 567; Matter of 
Wulfsohn v. Burden, 214 App. Div. 824, 210 N. 
Y. S5. 941, 241 N. Y. 288, 150 N. E. 120. Bas- 
sett and Williams, op. ctt., p. 9. 


have been held invalid as a violation of 
constitutional right.®? Says the court 
in one decision: “A city ordinance 
which forbids colored persons to occupy 
houses in blocks where the greater 
number of houses are occupied by 
white persons, in practical effect, pre- 
vents the sale of lots in such blocks 
to colored persons, and is unconstitu- 
tional.” 83 

The establishment of setback lines 
for the purpose of providing light and 
air for residential districts as a part 
of a zoning regulation has been sus- 
tamed.* Likewise, the establishment 
of setback lines for vision clearance 
has been held a valid exercise of the 
police power,® though there is danger 
that in their zeal, city planning com- 
missions will go too far in the exercise 
of this right, and some adverse de- 
cisions will result. A Connecticut 
decision meets the setback situation 
squarely, and declares: 


That while the Act did not take land, 
but merely regulated its use by requiring 
conformity to the plan of the commission in 
its development, such regulations neverthe- 
less did in a measure deprive the owner of a 
part of his dominion over his land. 

That such restriction or deprivation, ac- 
complished under reasonable regulations in 
the conservation of the public health, safety 
and welfare, was merely a legitimate exer- 
cise of the police power of the state. 

The General Assembly, in the exercise of 
the police power, can establish building 
lines without making compensation, where, 
as in this case, the regulations are reason- 
able under the circumstances present, and 


82 Tyler v. Harmon, 158 La. 489; 104 So. 200, 
160 La. 948, 107 So. 704; Harmon v. Tyler, 273 
U. S. 668; Laberty Annex Corp. v. City of Dallas, 
289 So. W. 1067. Bassett and Williams, op. cit., 
p 20 

® Buchanan v. Warley, 245 U. S. 60. 

“ Thelle v. Boardof Public Works, 83 Cal. App. 
187. 

® Tenes Construction Corp. v. Garner, 4 N. J. 
Mis. 485, 188 A. 396; Eaton v. Town of Mont- 
clair, 4 N. J. Misc. 507, 183 A. 400. 
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tend to preserve the public health, add to 
the public safety from fire, and enhance the 
public welfare by bettering living conditions 
and increasing the general prosperity of the 
neighborhood.” 


Area zoning has had decisions favor- 
ing and opposing,®” and while in the 
main it seems that a city may by its 
zoning ordinance restrict a building to 
a certain percentage of the area of a lot 
or parcel of land, the exercise of this 
right must be carefully handled to 
prevent an unreasonable invasion of 
private rights. 


PROCEDURE IN EASTERN Crrres 


New York, Boston, and other East- 
ern cities have, since 1916, carried on 
extensive zoning surveys, resulting in 
the accumulation of much reliable data 
upon which zoning procedure may be 
predicated. In the East, zoning pro- 
cedure has been carried out by boards 
of adjustment, whereby hardship 
worked upon the property owners by 
zoning ordinances may be obviated by 
adjusting the application of the ordi- 
nance to certain parcels of land to fit 
specific ‘conditions. In the West, this 
type of procedure has not been used, 
many authorities feeling that the estab- 
lishment of such boards would amount 
to a delegation of legislative power, and 
their operation, therefore, would be 
repugnant to our constitution. How- 
ever, in the 1929 session of the Cali- 
fornia State Legislature, a bill was 


8 Whitney v. The Town of Windsor, 95 Conn. 
857, 111 At. 854; Matzenbaum, The Law of 
Zoning, p. 166. 

“In favor of validity; Willison v. Cooke, 54 
Colo. 320, 180 P. 828; R. B. Construction Ca. v. 
Jackson, 152 Md. 671; Matter of Wulfsohn v. 
Burden, 214 App. Div. 824, 210 N. Y. S. 941, 241 
N. Y. 288, 150 N. E. 120. Contra: Byrne v. 
Maryland Realty Co., 129 Md. 202, 98 A. 547; 
Wood v. Bldg. Com'r of City of Boston, 256 Mass. 
238, 152 N. E. 68; Rudensey v. Senior, 4 N. J. 
Misc. 577, 183 A. 777. Bassett and Williams, 
op. cit., p. 15. 


introduced to establish such boards.’ 
The bill did not come out of committee, 
but many feel that such a bill will soon 
be passed by our legislature. Our 
California procedure now requires “‘spot 
zoning”? or “conditional exceptions” 
to be established by the enactment of 
amendatory ordinances by the City 
Council. .Thus a variance from the 
established zone is frequently handled 
by politicians who have no regard for 
the essential requirements of zoning. 
This method of procedure, whereby 
each exception to the ordinance re- 


‘quires an amendment, places the ordi- 


nance in jeopardy each time a property 
owner protests a “spot zone” and 
carries his case into the courts. Where 
there is a board of adjustment func- 
tioning, the property owner is not con- 
cerned with the ordinance, ordinarily, 
but only with the ruling of the board. 
Therefore the ordinance is not so open 
to attack. 

Until 1980, California practice dealt 
only in use zoning; but in 1930, the 
Los Angeles City Council passed an 
ordinance limiting the heights of build- 
ings in certain zones, and also limiting 
the area of a lot upon which an owner 
may build certain types of structures. 
As yet, this ordinance has not been 
questioned in the courts. Compre- 
hensive zoning 1s necessary to achieve 
proper results under the zone plan, and 
it is hoped that the courts will recognize 
this as a principle and so mold the law 
that variances from the established 
order will be held to a minimum. 


Property RIGHT CONSIDERED 


It has long been held that a resident 
of a community could not acquire a 
vested right in any law or ordinance 


enacted under police-power regulation, 


as such regulation was enacted for the 

benefit of all, and might be abrogated 
3 Senate Bill 618, 1929 Session California 

Legislature. ; 
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by the city at will. Ina recent case,* 
however, this rule has been somewhat 
questioned, and the rights of property 
owners who have acted under and 
pursuant to an existing zoning ordi- 
nance have been somewhat considered. 
Said the court in the Michigan Lake 
Building Corporation case: 

However, in the instant case there ap- 
pears to have been no consideration given 
or allowance made for existing conditions, 
for the conservation of property values, or 
for the direction of building development to 
the best advantage of the entire city. 
There is not a word in the record pertaining 
to the necessity of the amendatory ordi- 


nance or to its benefit to the public welfare ' 


in any manner. We are of the opinion that 
the passage of the amendment under pres- 
ent conditions was clearly an arbitrary and 
unreasonable action on the part of the City 
Council and not authorized by or contem- 
plated under the zoning statute. 

The record shows there are in the fifth 
volume district but four pieces of property 
as now owned and located which will be af- 
fected under the construction of the amen- 
datory ordinance—that the street over 100 
feet wide cannot be the one between the 
proposed building site and the public park, 
playground, waterway, or cemetery. Three 
of the four locations affected are already 
improved with large substantial and modern 
structures. It is not the purpose of the 
zoning act to permit special privileges to 
any one or to a few property owners. In 
the many adjudicated cases wherein zoning 
statutes or ordinances have been approved 
the courts have stated, in substance, that 
zoning necessarily involved a consideration 
of the municipality or community as a whole 
and a comprehensive view of its needs. 


This idea carried too far might have 
the result of impairing police-power 
regulation; but it is apparent to those 
who give the matter much thought that 
a person who, relying on the zoning 
ordinance of a city, builds or establishes 
a home or an apartment, a business or 


3 Michigan Lake Building Corp. v. Hamilton, 
Ill. 172 N. E. 710. 


an industry, should be afforded every 
possible protection. The use permitted 
or prohibited was the lure which caused 
the owner to build or establish, and 
so far as possible his property rights 
should be protected. 


PROTECTION OF INDUSTRY 


It is only by full and comprehensive 
zoning that the idea of zoning can be 
logically sustained, and by compre- 
hensive zoning is meant, I take it, full 
protection to whatever use 1s permitted 
in the respective zones. ‘The next im- 
portant cases on zoning will probably 
deal with the protection of the less 
desirable uses from the claim of nul- 
sance by residence or business. Thus, 
a manufacturer buys and builds in an 
industrial zone. The area around his 
factory is sparsely settled, if at all, 
other factories come and build adjacent 
to his plant, and soon a community is 
developed. Residents move into the 
district who object to the noise and the 
confusion of the factory and seek to 
abate it as a nuisance. The factory 
must be protected in the peaceable 
enjoyment of the manufacturing privi- 
lege granted it by the zoning ordinance, 
even though that privilege creates an 
actionable common-law nuisance. This 
enjoyment may be guaranteed by pro- 
hibiting residential use in a factory 
zone, or by so constituting the law that 
a home owner is estopped from com- 
planing against a factory in a zone 
set apart for it and similar uses. 
There is one case meeting this issue 
squarely, which in effect holds that 
the factory has no rights because of the 
zoning, stating: 


The fact that the premises on which de- 
fendant’s laundry was situated were zoned 
to permit the maintenance of such estab- 
lishments did not justify the creation or 
continuance of a private nuisance, neither 
did it require that all persons building 
residences in that vicinity submit to such 
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discomforts and injuries as are ordinarily 
incident to the operation of similar indus- 
tries in the manner in which they are cus- 
tomarily conducted.?° 


While this case did not present an 
ideal zoning situation, in that the laun- 
dry herein declared to be a nuisance 
was established on a busy thoroughfare 
m an area quite closely built up for 
residential uses, still it seems that this 
declaration is poorlaw. While the zon- 
ing law was not directly at issue, the 
better theory would have been for 
the court to hold that the zoning in the 
first instance, in permitting a laundry 
in a residential district, was an un- 
reasonable exercise of the police power, 
rather than to rule that the grant of the 
zoning ordinance gave the laundry no 
rights. This decision should be re- 
versed, and it is hoped that such re- 
versal will be had shortly. 

In Eastern states the courts seem 
to be more inclined to take judicial 
notice of manufacturing or busiress 
zones in fact, or those established by 
zoning ordinance. In an Ohio case, an 
injunction against a casting company 
was denied because apparently the 
company was located in an industrial 
zone and therefore had rights as 
against the persons who sought to 
enjoin it as a common-law nuisance.” 
In a recent Alabama case this principle 
was discussed, and the court held: 
“Court in suit by owner of office build- 
ing to enjom laundry company from 
emitting smoke, should order reference, 
giving register wide range of investiga- 
tion as to practical methods for remedy- 
ing smoke nuisance.” ™ 

Courts have also held: “A business 
may be a nuisance in one place and 


70 Walliams v. Blus Bird Laundry, 85 Cal. Ap. 
388. 

T Slothfang v. Cincinnati Aluminum Castg. Co., 
18 Ohio App. 384. 

7 Martin Building Co. v. Imperial Laundry 
Co., 124 So. 82. 
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not in another”; “Mere fact of an- 
noyance from conduct of business does 
not establish a nuisance”;™ “A lawful 
business when properly conducted can- 
not be a nuisance”; and “Whether 
a business is a nuisance depends upon 
nature of, its location and character.” 78 


In general, home owners and occupants, 
as well as all others, must endure, without 
legal recourse, all of those petty annoyances 
and discomforts ordinarily and necessarily 
incident to the conduct of those trades and 
businesses which are usually a part of 
municipal life, and which are more or less 
essential to the existence and comfort and 
progress of the people. . But there are 
limits to this rule.” 


These decisions under the nuisance 
law all tend to recognize the necessity 
of applying the zoning principle to 
nuisance cases and protecting the 
industry granted the right to operate 
in a given zone, but as yet there has 
been no case squarely in point which 
has been decided by a court of last 
resort. 


FURTHER INDUSTRIAL PROTECTION 
NEEDED 


Effort is now being made to enact 
a section in the nuisance chapter of the 
California Civil Code, providing in 
effect that once an area has been zoned 
fcr industrial uses those uses may be 
maintained as against all comers. If 
this amendment is adopted, it will of 
course be necessary to sustain it in the 
courts. Alabama has a law providing 
in effect that a manufacturing or m- 
dustrial plant shall not become a nul- 
sance by changed conditions in the lo- 
cality after operation of the plant for 
more than one year. 

These decisions and laws, however, 

73 Jones v. Kelly Trust Co., 18 S. W. 356. 

™ Huche v. Hollinger, 146 A. 115. 

5 People v. Vandewater, 164 N. E. 264. 

“e Carney v. Penn Oil Co., 140 A. 118. 


i1! Diris Ice Cream Co. v. Blackwell, 217 Ala. 
$30, 116 So. 348, 58 A, L. R. 1228. 
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taken separately, do not provide ade- 
quate protection, and a crystallization 
on this subject is needed, as factories 
are suffering much annoyance, even 
though located in proper zones and 
under conditions laid down by legisla- 
tive bodies. 

It would seem that zoning can render 
its greatest service to the community 
when its rules and regulations are the 
most uniform and when it can be al- 
lowed to operate as a science, un- 
hampered by political or popular ex- 
pediency. Each element that tends to 
destroy the universal application of the 
comprehensive plan of zoning detracts 
from its efficiency and destroys its 
effectiveness. In zoning, therefore, a 
new principle should be carefully con- 
sidered before being enforced, so that 


there will be no upset. It is impossible 
to sustain a phase of zoning in the 
courts until there exists an apparent 
necessity for that phase, and in the 
main, the courts will become cognizant 
of that necessity through their consider- 
ation of nuisance and allied law. 

In conclusion, the application of zon- 
ing principles is necessary to urban 
development, for without this applica- 
tion, friction and strife between neces- 
sary uses in a city are bound to develop. 
However, in the application of these 
principles, care must be taken that our 
cities do not go too far before the way 
has been prepared. There is a new 
theory of land economics being de- 
veloped in the United States, and zon- 
ing procedure will play no small part 
in advancement of that theory. 


Zoning for Humanitarian Institutions 


By Epwarp M. Basserr 
Attorney at Law; Counsel, Zoning Committee of New York City; Director, Legal Department, 
Regional Plan of New York and Its Environs; Member, American City 
Planning Institute, New York City 


HEN in 1916 the framers of the 

first comprehensive zoning of- 
dinance in the United States, that of 
Greater New York, were discussing 
what buildings and uses should be ex- 
cluded from residence districts, it did 
not occur to them that there was the 
remotest possibility that churches, 
schools, and hospitals could be properly 
excluded. They considered that these 
concomitants of civilized residential 
life should be found in the best and 
most open localities. New York had 
only three use districts—residence, 
business, and unrestricted. Further 
segregations were brought about by the 
height and area maps. 


LOCATION OF SCHOOLS, CHURCHES, 
AND HOSPITALS 


The argument was that a school 
ought to be where the people resided 
and that it could not rightly be forced 
into a business district, where land 
values are high, traffic congestion is 
great, noise is always present, and the 
space is needed for merchandising and 
commerce. Then, too, there is com- 
monly more open space and a better 
access of sunlight in residence districts. 
To force the children to go outside of 
these districts to schools in a business 
or an industrial locality was out of the 
question. 

Similarly it was recognized that 
churches should be in quiet localities, 
and as they are so intimately con- 
nected with home life, they should be 
in home communities. Neither was 
' there any question that hospitals 


should be allowed in residence districts, 
because the sick of the community 
could hardly be thrust into noisy busi- 
ness sections or into industrial districts 
among the factories. 

And yet it is apparent that a school, 
a church, or a hospital brings certain 
elements of disadvantage to a home 
community. Children are noisy and 
sometimes mischievous, and on this ac- 
count some families, especially adult 
families, do not like to live next door 
to schools. Churches are surrounded 
with parked cars durmg services, 
crowds of people pass the private 
homes to go to them, and sometimes 
families are disturbed by the practicing 
of music and the activities of young 
people. Hospitals likewise have their 
drawbacks in a home community. 
Visitors and parked cars are numerous. 
The delivery of food and materials and 
the taking away of waste approach, in 
amount, an actual business. Ambu- 
lances are a disturbing factor day and 
night. The influence of a hospital is 
sometimes depressing on the neighbor- 
hood. 

But these objections were met by the 
simple questions, “Where shall hospi- 
tals go if they cannot go into a residence 
district? Shall they be excluded from 
the district which has the greatest 
abundance of light and air? Shall 
they be excluded from the quiet local- 
ity? Shall they be compelled to go 
where there is the maximum of noise 
and congestion, i.e., in the business or 
the industrial district?” There could 
be but one answer to these questions. 
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Like schools and churches, they must 
be allowed as a matter of right in 
residence districts. 

Àt that time the future of zoning was 
uncertain. No one knew how the 
courts would look at this novel invoca- 
tion of the police power. It was more 
drastic than any other form of regula- 
tion in this country had ever been. 
No one thought of it as a cure for all 
municipal shortcomings and disorders, 
and the most that was hoped for was 
that it might bring a fair degree of 
stabilization in the place of mcreasing 
chaos. 


Misuse or ZONING ORDINANCES 


Immediately after the adoption of 
the zoning plan in Greater New York, 
zoning began to spread throughout the 
country. Jt was upheld by the highest 
court of New York, then by the courts 
of many states, and then by the United 
States Supreme Court. 

This was the signal for invoking the 
new discovery to cure all sorts of com- 
munity ills. Some officials thought 
that if they could only call their fanci- 
ful efforts a zoning ordinance, the 
courts would uphold them. Some 
thought to prevent one-story struc- 
tures. Others simply transferred pri- 
vate restrictions relating to cost, peaked 
roofs, and style of architecture into a 
zoning ordinance, and thought that 
they had thereby extended for an in- 
definite time the private restrictions 
that were about to expire. They for- 
got that lawful zoning must be based on 
the preservation of the public health, 
safety, morals, and general welfare and 
must not be discriminatory. 

It became usual to show allowable 
height, area, and use districts on a 
single zoning map. This made for 
simplicity, especially in the smaller 
cities. This single map would show 
three, four, or five kinds of residence 
districts, and perhaps two business 


districts and two kinds of industrial 
districts. The first residence district 
would usually be the most open and 
would be intended for one-family de- 
tached homes with large yards. The 
next would be for similar homes with ' 
smaller yards. The next would per- 
haps admit two-family houses or semi- 
detached houses. The next would 
admit apartment houses of medium 
density, and the last would admit 
apartment houses of maximum den- 
sity. | 

The variety of these residence dis- 
tricts was a temptation to exclude 
humanitarian institutions from the 
most open districts, which inevitably 
were those of the higher character. It 
seemed easy enough to bring a certain 
exclusiveness to the highest districts by 
omitting charitable institutions and 
hospitals from the permitted uses. 
This practice suited the owners in these 
highest-class residence districts, and the 
owners of homes im the other districts 
did not usually protest, perhaps because 
they expected to have some uses 
thrown on them that were barred from 
the districts where more land went 
with the houses. 

It is difficult to see how such a prac- 
tice was any more justifiable under the 
police power than the total exclusion of 
charitable institutions and hospitals 
from residence districts. To be sure, 
it was not quite so bad as forcing these 
institutions into business or industrial 
districts, but it was based on a concep- 
tion that people who lived closer to-- 
gether could more appropriately endure 
these institutions than people who 
lived farther apart. In other words, 
these institutions that most needed an 
abundance of open space, light, and air 
were compelled to go mto districts 
where the housing congestion was 
greater. 

It is evident that this exclusion from 
the open districts was not based on the 
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public health, safety, morals, and gen- 
eral welfare, but upon a desire to em- 
ploy this new device of zoning to make 
exclusive districts more exclusive. 


Excuusion or HOSPITALS FROM 
MUNICIPALITIES 


Some municipalities excluded hospi- 
tals for contagious diseases entirely and 
absolutely, in disregard of the welfare 
of the sick of the state or the com- 
munity. Sometimes townships with 
areas as great as one hundred square 
miles excluded all hospitals for ccnta- 
gious diseases under their zoning plans. 
To some extent their motive in doing 
this was to keep out mstitutions that 
are ordinarily exempted from taxation; 
but the main reason always was to 
prevent the depressing effect of these 
institutions on the surrounding in- 
habitants. Sometimes it was thought 
that values were affected. 

It is difficult, if not impossible, to 
escape the conclusion that humani- 
tarian mstitutions should, so far as 
zoning 1s concerned, be allowed in the 
sunniest, quietest and least congested 
district of a city. This district will 
usually be the highest-class residence 
district. If allowed here, they will be 
allowed in every other district as a 
matter of course. Exclusion from a 
district or total exclusion from a city 
does not mean that these institutions 
cannot be regulated under zoning. The 
sizes of yards can properly be made 
greater than with private dwellings. 
Especially in cases of hospitals for 
contagious diseases, it is highly desir- 
able that they should have ample 
grounds around them. They can also 
often be screened by trees. 

Of course, this is not done because of 
any danger of contagion. It is well 
known that modern hospitals for conta- 
gious diseases bring no actual danger 
into the locality. There is, however, 
the depressing effect of such hospitals 
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on the surrounding population if the 
hospital and private buildings are close 
together. There are many illustra- 
tions of hospitals for mental diseases 
and for tuberculosis, placed in ample 
grounds and with landscaped surround- 
ings, that are no injury to the surround- 
ing property, but on the contrary they 
constitute locations that are attractive 
to substantial one-family detached 
homes. 


DISTRIBUTION oF HOSPITALS 


The employment of zoning ordi- 
nances to exclude hospitals from mu- 
nicipalities is becoming a subject of vital 
importance, because so many munici- 
palities are seeking to place hospitals in 
crowded localities or exclude them 
entirely, If one municipality can do 
this as a matter of right, then another 
can do the same. If itis possible to use 
zoning so as to drive hospitals out of 
one state, then zoning can be used to 
drive them out of all states. 

It was never intended that zoning 
should be used for any such purpose. 
Such exclusion is unreasonable and the 
courts will so declare. How then can 
hospitals be equalized throughout a 
state so that no single municipality 
shall be compelled to receive too many 
tax-exempt institutions or endure too 
great a burden of hospitals and asy- 
lums? ‘The answer is that states are 
increasingly taking over the function of 
distributing these institutions. 

This is as it should be. State stat- 
utes provide that the state board of 
health or the state department of 
mental hygiene must hold a hearing on 
the proposed location of any hospital or 
asylum. If the location is meritorious, 
a state certificate is issued therefor. 
As this method of distribution prevails 
more and more in our states, its fairness 
will be more appreciated. Too great a 
burden will not be thrown on any one 
community. So far as the courts have 
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made declarations on this subject, they 
have favored and upheld state control 
and disapproved of exclusion by local 
ordinances. 

In 1925 the Board of Appeals of 
Denver, against the protest of neigh- 
bors, issued a variance for the enlarge- 
ment of the National Jewish Hospital 
for Consumptives. The neighbors 
took the case to court on the ground 
that the ordinance prevented the en- 
largement of a hospital in a residence 
district, and that the Board of Appeals 
had no power to make such a variance. 
The District Court of that city, on July 
24, 1925, declared that as a conforming 
use the hospital had the right to expand 
on contiguous property owned by it 
prior to the passage of the zoning ordi- 
nance, 

The Mineola Home for Cardiac 
Children contracted to buy a large 
tract of land for a building, but be- 
tween the making of the contract and 
the actual purchase, the Village of 
Irvington, New York, in which the 
tract was located, passed a zoning 
ordinance placing the tract in District 
F, from which such a hospital was ex- 
cluded. The hospital trustees sought 
to enjoin the village from enforcing 
the zoning ordinance and claimed that 
the exclusion was unconstitutional. 
The court declared: 


It seems that the testimony in this case, 
fairly interpreted, compels a negative an- 
swer to each one of these questions. The 
testimony seems to prove that one thing 
only was considered, namely, the desire of 
certain people to avoid having the defend- 
antasaneighbor. The ordinance in ques- 
tion is invalid, unlawful, arbitrary and un- 
reasonable, and the plaintiff is entitled to 
judgment restraining its enforcement, with 
costs.1 


1 Mineola Home for Cardiac Children v. Village 
of Irvington, Supreme Court, Westchester 
County, Mr. Justice Frank L. Young, Jan. $, 
1925 (not reported). 


PasapENna’s [SOLATION HOSPITAL 


The City of Pasadena selected a 
block of land for an isolation hospital 


_in a district zoned against hospitals. 


Neighbors brought an action to enjoin 
the city from building the hospital, on 
the grounds of violation of the zoning. 
ordinance and also because they alleged 
that it would be a nuisance. We quote 
from portions of this well-reasoned case: 


It must be conceded that the establish- 
ment and maintenance of the isolation hos- 
pital was an exercise of the police power of 
the city. And in this respect the police 
power of the city is as broad as that pos- 
sessed by the legislature itself, subject only 
to the control of general laws. 

At this point it may be-noted that the ` 
finding of the trial court to the effect that 
the maintenance and operation of the 
isolation hospital would constitute a nui- 
sance rests upon two classes of evidence: 
first, upon the evidence of real estate agents 
and others to the effect that the establish-. 
ment and maintenance of said hospital 
upon the chosen site will cause a deprecia- 
tion in property values of the plaintiffs and 
others in that vicinity; second, upon the 
testimony of medical experts that in their 
opinion there will be danger of the spread of 
contagious and infectious diseases to resi- 
dents in the neighborhood thereof, such as 
the danger of infection from insects such as 
flies, fleas, or mosquitoes, or from animals 
such as rats or other rodents, cats, dogs, or 
birds, or from children or feeble-minded 
people wandering into the hospital or into 
dangerous proximity thereto, or from escap- 
ing patients, or from possible infection of 
the clothing of nurses, attendants, or from 
unknown carriers of disease. Concerning 
this latter class of evidence it is in our 
opinion entirely speculative. and amounts 
to no more than the conclusion of these 
opinion witnesses that every hospital in 
which any infectious disorders are treated, 
regardless of the perfection of its construc- 
tion and operation in accordance with the 
most up-to-date principles, methods, ap- 
pliances, and preventatives, constitutes a 
menace to public health and a nuisance per 
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se in its relation to dwellers in the vicinity 
of its proposed location. We cannot sub- 
scribe to such a doctrine, since to do so 
would result in the exclusion of all hospitals 
treating infectious diseases from cities and 
‘other places in the near vicinity of private 
abode, a conclusion obviously in conflict 
with the clearest mandates of public policy 
and the exercise of the police power in rela- 
tion to public health.? 


TUBERCULOSIS HOSPITAL 


The County Board of Spartanburg 
County selected a site for a tuberculosis 
hospital in the City of Spartanburg. 
This site was approved by state author- 
ity. Thereupon the City Council of 
the City of Spartanburg passed a local 
ordinance prohibiting the establish- 
ment and operation within the limits of 
the city of any hospital for the treat- 
ment of the tubercular. On the claim 
that the local ordinance was unconsti- 
tutional and therefore void, the hospital 
authorities brought an action against 
the City of Spartanburg to prevent the 
latter from enforcing the ordinance. 
The Supreme Court of South Carolina, 
in upholding the hospital authorities, 
said among other things: 


An ordinance which is repugnant either 
to the constitution or general laws is ipso 
facto void. When the legislature enacted 
the statute authorizmg and requiring 
Spartanburg County to establish and main- 
tain a tubercular hospital, it declared that 
the establishment and maintenance of such 
hospital was not detrimental to the public 
health, and the City of Spartanburg, there- 
fore, could not by ordinance say that it is, 
nor can any other city in the state say so by 
similar ordinance. The Spartanburg Gen- 
eral Hospital is a part of the county govern- 
ment, and the legislature in its wisdom may 
provide for the establishment of a separate 
hospital to care for the tubercular, and is 
authorized so to do by the constitution of 
the state. It is a humane act, intending to 
relieve the suffering and sick from the great 
“white plague,” and the ordinance of the 

2 Jardine v. City of Pasadena, 199 Cal. 64, 248 
Pac, 225 (July 1, 1926). 
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city was passed to prevent what the legisla- 
ture had given the petitioners the right to 
do. 


ORPHANAGE 


The Cleveland Jewish Orphans’ 
Home owned land in the Village of 
University Heights, Ohio, on which it 
proposed to build an asylum. A vil- 
lage zoning ordinance prohibited such 
an asylum in the district in which this 
land was located. After the asylum 
authorities were refused a permit by 
the village commission in charge, they 
began a court action to prevent the vil- 
lege from enforcing the zoning regu- 
lation, on the ground that it was 
unconstitutional. In its decision de- 
claring the regulation unconstitutional, 
the court said: 


The Planning and Zoning Commission 
did not find facts peculiar to the location of 
appellee’s property justifying the denial of 
its use, but based its action upon financial 
and social considerations applicable to all 
parts of the village, as follows: first, that the 
land would be withdrawn from the tax 
duplicates, resulting in a loss. of assessed 
values to the city; second, that there would 
be a larger number of children attending the 
local school, which would require additional 
accounting and inspection by the Board of 
Education, and might result, notwithstand- 
ing the offer of the institution to provide 
part of the finances for additional school 
buildings, in an additional outlay for build- 
ings and equipment; and, third, that the 
public welfare would be further affected, 
because in the opinion of the commission a 
school in any community, predominantly 
attended by the children of a single race, 
creed, or nationality, is hurtful to the com- 
munity. All of these reasons given by the 
commission for its finding, would be equally 
applicable to a like use of any other land in 
the village. They would also apply in cer- 
tain aspects, but in a lesser degree, to the 
use of the cottages in question for private 
schools or by families with large numbers 
of children of a single nationality or reli- 
gious faith. We must hold that the restric- 


1 Law v. City of Spartanburg (S. C.), 146 S. E. 
12 (Dec. 7, 1928). 
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tion as affecting the use intended by ap- 
pellee is unreasonable. We do not doubt 
that the ordinance is a valid enactment in 
its general aspects, but as applied to this 
case it is, we think, unreasonable. 

The village, hopmg to obtain a rever- 
sal by means of certiorari in the United 
States Supreme Court, filed its petition, 
but that court refused to grant the peti- 
tion and thus indirectly approved the 
decision of the Circuit Court of Appeals.’ 


Home For THE AGED 


The City of Seattle, Washington, 
passed a zoning ordinance containing 
regulations that would make possible 
the exclusion of a philanthropic home 
for aged poor in a residence district. 
The trustees for the home attacked the 
validity of the regulations, and after 
the lawsuit had undergone various 
vicissitudes it finally reached the United 
States Supreme Court. 

This court of last resort declared that 
governmental power to interfere with 
general rights of landowners by zoning 
regulations restricting the character of 
use of property, is limited to restric- 
tions which bear some substantial 
relation to the public health, safety, 
morals, and general welfare. Legisla- 
tures may not impose unnecessary and 
unreasonable restrictions on use of 
private property in pursuit of useful 
activities, under the guise of police 
power. The final decision declared 
that the regulation did not have a sub- 
stantial relation to the public health, 
safety, and general welfare, and was 
therefore void." 


APPELLATE COURT DECISIONS 


The most recent decision of an ap- 
pellate court on this subject comes from 

1 Village of Universtty Heights (Ohio) v. Cleve- 
land Jewish Orphans’ Homa, 20 Fed. (@d) 748 
(July 29, 1927). 

5275 U. S. 569, 48 Sup. Ct. 141 (Nov. 28, 
1927). 

3 State of Washington v. Roberge, 49 Sup. Ct. 
50 (Nov. 19, 1928). 


California. The City of Los Angeles 
sought to exclude, by zoning regule- 
tions, hospitals for the insane and the 
feeble-minded from certain open and 
sparsely settled districts, but allowed 
them in certain more densely settled 
districts. Four sanitariums that were 
in actual operation in the forbidden dis- 
trict, either feeling that they would be 
ousted or foreseeing that they could not 
build additions, brought an action to 
test the constitutionality of this sort of 
zoning. ‘The case came up to the Dis- 
trict Court of Appeal of that state, 
which decided that a zoning ordinance 
which permitted operation of institu- 
tions for the insane in thickly populated 
districts while excluding them from 
comparatively sparsely settled areas, 
was oppressive,- discriminatory, and 
void.’ 

When the authorities of the Town of 
Woodbury, New York, learned that 
the Jewish Consumptives’ Relief So- 
ciety was about to establish a tubercu- 
losis hospital in an outlying part of the 
town, it made haste to adopt a zoning 
ordmance which prohibited such a 
hospital in any part of the town. The 
court of first resort declared that this 
was lawful, but the appellate court 
overturned the decision and held that a 
tuberculosis hospital could not be ex- 
cluded from every part of the town 
under a zoning ordinance.® 

Accordingly it seems to be settled 
throughout the country that zoning 
regulations cannot be employed to 
prevent the location of a hospital. 
Neither can they be invoked to pre- 
vent the lawful enlargement of a hospi- 
tal. Hospitals can be regulated by 
zoning ordinances as to yard dimen- 
sions and distance of buildings from 
lot lines. 


T Jones v. City of Los Angeles (Calif.), 286 Pac. 
161 (Mar. 10, 1930). 

s Jewish Consumptives’ Relief Society v. Town 
of Woodbury (N. Y.), 280 App. Div. 223 (June 
28, 1830). 
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ONING laws were conceived and 
inaugurated as a method of assist- 

ing in the more intelligent and effective 
way of planning and developing cities 
—a method which would make for an 
orderly and harmonious arrangement. 
It was recognized that there was much 
to be gained in trying to segregate the 
important functions of a city: for 
example, industry, business, and resi- 
dences. In no other way could people 
have some assurance that their invest- 
ments in homes would be reasonably 


stabilized. 


LEGAL RECOGNITION OF ZONING 


The promoters of the zoning idea 
wisely appreciated that they must 
make haste slowly, and that if they 
attempted to base their proposals on 
sesthetic grounds, their law would 
probably be adjudged unconstitutional 
and their work go for nought. The 
zoning acts in the several states were 
therefore based on such sound grounds 
as the promotion of public health and 
the protection of light and air. One by 
one the states of the Union have ap- 
proved this form of legislation, and test 
cases upon the law have met the ap- 
proval of the highest courts of the 
several states, and notably of the 
United States Supreme Court. In 
some of these decisions the courts have 
not only recognized the propriety of the 
exercise of the police power in the 
protection of the public health, but 
have gone so far as to point out the 
necessity of providing for an orderly 


development of the city. Thus, Mr. 
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Justice Sutherland, in delivering the 
opinion of the Supreme Court in the 
case of Village of Euclid, Ohio v. 
Ambler Realiy Company (October 
Term, 1926), said in part: 


‘ Thus the question whether the power 
exists to forbid the erection of a building of 
a particular kind or for a particular use, like 
the question whether a particular thing is a 
nuisance, is to be determined, not by an 
abstract consideration of the building or of 
the thing considered apart, but by consider- 
ing it in connection with the circumstances 
and the locality. Sturgis v. Bridgeman, 
L. R. 11 Ch. 852, 865. A nuisance may be 
merely a right thing in the wrong place, like a 
pig in the parlor instead of the barnyard. If 
the validity of the legislative classification 
for zoning purposes be fairly debatable, the 
legislative judgment must be allowed to 
control. Radice v. New York, 264 U. S$. 
292, 294.1 f 


Wraknesses OF ZONTNG Laws 


Immense credit is due to the spon- 
sors of these zoning acts for the results 
that have been accomplished under the 
acts in a comparatively short time. 
They have already done much to 
stabilize property values, and inci- 
dentally to guarantee to home owners 
a considerable security in their invest- 
ments. On the other hand, city 
planners are aware of certain mischiev- 
ous tendencies under the law, due in 
many cases to sharp practice, and some- 
times to actually fraudulent methods 
of violating the spirit, if not the words, 
of the act. The features of the law 
which have led to these objectionable 

1 Italics are ours. 
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developments, especially noticeable in 
our larger cities, are evident in the 
following notable directions: 

(1) Height limitations are too often 
based on highly technical rules relating 
to setbacks on street frontages, which 
lend themselves to evasion or fraud. 
The general effect has invariably been 
further concessions, which lead to more 
evasions. 

(2) Ag the value of property is di- 
rectly proportionate to the demand for 
space on the one hand, and to height 
and bulk limitations on the other, it is 
obvious that every property owner 
finds it to his interest to stretch the law 
or the regulations.. Furthermore, if 
property is taxed (as it usually is in 
America) on the basis of its maximum 
potential rather than actual use, every 
owner who makes less than the maxi- 
mum use is penalized—a result of 
doubtful advantage to the general 
public, which requires and desires the 
maximum of light and air. 

(3) A mischievous result also follows 
from the necessity of making the law 
flexible, so that the zoning character or 
limitations of any area may be ad- 
justed, within reasonable limits, to 
the desires of, say, three fourths of 
the property owners. ‘Thus, property 
owners are sometimes able to change 
height limitations in such a way as 
greatly to increase the valuation of 
their property, and to sell it on the 
basis of the change thus effected, with 
the consequent increment in value, al- 
though they may have previously paid 
taxes on a far lower valuation. These 
cases afford a striking instance of reap- 
ing what some economists term an 
“unearned increment.” 


MODIFICATIONS NEEDED 
Experience under the law seems, 
therefore, to demand certain modifica- 
tions of zoning which will make its 
operations fair to property owners as 


a whole, and give less opportunity 
for trickery and fraud. The major 
changes designed to meet the objec- 
tions already referred to, should be 
along the following lines: 

First: We should simplify bulk and 
height limitations and make the regula- 
tions easier to comprehend, thereby 
rendering them less easy to evade. If, 
for example, the average height of a 
commercial district, including shops, 
office buildings, department stores, 
theaters, hotels, and apartment houses, 
were proposed to be, say, six stories on 
the entire lot area (or, as is sometimes 
expressed, eight’ stories upon three 
fourths of the lot area) we could pre- 
pare a zoning law which would be 
expressed in such simple terms that 
it could not be misunderstood. We 
could make the limitation six times the 
area of the lot in gross floor space, not 
including basement and sub-basement 
floors. Such a rule would give the 
architect great latitude in building 
design, and yet would not exceed the 


‘available floor space, which, in effect, 


controls the capacity of the building. 
With children’s ordinary blocks one 
may easily illustrate that six floors on 
the entire area may be developed into 
twelve floors on half the area, twenty- 
four floors on one fourth the area, and 
soon. At the same time, of course, a 
city lke Washington, interested in 
protecting its sky line and the pre- 
dominance of its major capital build- 
ings and monuments, would retain the 
right to make an additional proviso 
that the maximum height limit would 
in no ease exceed, say, twelve stories. 
Second: If we are interested, as we 
presumably are, in preserving our his- 
toric buildings and buildings represent- 
ing a past era, we should reconsider our 
methods of taxation—reducing the tax 
on the land and increasing that on the 
buildings thereon. It is neither fair 
nor wise to tax one property owner on a 
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maximum height basis because another 


owner has availed himself of the privi- ` 


lege of building to the maximum height. 
' It compels the destruction of many fine 

buildings, and results in economic 
waste. It destroys historic monu- 
ments; and it is noticeable m our 
American cities that historic buildings 
can rarely outlive the generation in 
which they are built, unless they are 
exempt from taxes, as is true of 
churches, schools, colleges, and public 
buildings. | 

Third: Taxes must also bear a fair 
relation to the use for which property 
is zoned. In Washington, we have a 
glaring example of. property valued for 
taxes at thirty to thirty-five dollars per 
square foot on a street which is zoned 
residential, and which for many reasons 
should remain so. This is not a fair 
valuation for residences other than 
multiple-family houses, like hotels and 
apartments. 

Fourth: Some fantastic results flow 
from our taxing methods and the em- 
phasis placed upon the values of land 
regardless of the use burden put upon 
it. Aside from the fair value per 
square foot which we may assume as 
the maximum value of lots in any town 
or city, we can readily see that such 
value increases with the improvements 
which, under zoning restrictions, may 
be placed on that land. Thus, a ten- 
story occupancy of a given area in- 
creases the value tenfold; a twenty- 
story, twentyfold, and so on. 


Errects oF Hrica Burnes 
This example is not purely hypo- 
thetical. It agrees substantially with 
the facts in many cities, and it explains 
the terrific disparity in values between 
property in a high-building zone and 
that in less favored areas, often near 


by. In European cities, where the 
height of buildings is usually limited 
to seven stories, there is no similar 
disparity. It explains, too, why our 
American cities have such large 
blighted areas. These areas are often 
near high-priced property, but are 
retarded because the high buildings on 
the more favored locality satisfy the 
demand and leave the more restricted 
area unimproved. Zoning for high 
buildings is, in effect, zoning for the 
benefit of the few already well located, 
at the expense of the many. It leads 
to much greater disparity in values 
than does an effective enforcement of 
use limitations, which have long been 
in effect in the great cities of Europe. 

It needs no demonstration to prove 
that if a city can take care of its entire 
business district in a small number of 
blocks where unlimited heights are 
permitted, it will for a long time blight 
the property of many other owners. 
There are in New York City at least 
four square miles of property close to 
the heart of the city, absolutely 
blighted, and in many cases worth no 
more than it was fifty years ago. High 
buildings have sucked its lifeblood. 
High buildings have created the de- 
mand for rapid transit subways, and as 
these facilities have been furnished at 
the expense of the entire city, it has 
maintained a demand for more high 
buildings close to these arteries of 
transportation. 

We may well question whether we 
should continue this method of devel- 
opment in all our American cities, or 
whether we should study this problem 
of land uses and of zoning in relation to 
the closely connected problem of the 
taxation of land and the buildings 
thereon. It appears to me that the 
subject is one of very great importance. 


Legal Considerations in the Planning of Airports’ 


By Franx B. Wou1aMs 


City Planning Lawyer; Director, Legal Department, Regional Plan of New York and Its Environs, 
New York City 


HE airport is the terminal of the 
airplane, situated on the earth. 
To locate and regulate it, therefore, 
some knowledge of the law of the air as 
well as that of the earth is needed. 
The air is free to all. It passes from 
landowner to landowner, from state to 
state, from country to country, without 
let or hindrance. It is the jurisdiction 
and the ownership of the air space, in 
which the air freely circulates, that we 
must consider. 


JURISDICTION OVER AIR SPACES 


It is now well settled that each na- 
tion has full jurisdiction of the air space 
above it. In time of peace, subject to 
such regulations as each nation deems 
necessary, aircraft of all countries are 
allowed to circulate above it; but this is 
by virtue of national and international 
treaties and compacts now universal. 
The only exception is that each nation 
reserves certain designated air spaces, 
which for military or other reasons it 
forbids air ships to traverse. 

In this country, the United States 
Government has the Constitutional 
right to control aviation in so far as is 
necessary to regulate interstate com- 
merce, and to make use of it for the 


1 For a fuller discussion of this subject, see 
Airports, Their Location, Administration and 
Legal Basis, by Hubbard, McClintock, and the 
author of this paper, being the first of the Har- 
vard City Planning Studies, published by the 
Harvard University Press, 1930; also the Report 
of the Committee on Airport Zoning and Eminent 
Domain of the United States Department of 
Commerce (of which Committee the author was 
a member), published in the Air Commeres 
Bulletin of the Department, Jan. 2, 1931, and 
now published by it in pamphlet form. 
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transmission of the mails and other na- 
tional purposes. To that end it pre- 
scribes traffic rules, applicable to all 
planes in the air spaces traversed by 
interstate commerce. These rules ap- 
ply to the landing and the taking off of 
planes at airports, and lay down air 
lanes and establish beacon lights, land- 
ing fields, and so forth, for mail 
and interstate commerce routes; but 
while no doubt it might do so, the 
United States does not own, operate, or 
otherwise regulate airports within the 
states. Except as above outlined, all 
jurisdiction over aviation and its ad- 
juncts is vested in the states. 

There is an old legal maxim that the 
landowner owns the land under him 
to the lowest depths and the air space 
above him to high heaven. This 
maxim was never law in England or 
this country. Law is established with 
us only by statute or constitution and 
by decided cases. There is no written 
law affirming any such unlimited own- 
ership, and until recently there have 
been no cases in which any such ques- 
tion was involved. ‘The older cases, 
frequently cited of late in this connec- 
tion, relate to air spaces comparatively 
near the surface, and cannot be said to 
be conclusive.? 


Tart HIGHER AND top LOWER Arr 


Practically, the question of the right 
of airplanes to traverse the higher air 


2 For an excellent discussion of these older 
cases, see Civil Aeronautics (Corrected to Aug. 1, 
1928), a pamphlet printed by the United States 
for the use of the Commuttee on Interstate and 
Foreign Commerce of the House of Representa- 
tives, p. 86. 
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seems to be settled by the Air Com- 
merce Regulations of the United 
States, passed in pursuance of the Air 
Commerce Act of 19264 These regu- 
lations allow such passage freely at a 
safe distance (not less than one 
thousand feet above congested locali- 
ties, and elsewhere not less than five 
hundred feet), holding the aviator 
liable only if, by noise or otherwise, he 
so disturbs the landowner beneath as 
to be a nuisance, or, by dropping 
articles or landing, does him actual 
damage. l 

Whether this freedom is permissible 
because the landowner does not own 
these higher spaces, or because the 
United States and the several states 
may authorize such passage under the 
police power, without compensation, 
as a not unreasonable burden upon the 
landowner, in the public interest, is not 
as yet clearly decided by the courts. 

The rights in the lower air spaces are 
of especial interest to us at this time, 
because these spaces are immediately 
above land abutting airports, and, un- 
less these ports are of unusual size, such 
spaces must be traversed by the avia- 
tor in landing and taking off. 

The rights in these lower air spaces 
are more in doubt. The tendency 
seems to be to regard the landowner as 
the owner of these spaces within five 
hundred feet of the surface of his land, 
and to regard any police-power statute 
giving the aviator the right to traverse 
these spaces without compensation to 
the landowner, even when committing 
no nuisance or doing no damage, as an 
unconstitutional taking of property 
without compensation.®, It may there- 
fore be necessary for airports to acquire 
sufficient land to enable planes to use 


3 Ch. 7, sec. 74 (g). 

ít Sec 10 and sec. 3 (e). 

5 Smith v. New England <Atrerafi Co., Ine. 
(Mass.), 170 N. E. 885; Swelland v. Curtiss Air- 
ports Corporation (Ohio), 41 Fed. (2nd) 929. 


them without coming within five hun- 
dred feet of land not owned by them, or 
to get an easement permittmg them to 
come within that distance of such land. 


Tum Law OF THE AIRPORT 


The airport is the terminal of air 
transportation. Employed to some 
extent for pleasure and in the business 
of a given individual or corporation, it 
is generally used in the transport of 
people and goods in commerce, and, 
holding itself out as such to all, is an 
adjunct to a service of common car- 
riage and a public utility. As yet it 
has not been so regulated by the United 
States, but has been so treated by a 
few of the states.? Airports are some- 
times owned and operated by public 
authorities, who, in most if not all 
cases, have the power to take the land 
needed for them by eminent domain. 
Sometimes they are privately owned, 
and might be given this power for the 
purpose; but as yet this has not been 
done in this country. 

In some cases a municipality is au- 
thorized by statute to use for airports, 
land already owned by it. It should 
be noted that such statutes may not be 
constitutional. 

Land may be acquired by municipali- 
ties by statute authorizing them to con- 

§ Arizona: See General Order No. 113-L of the 
Arizona Corporation Commussion, Nov. 10, 
1928, given in 1929 U. S. Aviation Rep., p 409. 

California: Western Assoc. of R.Rs. v. R. R. 
Com. 173 Calif. 802, 

Michigan: R Air Taxi Service, Inc., Public 
Utility Rep. 1927, D 279. 

Nevada: Re Francis A. Rurden, P. U. Rep. 
1928, D 854; Rule No. 9, Feb. 5, 1929, given in 
1928 U. S. Ctv. Rep., p. 668. 

North Carolina: Bureau of Lighthouses v. 
Southern Pub. Ut. Co., P. U. R. 1928, E 807. 

Pennsyleania: Re Gettysburg Flymg Service, 
Inc., P. U R. 1928, B 287; Application of Battle- 
field Airways, Ine., P. U. R. 1929, A 476, 1029 
U. S. Av. Rep. 54; Stats. 1929, No. 316, secs. 
1202-1208. 

But see Colorado: Re U. S. Airways, Inc., 
P. U. R. 1928, E 518. 
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demn the entire title, for use for a 
certain purpose, as for instance, a park, 
or the statute may only empower the 
municipality to condem so much of the 
title as is needed for park use, or, in 
other words, an easement for park use. 
If the municipality owns the fee, it 
may constitutionally be empowered 
to use the park land for another pur- 
pose, as, for instance, an airport, 
without additional payment to the 
former owner; but if it owns only an 
easement, the land can legally become 
an airport only by acting under a stat- 
ute duly authorizing the condemna- 
tion, with payment of the additional 
rights. And if the land is dedicated to 
the municipality as a park, it is evident 
that a condemnation of the remaining 
rights is required.’ 

There are a number of statutes 
authorizing the use of parks as air- 
ports.2 It seems clear that an airport 
is not a park use; for an airport, except, 
of course, in so far as it may be used by 
people coming to the park for rest or 
recreation, is a facility for business. 
The validity of these statutes must, 
therefore, be judged under the prin- 
ciples outlined in the preceding 
paragraph.*® 


LOCATION OF AIRPORTS 


The airport is the terminal of a sys- 
tem of aérial navigation. As such, it 


T See Nichols, Eminent Domain, 2d Ed. (1917), 
pp. 972, 995; Lewis, Eminent Domain, 2d Ed. 
(1900), p. 345, sec. 140, rule 51 et sec., Corpus 
Juris, Eminent Domain, Vol. 20, p. 598, note 76 
and p. 599, note 77; McQuillan, Municipal 
Corporations, 2d Ed. (1827), secs. 1648, 1644, 
1649. 

§ See in this connection, Cal. 1927, ch. 267, p. 
484, sec. 1; DL 1927, p. 616, 1929, p. 557, sec. 1; 
Kan. 1929, ch 5, sec. 2; Kent 1929, ch. 78; 


Mass. 1928, ch. 888, sec. 56; Minn, 1927, ch. 62, - 


sec. 1625-5, 1929, ch. 125, sec. 9; Ore. 1921, ch. 
45, sec. 9; and Wisc. 1927, ch. 248, sec. 2705. 

* It has been held in one case thet an airport is 
a park use because aviation is a sport. Caty of 
Wichita v. Clapp, 125 Kans. 100. 


must be located in the interests of gen- 
eral transportation and local business. 
The airport is also a use of a consider- 
able area of land. As such, for its own 
sake as well as the sake of neighboring 
land, it must be so located as to har- 
monize so far as possible with other 
existing and potential land uses in the 
vicinity. 

It is often difficult to find an area 
physically suited to airport use which 
is near enough to existing centers to 
serve itself and them. In business 
districts, existing buildings are often 
tall and land prices high. High build- 
ings are also found in industrial dis- 
tricts, and smoke and fumes from them 
are a grave disadvantage to the port. 
In a high-class residential district, the 
port lowers land values. 

There is much to be said, therefore, 
for a medium-class or undeveloped 
residential district; but it cannot al- 
ways be found, of the right topography, 
near enough to the city. Under zon- 
ing, the solution, in so far as there is 
one, 1s the admission of the port mto 
any district with the consent of the 
board of appeals, which may always 
impose suitable conditions and restric- 
tions; and this is the prevailing provi- 
sion in this country. 

However carefully located, the 
neighboring land use may be a danger 
to the airport in many ways, and the 
airport may be a disadvantage in many 
respects to the neighboring land: For 
this reason there is always the possibil- 
ity of conflicts, and some knowledge of 
the conflicting rights of the owners of 
the port and the neighboring land is 
useful. 


PROTECTION FROM PHYSICAL 
OBSTACLES 


The airplane, in landing and taking 
off, approaches the airport at sea level at 
an angle of seven to one; or, if a heavily 
loaded plane, or at altitudes above sea 
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level, often at a flatter angle. The 
obstacles likely to be found on neigh- 
boring land are, as enumerated in the 
Report of the Committee on Airport 
Zoning and Eminent Domain of the 
United States Department of Com- 
merce :1° 

Buildings, especially tall buildings; tow- 

ers on buildings or tower buildings; smoke 
stacks; flag poles; radio towers and similar 
structures; telephone and telegraph lines; 
and especially high-tension transmission 
lines. 
In general, the airplane needs protec- 
,tion from these obstacles, at present, 
' for a distance of about fifteen hundred 
feet from the ends of the runway of the 
port. The protection may take the 
form of a removal of these obstacles, 
their prevention in the future, or their 
day and night marking. 

These obstacles may be removed or 
prevented for the future by acquiring 
title to enough land for the purpose, or 
by acquiring an easement, or air right, 
in neighboring land for the purpose. 
This is expensive, and may to some 
extent be obviated. ‘To this end zon- 
ing may be used. Zoning must be in 
the interest of all, and cannot be solely 

Op, cut. - 


for aid of the port. In a district 
which may reasonably be zoned at a 
low height, as, for instance, a medium- 
class residential district, a low height 
limit may be imposed. .And it would 
seem that in such a district, exceptional 
and nonessential structures like flag 
poles, rising above the general height 
limit of the district, might be forbidden, 
in spite of the fact that they are usually 
permitted; for the airport is the use 
of a large tract of land, to which, 
in zoning, it is reasonable to give some 
consideration. 

Structures of publie utilities are in a 
different class. They are often dras- 
tically regulated by utility commis- 
sions, and there would seem to be no 
reason why the relocation of high- 
tension wires might not, in appropriate 
cases, be ordered by such commissions 
without compensation. 

There remains the night and day 
marking of obstacles which cannot be’ 
prevented or removed. It would seem 
to be unreasonable to order such mark- 
ing at the expense of the owners: but 
there is no reason why the airport may 
not be authorized to acquire the right 
to mark them, on payment of reason- 
able compensation. 


County Zoning under the California Planning Act 


By Hues R. Pomeroy 
Advisor in City and County Planning, Los Angeles, California 


NTERESTING first steps in zoning 
by counties have been taken in 
California, and although the actual 
accomplishments thus far affect but a 
small part of the area and the popula- 
tion of the state, there is valid promise 
of substantial and far-reaching results 
under the present Planning Act By 
this legislation, California at one stroke 
provided the machinery for county 
planning and required all her counties 
to use it. ‘The act provides for the es- 
tablishment of, and outlines the duties 
of, planning commissions for cities and 
counties alike, and requires each county 
of the state to appoint a county plan- 
ning commission. 


BEGINNING OF COUNTY PLANNING 
IN CALIFORNIA 

The mandatory provision is the re- 
sult of a constitutional technicality. 
County planning in California began 
in Los Angeles County in 1928, under 
a county charter. Six of the fifty-eight 
‘counties of the state? are chartered; the 
remainder operate under the provisions 
of general law. Certain non-charter 
counties desired to establish planning 
commissions but were unable to do so 
in the absence of general law authority. 
A statute was adopted in 1927 per- 
mitting any county to establish a 
planning commission, and Santa Bar- 
bara County proceeded under it. 
However, many felt that this statute 
was invalid because the state constitu- 
tion requires that the legislature shall 
proyide by general law a system of 


1 Ch. 888, Statutes of 1929: Act 5211b Deer- 
ing’s General Laws of California 

2 Including the City and County of San Fran- 
cisco. 
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county governments which shall be uni- 
form, except for chartered counties; 
while the permissive feature, used by 
some counties and not by others, would 
destroy uniformity. Hence the man- 
datory provision, adopted at the next 
session of the legislature (1929). 

Thus is provided the means of 
effectuating in the planning field the 
right to the full exercise of the police 
power which California counties pos- 
sess. California, desiring that full 
local authority should be exercised by 
the municipalities and the political 
subdivisions of the state, embodied 
this principle in her present constitu- 
tion upon Its adoption in 1879, in the 
following language: “Any county, city, 
town, or township may make and en- 
force within its limits all such local, 
police, sanitary and other regulations as 
are not in conflict with general laws.” 3 

In practice, this concerns cities and 
counties only, for the term “town” 
applies to municipal corporations, and 
no townships exist as local govern- 
ments. The constitution elsewhere 
authorizes the legislature to provide by 
general law for the organization of 
townships as a form of local govern- 
ment, but this has never been done. 
Beside the land survey townships, all 
counties are divided into judicial town- 
ships, each of which elects a constable 
and a justice of the peace; but these are 
administrative divisions of the county 
government and do not possess local 
authority. The legislature at one time 
endeavored to assign local police pow- 
ers to local districts without providing 
for the organization of a system of 
township governments, but by reason 

? Article XI, Section 11. 
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of the latter fact the attempt was in- 
validated by the Supreme Court of the 
state.* Thus there is no form of local 
government outside the municipalities 
except that exercised by the county 
governments, and therefore the lat- 
ter have the sole responsibility for 
providing whatever police power reg- 
ulations may be required outside 
municipal boundaries, including the 
establishment and the administration 
of whatever zoning may be done in 
unincorporated areas. 

The problem varies widely through- 
out the state. Forty-five cities occupy 
720 square miles, or 17.5 per cent of the 
4,115 square miles of area of Los 
Angeles County, while over 40 unin- 
corporated towns of urban character, 
together with urban areas adjacent to 
cities, occupy about 240 square miles, 
or 5.8 per cent of the area. Several 
counties have no incorporated cities 
within their borders; ten of the least 
populous counties total over 28,000 
square miles in area and have a com- 
bined population of less than 46,000. 
Alpine County has a total population 
of but 241 persons; that of Los An- 
geles County is over 2,200,000. Mono 
County has a density of population of 
one person to 2.28 square miles; that of 
Alameda County is 648.7 persons per 
square mile.’ 


Conrusion Outsmprn Crry Lins 


Heretofore, zoning problems have 
generally occurred to county govern- 
ments in the form of what has been 


4 Ez parte Wall. 48 Calif. 279, a case arising 
from Contra Costa County. 

5 The fact that many California counties are 
regionally discrete makes it difficult to give com- 
parable figures. For instance, the metropolitan 
area of Los Angeles County has a population 
density of 1,840.4 per square mile, while that of 
the remainder of the county is 8.6. Neverthe- 
less, the figures given for Mono and Alameda 
Counties, respectively, indicate generally the 
range of conditions under discussion. 


happening “beyond the city limits.” 
The rapid spread of zoning by cities led 
to the dumping of many unregulated 
uses into the unincorporated fringes of 
the cities, while no stability of develop- 
ment of these areas themselves was 
possible. Stables and auto wrecking 
yards were frequent intruders into busi- 
ness districts in unincorporated terri- 
tory; sanitariums, undertaking parlors, 
and neighborhood stores into residence 
districts; while apartment houses sought 
the home areas, in many cases being 
not forerunners of a changed use, but - 
parasites upon desirable open spaces. 
As the time neared for the expiration of 
deed restrictions protecting high-grade 
residential districts outside cities, prop- 
erty values would lose their stability 
and the district would become “pan- 
icky,” not knowing just what would 
happen, but being reasonably sure that 
some property owner would succumb to 
the lure of an advanced price for his 
land, to be used for some parasitic use 
which would destroy the character of 
the district. 

As a result of these occurrences, San 
Jose and Santa Cruz, for instance, greet 
the visitor with auto wrecking yards 
just outside their boundaries. An ice 
plant defied frantic neighborhood pro- 
tests and located in an excellent resi- 
dence district on the extension of a local 
parkway developed at considerable 
expense by the City of Fresno. Stores 
and epartments scattered into the resi- 
dence areas of West Hollywood upon 
the expiration of deed restrictions. 
These occurrences were all in urban 
areas outside city boundaries. 

The boards of supervisors of counties 
in which such conditions obtained were 
called upon to provide means of protec- 
tion. ‘There is a Zoning Enabling Act ® 
(which, in view of the constitutional 
grant of the police power, is in reality a 

8 Ch. 784 Stats. 1917, Act 994 Deering’s 
General Laws of California. 
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zoning procedural act), providing for 
the zoning of cities. County govern- 
ments generally felt that they should 
have the backing of similar legislation 
for counties before considering the zon- 
ing of unincorporated territory. Fur- 
thermore, it is now less than six years 
since the United States Supreme Court 
in the Euclid Village case’ conclusively 
upheld the constitutionality of com- 
prehensive zoning, and it was less than 
two years prior to that decision that 
similar action had been taken by the 
California Supreme Court.’ Until the 
zoning of cities had been clearly upheld, 
it is little wonder that county govern- 
ments hesitated to undertake to zone 
territory outside the cities. And in 
any case, there was no machinery 
available. 


Ear.y Prorective MEASURES 
In Los Angeles County the problem 


was particularly urgent, with numerous 
unincorporated towns, dependent solely 
upon the county government, with 
populations as high as 50,000 in one 
case, and with unincorporated inter- 
stices in the municipal mosaic that were 
physically parts of the adjoining cities. 
The problem there was sufficiently 
pressing that, even prior to the estab- 
lishment of a county planning com- 
mission, certain protective measures 
were adopted. These were regarded as 
based purely upon the nuisance theory, 
without regard to a comprehensive 
allocation of various property uses, 
and simply established “residence dis- 
tricts,” from which practically only 
certain industrial uses were excluded. 
Generally, however, some specific 
threatened use, such as a sanitarium, 
was included in a list of uses which 


1 Village of Euclid et al. v. An-bler Realty Co, 
272 U. S. 366. 

® Miller v. Board of Public Works, 195 Calif. 
477; Zahn v. Board of Public Works, 195 Cahf 
497, 274 U. S. 325. 


would clearly have been nuisances per 
se if established in the particular area, 
but which were also quite improbable of 
establishment therein. 

These districts were unrelated to one 
another, all, however, being in more or 
less populous communities outside of 
municipal limits. Twenty-two such 
districts were established, upon peti- 
tion from the district in each case, and 
no more than casual studies were made 
of the territory prior to the adoption of 
each ordinance. In one case the pro- 
cedure was interestingly reversed and 
an industrial district was established. 
It provided no restrictions and obvi- 
ously could grant no rights of use of 
property not already possessed by the 
owners. Neither was it related to any 
other use district, but was apparently 
a designation of the character of the 
area in an attempt to forestall possible 
conflict between industrial and resi- 
dential interests. 

This type of rudimentary protection 
could not long be expected to satisfy 
the insistent need for comprehensive 
and carefully drawn zoning regulations. 
After the establishment of the Los 
Angeles County Regional Planning 
Commission,’ and upon its recommen- 
dation, the town of Altadena, an unin- 
corporated community lying between 
the City of Pasadena and Mount Wil- 
son, which had a population of about 
15,000 at that time, and which had 
been especially active in urging county 
zoning, was divided into a business and 
a residence district.!® 

This, so far as is known, may be 
called the first ordinance in the United 
States zoning an unincorporated town. 
Thereafter, steps were taken to draft 
the form of a more detailed zoning 
ordinance for unincorporated areas, 


? Los Angeles County Ordinance No. 805 
N. S , adopted in Dec., 1922 

10 Los Angeles County Ordinance No. 1270 
N. S., adopted in Apml, 1925. 


50 THE ANNALS OF THE AMBRICAN ACADEMY 


and this has since been applied, after 
thorough study in each case, to nine of 
the unincorporated towns now existing 
in the county. The zoned unimcor- 
porated territory covers 33.4 square 
miles and has a population of approxi- 
mately 116,000, these being 18.9 per 
cent and 40.9 per cent respectively of 
the total area and the total population 
of the unincorporated territory of the 
county which is urban or suburban in 
‘ nature. The zoned unincorporated ter- 
ritory is 0.8 per cent in area and 5.8 per 
cent in population of the entire county. 

The ordinance was drafted and many 
, of the basic studies were made prior to 
the Euclid Village case, and part of the 
actual zoning was done prior to the 
adoption of the California Planning 
Act of 1927, which, as previously 
pointed out, was superseded by the 
present (1929) act. 

This, however, was the only case in 
which county zoning in California 
preceded the 19%7 act. Under the 
latter, Santa Barbara County estab- 
lished a planning commission and 
adopted a zoning ordinance for the 
protection of the excellent Montecito 
district, and, under the 1929 act, is 
preparing for the zoning of other unin- 
corporated territory. 


Tap 1929 PLANNING Act | 


The 1929 Planning Act designates 
zoning, or “districting,” as a part of 
the master plan required to be pre- 
pared and recommended to the govern- 
ing body by all planning commissions, 
whether city or county, and requires 
that the procedure set up in the Zoning 
Enabling Act for cities shall be used in 
zoning. Thus is defined the manner of 
exercising in zoning the police power 
constitutionally residing in all counties 
of the state. The function of the 
planning commission is to make all 
necessary studies, to prepare the zon- 
ing plan and conduct hearings thereon, 


and to recommend the plan to the 
board of supervisors. The planning 
commission has no independent au- 
thority, being purely advisory. 

Under the 1929 act, eighteen coun- 
ties have thus far observed the man- 
datory provision and have established 
planning commissions, making a total, 
with Los Angeles and Santa Barbara 
Counties, of twenty in the state." The 
oldest of these eighteen is but little over 
one year of age. Most of them have 
been spending their infancy in en- 
deavoring to grasp the nature and the 
extent of the task for which they were 
called into public service. Monterey 
County, however, has adopted an 
ordinance, similar to the Montecito 
ordinance of Santa Barbara County, 
for the zoning of Carmel Highlands, an 
exclusive residential area south of the 
City of Carmel-by-the-Sea. 

While some of the other counties 
with newly established planning com- 
missions have been gathering basic 
data looking toward zoning, most of 
them have given only casual attention 
to the problem, having been concerned 
first with establishing the procedure for 
subdivision control, and generally 
next with studies looking toward high- 
way planning. These observations, 
however, are but of the moment; 
state-wide county planning is under 
way, and zoning protection is available 
for unincorporated urban areas. 


MISTAKES In Crry ZONING 


Such zoning is new in practice, and 
while its basic principles are the same 


u In addition, there is a planning commission 
for the consolidated City and County of San 
Francisco, which in reality is a city planning com- 
mission, and is thus not included in the list of 
county planniùg commissions. 

12 Complete procedure to this end has been 
established in Kern and Santa Clara Counties; m 
addition, subdivision regulation ordinances have 
been adopted in San Luis Obispo, Monterey, 
Alameda, and San Bernardino Counties. 
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as those of city zoning, the opportunity 
exists to undertake it from a fresher 
viewpoint. It does not carry the stigma 
of any mistakes which may have oc- 
curred in zoning cities, and it is applied 
and administered by those who, in 
general, are not held to a local view- 
point. California has her quota of 
cities which may be called “casualties” 
in the field of zoning. These are of 
two classes. One is represented by the 
type of city which lulls itself with a 
false sense of security, claiming to be 
zoned, while its zoning ordinance 1s 
incapable of giving wise direction to 
the city’s growth, or its zoning as ap- 
plied may be but little better than no 
regulation. 

A variation of this type is the city 
which, through changes, spot zoning, 
and exceptions, has so undermined its 
zoning structure that no true protec- 
tion is given to development, and 
property values derive no element of 
stability from the zoning. Gradual 
“nibbling” at the zoning plan is coun- 
tenanced, without regard to the ulti- 
mate deadly results of this process in 
the aggregate. Tragically, either or 
both of these evils characterize prob- 
ably a majority of zoned cities in Cali- 
fornia. Most of such cities have zoned 
only for use (and that badly unbal- 
anced), leaving untouched the field of 
regulation of height and area. The 
open spaces of a sunny land are re- 
garded as permanent, without realiza- 
tion of the ultimate result of types and 
extent of land occupancy now taking 
place. 

Excessive land speculation which is 
not faced by an official attitude based 
upon a thorough understanding of 
zoning principles, but which is fre- 
quently abetted in its undermining of 
zoning by political interference, has led 
in many cities to a condition in which 
the zoning regulations have become 
weakened and melt away before each 


application of pressure. This situa- 
tion does not by any means character- 
ize all California cities. Pasadena, 
San Jose, and many other cities 
staunchly maintain their zoning struc- 
tures; but the conditions cited are all 
too prevalent. 

Zoning of unincorporated areas by 
county governments has the oppor- 
tunity to avoid these evils. Good 
precedents are available in the excel- 
lent ordinances of Santa Barbara and 
Monterey Counties, to which previous 
reference was made. Even a small 
county may generally provide better 
facilities for zoning studies than may 
the smaller cities, many of which ex- 
pect the city attorney to produce a 
zoning ordinance with little more 
equipment than a pair of shears, and 
the city engineer to produce a zoning 
map with a few crayons, and adopt 
both with the thought that they can be 
amended if they are not “right.” 

The California county planning com- 
missions generally look to each other 
rather than to the cities for their guid- 
ance,! and, in fact, will probably be the 
means of providing general planning 
direction for most of the cities within 
their respective counties.“ They fre- 
quently begin their work with a degree 
of impatience at the lack of accomplish- 

2 The Cahfornia County Planning Commis- 
sioners Association was formed in April, 1930, 
and has been holding quarterly meetings since. 
Its purpose is to provide interchange of experi- 
ences, to discuss county planning pmnciples and 
problems, and to build up a literature of county 
planning 

H In Los Angeles County, the Regional Plan- 
ning Commission organized and largely finances 
the Association of City Planners, an organization 
of about one thousand members, consisting of 
those officially and civically interested in city 
and county planning Its work has been almost 
exclusively educational, but it has been ma- 
terially helpful to the cities represented. In 
Santa Clara County a similar organization is 
being formed with the intention of providing 
general guidance in plannimg procedure for the 
cities of the county. 
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ment by city planning commissions 
within their counties, since few of the 
latter are doing comprehensive plan- 
ning. This attitude gives hope of 
more thorough and more beneficial 
zoning by counties, and of a stronger de- 
termination to maintain stable zoning. 
The other type of municipal “ casu- 
alty” in the zoning field is represented 
by the city in which the zoning plan 
has aroused hostility on the part of the 
citizens to the extent that it cannot be 
considered dispassionately, and all 
planning is discredited in that city as a 
result. Years of suspicion of planning 
usually follow such an “explosion.” 
The cause is generally found in the 
preparation of a plan in a brief period 
of time without adequate preparatory 
educational work, or in an attitude on 
the part of those doing the planning 
which assumes superiority and does 
not appear to confide in the people. 


ÅTTITUDE OF COUNTY PLANNERS 


These conditions, again, are happen- 
ings in incorporated cities; county 
planning commissions are generally 
aware of them and are determined to 
avoid them. The county attitude 
promises to be that of working pa- 
tiently with the people, laying broad 
foundations of education in the prin- 
ciples and the application of zoning and 
planning in general, and approaching 
the task as partners with the people. 
No planning commissioner or planning 
adviser can have an interest in a zoning 
problem that þecomes so intensely vital 
as it does to the man whose property is 
directly affected. When this relative 
intensity of interest is recognized and 
the problem of human relationship 
grasped, an official attitude results 
which accomplishes sound zoning with 
a minimum of friction. 

The county governments have been 
called conservative. Perhaps it is be- 
cause they live closer to the liberties of 


the people. But in that conservatism, 
once it is motivated by an understand- 
ing of zoning principles, lies the hope of 
applying to the “cities” for which the 
county government is the governing 
body, a type of zoning guidance which 
shall take deep root, which shall be 
soundly maintained, and which, withal, 
shall be accomplished pleasantly. 

Thus the California Planning Act 
enables the counties of the state to 
zone their unincorporated towns and 
the unincorporated fringes of cities, and 
introduces an element into all urban 
zoning in the state, city and county 
alike, which holds the hope of more 
careful technique, more stable adminis- 
tration, and happier accomplshment. 

While urban zoning by a county 
government is based upon substan- 
tially the same principles as is zoning by 
a city government, county zoning has 
the opportunity of a broader applica- 
tion than city zoning. Municipal 
boundaries generally circumscribe pre- 
dominantly urban areas in which de- 
velopment has already taken place. A 
city in undertaking zoning is faced by 
existing types of development with 
frequently conflicting elements, which 
require that the zoning plan shall be in 
effect the best that can be done with 
existing conditions. The zoning is 
therefore limited by past mistakes and 
by previous unregulated land use. In 
so far-as county zoning deals with 
urban communities, it must face the 
same situation. But it may reach 
beyond such conditions into areas not 
yet urbanized, and in so doing may 
prevent the mistakes which it can but 
partially rectify in developed areas. 
As in other phases of county planning, 
its work may herein be foundational 
rather than reconstructive. 


ABUSES IN SUBDIVISION 


One type of condition will indicate 
an immediate practical value to this. 
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For example, a subdivider lays out a 
subdivision which is a community or 
neighborhood unit, and while the lay- 
out of his platting may conform to a 
master street and highway plan and to 
the principles of good design, he may 
determine to sell all the property along 
certain traffic thoroughfares as business 
frontage, regardless of the possible 
utter inability of more than a small 
percentage of it to serve any business 
need. His purpose is to reap the profit 
in the magic words “business prop- 
erty.” While the true value of prop- 
erty can be based solely upon its 
usability, sales prices may have no 
relation to true value. They may be 
based upon what the buymg market 
may be “promoted” to pay, and in 
optimistic times, exorbitant prices may 


be exacted for so-called business prop- ` 


erty. Hence the temptation to the 
subdivider. 7 

An example of the result is seen in 
one city of Los Angeles County, which 
is typical of others. With a popula- 
tion of 16,000, 1.6 miles of business 
frontage are in use, with vacancies 
totaling 14 per cent. The ultimate 
maximum population of the city can 
probably not be greater than 100,000, 
indicating a maximum usable business 
frontage of about ten miles (regional 
factors are such that the ratio of busi- 
ness frontage to population will be more 
or less constant). Already, twenty- 
nine miles of frontage have been zoned 
for business, largely as a result of 
speculative subdividing, while con- 
tinuation of the process will produce a 
total of fifty-six miles of business 
frontage when subdivision is complete. 
With a maximum of ten miles usable, 
the result is obvious. Designation of 
excessive amounts of land as multiple- 
residence property is in the same cate- 
gory. 

By this process is sown the seed of 
future serious zoning difficulty, since it 


speaking, 


involves unbalanced allocation of land 
uses, with resulting instability of values, 
stagnation of property, and the blight- 
ing of the areas improperly assigned. 
The correction is difficult. Lots are 
sold on a speculative basis for the pur- 
poses designated by the subdivider, 
regardless of their fitness therefor. 
Attempts to reflect sound allocations in 
subsequent zoning run directly counter 
to the speculative interests of the pur- 
chasers. Even if such a purchaser 
admits that he has made an unsound 
bargain, he generally demands the right 
to pass it on to some other trusting soul. 

If sound zoning is deferred and build- 
ing development in the tract begins to 
take place within the limits of the 
subdivider’s land use allocations, the 
problem is intensified. A business use 
established in an area improperly called 
a business district is not the first step 
toward ultimate complete business de- 
velopment. It is an isolated case, or 
one of a few; but it effectively prevents 
development for which the property 
may be suited, and stagnation results. - 
Multiple-residence classification of 
property which should be single-family 
residential may not so clearly tend to 
stagnation at first, but its ultimate re- 
sults are just as definite, and are so- 
cially more detrimental. 


PREDEVELOPMENT REGULATION | 
NEEDED 


Obviously, the time to control the 
situation is not after building develop- 
ment has begun nor after lots have 
been sold, but at the time the alloca- 
tion of land uses is being made—in 
other words, when the subdivision is 
being laid out—or even prior thereto. 
The community builder type of sub- 
divider welcomes such control at source 
—and he is the man who, generally 
does not need it. The 
“land merchant” resists it because 
solution of the problem from the stand- 


’ 
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point of the community welfare pre- 
vents him from reaping parasitic 
profits. Influence of the latter was 
sufficient to force into the California 
Subdivision Map Act © the provision 
that subdivision regulations adopted 
under it should not require any type of 
restriction of use of property whatever. 
Such subdivisions as are here under 
consideration are, in the majority of 
cases, in unincorporated areas or in 
unzoned municipal territory. Zoning 
of such property is generally not done 
until after the subdivider has termi- 
nated his interest or at least until he has 
the project well under way. It was 
therefore calculated that this prohibi- 
tion in the Map Act would leave un- 
disturbed the condition whereby the 
“zoning” of a subdivision is done by 
the subdivider himself, and may thus 
be dictated by what he can sell rather 
than by what the community welfare 
requires. 

However, even with the limitation 
placed upon suitable control under 
subdivision regulations, zoning may fill 
the gap. Since the problem in its 
larger aspects and in its importance 
to the future falls largely in unincor- 
porated territory, it becomes primarily 
a responsibility of county zoning. By 
its solution, county zoning may turn 
over to the governments of future 
cities areas which have been properly 
zoned from the beginning. 

Any extensive zoning of potentially 
urban territory concurrently with or 
prior to the subdivision of the property 
is a novel idea, at least in California. 
Zoning is, of course, usually the regula- 
tion of the type and the extent of land 
use in areas largely developed. It is 
protection of existing usés and of future 
uses indicated by such existing uses, 
“Zoning at source,” on the other hand, 
must precede urban development, and 


% Ch. 887, Statutes of 1929; Act 4578 Deering’s 
Gensral Laws of California, 


must protect future uses possibly not 
indicated by existing development. 

There should be no valid reason why 
it cannot be done. Surely, the exer- 
cise of the police power should not be 
required to wait until its application 
can but imperfectly protect the public ’ 
welfare. Zoning should look forward. 
In the case of Zahn v. Board of Public 
Works, the California Supreme Court 
seid: 


The power of the City Council to zone is 
not limited in our opinion to the protection 
of established districts. To so hold would 
be to defeat in a large measure the only 
purpose of zoning, which is to control future 
development in the best interest of the city. 
Zoning in its best sense looks not only 
backward to protect districts already 
established but forward to aid in the 
development of new districts according to 
a comprehensive plan having as its basis 
the welfare of the city as a whole. 


APPLICATION oF Country ZONING 


The question as to how predevelop- 
ment county zoning should be applied 
raises a similar question as to all urban 
zomng done by a county government. 
There is not, as in the case of a city, 
a corporate entity whose territorial 
boundaries define the area to which the 
regulations are to be applied, and 
which physically consists of a generally 
more or less homogeneous unit or at 
least an interrelated composite, fo- 
calizing in a major urban center. There 
is no defined boundary for an unincor- 
porated urban community, no line 
separating it and adjacent potential 
urban. territory from areas which may 
never be urbanized. 

Los Angeles County has been of the 
opinion that county zoning must be 
applied to the entire county or not 
to any part of it. There, property in 
the urban unincorporated communities 
which are zoned in detail is completely 

16195 Calif. 497, supra. 
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classified (as to use only, however), and 
the communities not thus zoned and 
the rural areas are all placed in the 
heavy industrial, or unrestricted, zone. 
This method applies a zoning desig- 
nation to all unincorporated territory 
solely to provide a setting for the de- 
tained zoning of urban communities, 
and, in effect, considers all unincor- 
porated territory as potentially urban 
in character, a conception which could 
be correct only in strictly metropolitan 
areas. 

There should be no reason why 
boundaries cannot be specified for the 
urban and potentially urban unincor- 
porated areas, not by the establishment 
of political units, but upon the basis of 
the definition of the conditions justify- 
ing the exercise of the police power in 
an urban type of zoning. Density of 
population would be an unquestioned 
basis of definition, but would not make 
possible the predevelopment zoning 
which holds such large possibilities for 
benefit. It would seem that the degree 
of smallness of land units and a speci- 
fied proximity to areas thus or other- 
wise indicated as urban would offer 
suitable bases of definition, and that 
such a definition would both furnish 
the justification for the urban type of 
zoning and provide the means of desig- 
nation of the boundaries within which 
it is to be applied. 

This procedure would enable acounty 
government, in zoning unincorporated 
towns, to parallel directly the zoning of 
cities. It offers a solution to the fre- 
quently pressing problem of the zoning 
which may be urgently needed by such 
towns as definite community entities, 
and, further, makes possible the zoning 
of potentially urban territory con- 
currently with its subdivision. 


Tur REGIONAL ASPECT 


But the entire subject of urban 
zoning is but the local aspect of a larger 


problem. A city must ascertain its 
“regional orientation,” to plan wisely. 
The cities of Los Angeles County are 
fortunate in that the county planning 
commission there is truly a Regional 
Planning Commission (as it is desig- 
nated) for at least the metropolitan 
one-quarter of the total area of the 
county. Likewise, regional orienta- 
tion must be determined for unincor- 
porated towns, and in their case a more 
general jurisdiction (that of the county 
government) makes possible more 
nearly complete conformity to the 
scheme of regulation thus indicated 
than in cases in which municipal 
boundaries and jurisdictions intervene. 

It is evident that a regional highway 
plan is essential if local city and town 
street plans are to be complete. So 
also must local zoning plans regard the 
major land use allocations indicated for 
the regional area. For instance, two 
cities may be similar in terram and 
development, and a certain extensive 
unoccupied area in one may appear to 
require somewhat the same zoning as a 
similar area in the other. Neverthe- 
less, the respective regional relation- 
ships of the two may require that one 
area, be classified as primarily single- 
family residential and the other as 
heavy industrial." 

California counties are not in all 
cases logical regional units. While 
county boundaries often follow natural 
divisions, such as mountain crests, 
rivers, and drainage channels, their 
occurrence is frequently the result of 
historical factors and of local prefer- 
ence.!8 For example, in the Mother 


17 An example of the latter is seen in the ap- 
plication of the interesting zoning ordmance of 
the City of Redondo Beach, in Los Angeles 
County. 

18 During the twenty-five years following the 
admission of California as & state in 1850, the 
legislature was busy creating new counties, the 
number being increased during this time from 
the original 27 to 52, There are now 58, five hav- 
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Lode territory, famed since the “days 
of ’49,”" 10,826 square miles were cut 
into eight counties, with a present 
population of 72,817, while south 
of the Sierras 20,175 square miles 
were included in one county, that 
of San Bernardino, with a present pop- 
ulation ' of 183,900. Some counties 
contain areas of widely dissimilar 
character, while others divide regional 
areas. 

Nevertheless, the counties exist as 
governmental units, and while their 
boundaries may not ideally approxi- 
mate regional limits, they cover suffi- 
cient territory in each case (varying 
from 435 to 20,175 square miles each) 
to give a regional cast to their respec- 
tive planning problems. In other 
words, each county must plan in a 
regional sense for a group of cities and 
towns with interspersed and marginal 
rural territory, and there develops a 
conception of each county as a com- 
munity of communities. This is en- 
hanced by a long community of inter- 
est in county governmental matters, 
particularly in the functions of the 
sheriff’s office, schools, road building, 
and judicial administration. 

This being the case, and with each 
county required by law to have a plan- 
ning commission, it would be a practi- 
cal impossibility to overlap county 
territory with regional planning au- 
thorities, although the California Plan- 
ning Act authorizes the establishment 


ing been created from 1889 to 1898, inclusive, and 
one, Imperial, in 1907. The creation of each 
new county during the early years of the state’s 
history was an individual matter, based upon 
local considerations. In one case a county was 
formed of a portion of the Territory of Utah 
which is now a part of the State of Nevada, in the 
hope that it would be ceded by Congress to 
California. The entire story of the formation of 
the counties of the state is interestingly told in 
The Genesis of California Counties, by Owen C. 
Coy, published by the California Historical 
Survey Commission. 


of regional planning districts. The 
fact that the procedure for the latter 
is somewhat cumbersome, and that 
such a district has independent taxing 
power for the support of its functions, 
adds to the doubt that any such will be 
formed. 

In cases in which a regional area is 
divided by several counties, territorial 
comprehensiveness of the planning can 
be secured by proper collaboration. A 
codrdination committee, for instance, 
is practically essential for the San 
Francisco Bay Region, divided among 
nine counties. In fact, the first steps 
have already been taken for the forma- 
tion of such a committee, representing 
the four county planning commissions 
thus far established in the area. To 
cover the field completely, one might 
anticipate a state planning department, 
having as one of its functions the pro- 
viding of the necessary codrdination 
among the county planning commis- 
sions of the state. 

In any case, however it may be exer- 
cised, there falls upon the county plan- 
ning commissions of California the re- 
sponsibility for regional planning. And 
regional or county-wide zoning, as a 
part of regional planning and con- 
sidered broadly, not only gives orienta- 
tion to urban zoning, but becomes the 
key to county planning as a whole. 


Sropy or Mason Lanp Usss 

County zoning in this‘sense is taken 
to mean a determination of the major 
land uses and the major land use areas 
of the entire county. Los Angeles and 
Santa Barbara Counties have made 
valuable studies to this end; Kern and 
Santa Clara Counties are assembling 
similar data. Such studies regard the 
county as a functional composite, with 
land used for various types of agricul- 
ture, such as grazing, tree crops, and 
field crops, for forests, for mineral de- 
velopment, for recreation, for indus- 
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try. and for urban and suburban uses. 
In some cases, land may be practically 
nonusable. Not only must existing 
land use areas be ascertained, but 
tendencies must be studied and the po- 
tentialities of each use must be deter- 
mined. ‘Thus is provided a complete 
functional analysis of the county. 

Such an analysis provides the back- 
ground needed in the application of de- 
tailed zoning to unincorporated urban 
areas, and to it should be tied the de- 
fining of the boundaries of the areas 
thus zoned.. The zoning of an individ- 
ual community, then, will be justified 
not only by needs indicated locally in 
detail, but by the place of that com- 
munity in the county-wide functional 
organism. 

A basis is also given for all other reg- 
ulations affecting the use of land from 
a planning standpoint, since the func- 
tional analysis should be reflected in 
regulatory measures in so far as such 
may be needed to encourage and pro- 
tect the best use of land, and in certain 
standards, such as those of subdivision 
regulation. 

The actual regulatory measures will 
in most cases affect a comparatively 
small part of the total territory of a 
county, being probably limited to the 
zoning of existing and potential urban 
and suburban areas, as previously dis- 
cussed, to protection of scenic values, 
and to regulation of the uses of land 
adjacent to traffic thoroughfares. The 
latter two, standing alone, might be 
considered as encroaching too far upon 
the stil largely forbidden domain of 
regulation for sesthetic purposes; but 
with the background of a functional 
analysis of the entire county, in regard 
to which they are formulated, they 
assume a definite and broader relation- 
ship to the public welfare. 


19 Reference is here made to industry apart 
from strictly urban areas, such as refineries and 
mills in connection with extractive production. 


Protection of scenic areas was fore- 
cast in a bill introduced at the 1929 
session of the California Legislature. 
This bill?! provided for investigation 
of any proposed scenic area by the 
Director of the Department of Natural 
Resources and suggestion by him of 
zoning and other regulations designed 
to protect the scenic values involved. 
Thereupon, if such regulations were 
adopted by the board of supervisors of 
the county within which such area was 
located, the Governor was authorized 
to declare the area to be a “ Protect- 
ed Scenic Region of the State of 
California.” While this proposed 
legislation was not adopted, the 
Planning Act, adopted at the same 
session, will enable the designation of 
such areas in connection with the 
major land use determinations of 
county zoning, and thus will make 
possible the application of protective 
regulations upon the basis of such 
designation. 

Regulation of the uses of land ad- 
jacent to highways might appear to be 
detached “ribbon” zoning; but re- 
lated to a county land use plan, it 
becomes part of a comprehensive whole. 
Valuable studies of roadside develop- 
ment have been made in Santa Barbara 
County, while Santa Clara County has 
undertaken the formulation of regula- 
tions designed to control roadside 
advertising and to influence the de- 
sign of buildings and other structures 
for roadside commercial uses. These 
studies indicate that county zoning in 
this broader application may be the 
means of solving the increasingly vex- 
ing problem faced by this motor vehicle 
age in the condition whereby roadside 
signs prey upon the traffic of highways, 
and roadside .commercial uses mire 
themselves in the slough of their own 
unattractiveness, 

20 Senate Bill 208, Forty-eighth Session (1929) 
California Legislature. 
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ZONING IN RURAL Districts 


Beyond these three phases—detailed 
urban zoning, protection of scenic 
areas, and regulation of roadside land 
uses—it is doubtful how far county 
zoning will apply land use regulations. 
Even in exclusively agricultural areas 
there might be justification for exer- 
cising some control over specified uses 
partaking of the character of nuisances; 
permits might well be required for 
slaughter houses, incinerators, and 
such uses, enabling the conditions of 
each case to be considered. In such 
consideration a comprehensive land use 
plan is invaluable. But beyond such 
protection, zoning cannot expect to 
regulate rural land uses in general. 
A general classification in the major 
land use plan should leave undisturbed 
the traditional freedom of the open 
country except as scenic areas or traf- 
fic thoroughfares are involved or as 
nuisances may be concerned. | 

Another function of the major land 
use plan is found in the manner of 
application of such standards as those 
of subdivision regulation. While the 
California Subdivision Map Act re- 
quires the filing of maps only of town 
lot subdivisions (and leaves in that 
requirement a loophole permitting 
metes and bounds subdividing without 
recording), its procedure may option- 
ally be used in the case of any other 
subdivision, such as agricultural, and 
county planning commissions are en- 
couraging the filing of maps of all sub- 
divisions. 

The following illustrates the man- 
ner in which the major land use plan 
influences subdivision control: a sub- 
division may affect the routing of 
a major thoroughfare, proposed by 
the highway plan for a width of one 
hundred% or one hundred and ten 


11'The major width which has heretofore been 
standard throughout the state. 


feet. This width generally represents 
a requirement based upon future needs, 
or one anticipating adjacent urban use. 
In subdivisions in urban areas, the 
dedication of the full width is generally 
required, as it should be. But sub- 
divisions in major use areas other than 
urban might not involve conditions 
requiring the present dedication of the 
entire width, provided such width is 
protected for the future or in the event 
of a change of adjacent use. Such 
protection may be effected by the use 
of reserved dedications. -The deter- 
mination of areas within which full and 
reserved dedications, respectively, will 
be required depends upon the major 
land use plan of the county. In addi- 
tion to the distinction between rural 
and urban areas, distinction for this 
purpose could also reasonably be made 
between areas of existing and of poten- 
tial urban character. Major land use 
studies now being made in Kern County 


- will shortly give rise to the designation 


of such respective areas. __ 

Other phases of subdivision regula- 
tions also may reflect the allocations of 
the major land use plan. The subdi- 
vision regulation ordinance of Monterey 
County establishes a ruling minimum 
lot area of six thousand square feet, 
with reduction in special cases to four 
thousand square feet; but that county’s 
zoning ordinance for Carmel Highlands 
establishes a minimum single-family 
residential building site area of forty 
thousand square feet. There is 
no reason why the latter standard 
should not be reflected in the sub- 
division regulations, being applied in 

22 The major width standard of Kern and Santa 
Clara Counties. 

23 See “Procedure under the California 
Subdivision Map Act,” by the author, Pro- 
ceedings of California County Planning Commis- 
sioners Association, Dec., 1930. 

“A similar standard is established by the 
Montecito zoning ordinance of Santa Barbara 
County. 
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areas in which it is required as indi- 
cated by the major land use plan, with 
the application specified in relation 
thereto. 
From this discussion of the major 
land use plan as the basis for various 
and varying regulatory measures, it is 
but a step to the realization that such 
a plan as a functional analysis of the 
county is indeed the key to the entire 
éováty plan. A county plan is not 
| the plan of a certain territory, but a 
\plan of service to the functions of that 

territory and to the population occupy- 
„ingit. A determination of those func- 


“ tions is thus essential to the design of 


that plan, whether it be in its highway, 
transportation, recreation, commu- 
nity design, detailed zoning, or other 
phase. The broader aspects of county 
zoning, therefore, underlie the entire 
county plan, giving it its motif, its 
vitality, and its opportunity for human 
service in terms of social and economic 


benefit. 


SCOPE OF CALIFORNIA PLANNING Act 


Thus the California Planning Act 
gives to the counties of California the 
means of using in the field of zoning 
the police power which they inherently 
possess. Thereby they may provide 
detailed zoning protection for the un- 
incorporated towns and the fringes of 
cities for which they are responsible. 
Thereby they may provide wise allo- 
cation of land uses concurrently with 
the first step in the urbanization of land 
by its subdivision. Thereby a major 
land use plan of the county may pro- 
vide the background for such urban 
zoning, for those regulatory measures 
which involve the public welfare in the 
protection of scenic areas and in the 
regulation of roadside land uses, and for 
the application of standards of subdi- 
vision control consistent with the type 
of area involved. And thereby a func- 
tional analysis of the county may guide 
the design of the entire county plan. 


Analysis of Zoning Ordinances 


By W. L. PoLLARD 


Attorney at Law; Special Counsel, Los Angeles Realty Board and California Real Estate Associs- 
tion on City Planning, Zoning and Special Assessment Legislation, 1929, Los Angeles, California 


T is rather difficult to analyze a 
typical zoning ordinance and by 
such analysis suggest a working pro- 
gram which might fit the needs of any 
city. Various state enabling acts set 
up specific requirements for zoning 
procedure; city charters frequently 
outline in detail zoning requirements; 
and inasmuch as the scope of the police 
power as enunciated by the decisions of 
the respective courts of last resort in 
the several states vary somewhat, each 
city must of necessity provide the re- 
finements of its zoning procedure only 
after a careful analysis of basic law, 
charter provisions, general laws, and 
court decisions governing its own 
legislative body. These laws and deci- 
sions give, in the main, the limitations 
governing the legal rights of the city. 
The city must mold its zoning ordi- 
nance accordingly, to fit its require- 
ments as nearly as may be. 


ENABLING Acts 


In New Jersey and Massachusetts, 
constitutional amendments have given 
direct zoning authority independent of 
the general police power of the state. 
California, Lllinocis, and most of the 
other states have enacted special en- 
abling acts, particularly recognizing 
zoning and the scope of zoning author- 
ity, stating what may be done under a 
zoning ordinance, and giving to the 
city a procedure which must be fol- 
lowed in the preparation and the enact- 
ment of the ordinance. 

As is the case under the California 
Enabling Act, there is no definite grant 
of power by the act itself, as each city in 


60 


the state has, by Section 11, Article 11, 
of the California Constitution, the 
authority to execute the full scope of 
the police power on all matters within 
its boundaries; but the California 
Enabling Act of 1917 sets up definite 
procedure which must be followed in all 
California cities except charter cities, 
in order that the ordinance be valid.! 

The Illinois Enabling Act is much 
broader in its scope than the California 
act, and goes into greater detail. The 
title to this act states that it is 


an act to confer certain additional powers 
upon city councils in cities and presidents 
and boards of trustees in villages and in- 
corporated towns concerning buildings and 
structures, the intensity of use of lot areas, 
the classification of trades, industries, 
buildings, and structures, with respect to 
location and regulation, the creation of 
districts of different classes, the establish- 
ment of regulations and restrictions appli- 
cable thereto, the establishment of boards of 
appeals and the review of the decisions of 
such boards by the court. 


The theories in California and Tli- 
nois differ. In California, the act 
merely sets up a procedure for the cities 
to follow and does not confer on the 
cities any authority. In fact, it limits 
the cities, in that it provides a definite 
method of procedure which if not fol- 
lowed invalidates zoning ordinances; 
while the Illinois act states in its title 
that it confers additional powers, and 
in its first section provides: 

In addition to existing powers, and to the 
end that adequate light, pure air and 
safety from fire and other dangers may be 

1 Hursi v. City of Burlingame, 207 Cal, 184. 
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secured, that the taxable value of land and 
buildings throughout the city, village or in- 
corporated town, may be conserved, that 
congestion in the public streets may be 
lessened or avoided, and that the public 
health, safety, comfort, morals and welfare 
may otherwise be promoted, the city 
council in each city, and the president and 
board of trustees in each village and in- 
corporated town shall have the following 
powers. 

The act then gives to such cities certain 
enumerated powers. 

In other states, enabling acts set 
forth methods of procedure, impose 
restrictions, and in many other ways 
provide the city with a guide which it 
must follow quite carefully in the en- 
actment of its zoning legislation. 

Thus it will be seen that an analysis 
of a zoning ordinance can deal only in 
the broadest way with the subject, and 
can only lay down what are generally 
considered to be the essential require- 
ments of such an ordinance, leaving to 
the person interested the task of fitting 
these essential requirements to local 
conditions, which may expand or con- 
tract the general principles here laid 
down. 


ZONING AUTHORITY 


First, it may be stated generally that 
unless a city derives its municipal 
authority from some form of special 
charter, its power in the handling of 
those matters coming generally under 
the police power is limited only by 
such constitutional provisions as may 
seek to regulate the scope of the city’s 
authority in police power matters, and 
the general laws which appear as a 
limitation upon the city’s police power 
grant. A city having a basic charter 
granting it authority from the state 
to function as a city, may have a 
greater degree of police power than 
is found in the general unchartered 
city; because the unchartered city is 
frequently amenable to general laws, 


while the chartered city is usually re- 
stricted only by its charter and the con- 
stitution of the state in which it is 
located. 

Cities derive their zoning authority 
under the grant of the police power and, 
generally speaking, are restricted in the 
handling of zoning matters only by the 
limitations upon the police power,’ 
except that they are governed by con- 
stitutional limitations, state enabling 
acts, and general laws which may have 
a tendency to restrict them in their 
zoning authority or to make the appl- 
cation of their zoning procedure uni- 
form throughout the state. 

Under the police power authority for 
zoning, now recognized rather gen- 
erally throughout the United States, a 
city, unless restricted by charter pro- 
visions, may, in the main, enact ordi- 
nances which will provide for a compre- 
hensive zoning scheme? and which will 
prohibit certain types of uses in certain 
areas within the city. In so restricting 
and prohibiting uses and in permitting 
other uses in other sections, the city is 
bound only by a reasonable exercise of ' 
the police power. 

The city may likewise enact ordi- 
nances which will: restrict the height 
of buildings, restrict the percentage of 
the area of a lot upon which a land- 
owner may build, provide setback 
lines for front, side, or rear yard pur- 
poses under the theory that said yards 
provide light and air, visibility, beauty, 
and so forth; require setback lines 
along the fronts of streets miles in 
length; or restrict such setback re- 
quirements to isolated districts. 

Such ordinances may provide height 
limitation either by a direct prohibi- 

2 Zahn v. Board of Publio Works, 195 Cal. 
497; Village of Euclid v Ambler Realty Co., 27% 
U. S. 365. 

? State Ex Rel. Cizello v. New Orleans, 154 La. 
271, 97 So. 440; Zahn v. Board of Public Works, 


195 Cal. 497; Miller v. Board of Public Works, 
195 Cal. 477. 
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tion of buildings in excess of a certain 
height or by providing limitations upon 
the cubical contents of buildings, al- 
lowing the builder to build to greater 
heights than the minimum require- 
ment providing he conform to certain 
setback provisions either at the street 
line or at various heights above the 
street. Ordinances may base height 
limitation on the width of the street 
upon which the building fronts, or 
upon whether the building is opposite 
a park or an open space; and may pro- 
vide one height for an inside lot and 
another height for a corner lot. 

Ordinances may restrict as to the 
uses allowed within the created zones, 
or the area of lot upon which an owner 
may build; may compel the removal of 
an existing use;* may prohibit the ex- 
pansion of an existing use; or may al- 
low such uses and only prohibit the es- 
tablishment of new uses. Im fact, a 
city may go far in the regulation of busi- 
ness, industry, and even residential 
life within the city by zoning procedure, 
providing always that such regulation 
has due regard to the rights of the citi- 
zens, is not unreasonable, and bears 
some relation to the general welfare, 
the health, the public safety, or the 
morals of the community in which the 
zoning ordinance is being enforced. 

The ordinance under which the city 
accomplishes these things must of 
necessity be broad enough in its scope 
to set up a uniform practice whereby 
the various objectives may be accom- 
plished logically, reasonably, and with- 
out discrimination. 


ZONING COMMISSIONS 


Customarily, the preliminary and 
advisory procedure under which the 
zoning ordinance is brought into exist- 
ence is done by a planning or a zoning 
commission, except that, if not con- 
trary to state constitution, state en- 

t Ex Parte Hadacheck, 165 Cal. 416. 


abling act, or city charter, the legisla- 
tive body of the city has full power to 
enact zoning legislation. The planning 
or zoning commission is usually pro- 
vided for by charter or by state law, 
and ordinarily consists of about five 
regular and several ex officio members 
to whom are granted by law certain 
advisory duties. The actual ordinance 
or enactment must be by the legislative 
body, and such body is not forced to 
accept the advice of the zoning com- 
mission or body. 

This body or commission is usually 
charged with the duty of making 
studies of the districts sought to be 
zoned; holding meetings or hearings in 
such districts, to which all interested 
are invited to be present; advertising 
its intention to do certain required 
things; and in general, with the duty of - 
so conducting its preliminary work 
that the best possible laws and require- 
ments will result from its deliberations. 

The United States Department of 
Commerce has issued a standard state 
zoning enabling act which combines all 
of the provisions necessary, which, 
when enacted by the state legislature, 
gives to the cities of that state all of the 
power required to carry on a proper 
zoning procedure. Many states have 
adopted this act in whole or in part; 
other states have enacted original 
zoning acts; while in others, no special 
acts are found on the statute books, 
and cities proceed under the general 
police power grant of the constitution 
when they seek to zone the area within 
their limits. 

The zoning ordinance enacted under 
such enabling acts or under constitu- 
tional provisions or under charter 
provisions needs to be based on a com- 
prehensive and detailed study of the 
precise local conditions, both present 
and prospective. 

What fits one town may be a bad misfit 
for another. There is no short cut to good 
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zoning in any community through blindly 
accepting what has been done for another 
community. Therefore, the act which is 
drafted to provide zoning procedure for a 
community must be drafted to handle local 
conditions with which the community will 
be faced.’ 


CLASSIFICATION OF DISTRICTS 


Once the zoning body has been es- 
tablished, an ordinance must then 
provide a method of procedure whereby 
such body may effectively district the 
various sections of the city and set up 
the limitations necessary to each zone. 
This procedure consists of a certain 
definite classification of districts, 
whether they be: use districts, volume 
districts, height districts, or area dis- 
tricts. 

By “use districts” is meant the creg- 
tion within the city of arbitrary dis- 
tricts in which only certain specific 
uses are permitted. Various classifi- 
cations of these use districts have been 
used, as: residential, income residen- 
tial, business, light industrial, and 
heavy industrial; or, U-1, U-2, U-3, 
U-4, and U-5 districts; or some other 
type of classification whereby some 
letter, numeral, or symbol represents a 
specific type of use which is permissible 
in each designated district. 

It is customary in ordinances creat- 
ing such use districts to start with the 
most restricted district, such as the 
“A” or the “R~-1”’—that is, the single- 
family residential section—and set 
forth the arbitrary restrictions which 
shall govern that zone. In the crea- 
tion of subsequent and less restricted 
districts, the ordinance will contain a 
recital that all uses permitted in the 
more restricted zones shall be permitted 
in such district, and, in addition 
thereto, such uses as are peculiarly set 
aside for the zone thus being created. 
Thus, when all zones have been defined 


s Zoning Primer, Department of Commerce, 
Bul. B H 3A, p. 5. 


aud set forth, there is permitted in each 
of them certain definitely enumerated 
uses, plus all uses permitted in the more 
restricted areas. Some cities are ex- 
perimenting with a reversal of this 
form by attempting to prohibit the 
establishment and maintenance of 
homes in certain industrial districts 
where it is felt that the home owners 
might bring nuisance complaints against 
the established industries. 

In the last three years an effort has 
been made to standardize this use 
district nomenclature by using “R” 
for residential, “C” for business, and 
“M” for manufacturing, and then by 
subdividing these three headings into 
R-1, R-2, R-8, and so forth, each of 
which has a different classification.® 
This standardization program has been 
carried on by the Regional Planning 
Commission of Los Angeles County, 
California, and has resulted in a com- 
prehensive analysis of the several uses 
present in a large urban community, 
and the classification of such uses into 
various divisions.’ 

By “volume district” is meant the 
creation within the city, as in Chicago, 
of certain districts in which a person 
may erect on his lot or lots buildings 
which may be built to a maximum 
cubical content. This may be arrived 
at by limiting the building to a given 
height, as in Los Angeles, or by pro- 
viding no definite limit but prohibiting 
the erection of a structure which shall 
contain a cubical content in excess of a 
given multiple of the square footage of 
the lot upon which the building 1s 
erected. Many methods have been 
worked out whereby volume limits are 
set and determined, but in all, the 
result to be achieved is practically the 


° Cüy Plan Quarterly, Jan., 1929. 

T This standardization plan is discussed in 
detail in this volume, under the heading “‘Stand- 
ardixation of Zoning Symbols,” by A. E. William- 


son. 
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same, that is, the prevention of accom- 
modation in a given district, either for 
office or residential use, of more than a 
given number of people, which number 
it is thought transportation and utility 
systems can care for. Likewise, by 
such volume restriction it is possible to 
guarantee at all times a uniform sup- 
ply of light and air. 


Heteut AND Arba Districts 


In effect, all “height districts” limit 
volume, but frequently the ordinance is 
not primarily based on volume limita- 
tion but seeks only to limit the height 
to which a land owner may build the 
contemplated structure. Considera- 
tions on which height limitations are 
based are many, chief of which, of 
course, is the effort to control the load 
on the land. Height limitations may 
also be invoked for safety, where infirm 
foundations or other local conditions 
lead the authorities to believe that ex- 
cessive height is dangerous. Height 
limits may be set to prevent the shut- 
ting off of an attractive view enjoyed 
by a residential section, or to prevent a 
condition where circulation of light and 
air within a residential district would 
be impaired. All of these considera- 
tions are valid ones, and the zoning 
authority may well consider each one 
when drafting an ordinance governing 
its city. 

Various methods have been used in 
determining a fair height, some based 
strictly on volume, some on the width 
of the street upon which the structure 
faces, some on nearness to open spaces, 
and soon, Itis a proper exercise of the 
zoning power to set up different limits 
which shall govern different sections of 
the city, providing that there appear 
some logical reason for so doing. 
Boston, New York, and Chicago have 
ordinances providing for different height 
limitations in the several sections of 
those cities. 


Zoning ordinances may also set up 
districts where only certain arbitrary 
percentages of the land owner’s lot may 
be built upon. This area zoning comes 
directly back to an attempt to limit the 
load on the land and to provide freedom 
for light and air. The area limitation 
may be achieved by making necessary 
the leaving of back, side, or front 
yards, or any one or two or all three of 
such yards, or by allowing the owner to 
build upon any portion of his lot, pro- 
viding that the structure shall not 
cover more than a given percentage of 
the lot’s area. The area ordinance is 
usually accompanied by a height limita- 
tion, thus definitely restricting the 
load on the land. In Los Angeles, in 
one zone, R-2, there are three limita- 
tions, first as to area, second as to 
height, and third, a provision that the 
structure must not house more than 
four family units. 

From the above, it will be seen that 
zoning ordinances have sought to con- 
trol use, volume, height, and area. In 
the last analysis, however, there are 
two basic regulations, i.e., use and 
volume. The height and area limita- 
tions are but refinements of the limita- 
tion of volume. It is generally thought 
that if use and volume of structures can 
be fully controlled by zoning, the zon- 
ing authorities will be able to direct the 
growth of the city along logical and 
consistent lines. 


ZONING REFINEMENTS 


The foregoing outlines the ground- 
work of the regulatory features of the 
ordinance. In addition, there have 
grown up many refinements of zoning 
procedure, each calling for some inno- 
vation in the ordinance itself, and while 
these innovations give to the zoning 
authorities powers to regulate detail 
and thus work out a more harmonious 
development, great care must be taken 
that in these refinements the zoning 
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authorities do not go too far and thus 
jeopardize the entire zoning structure. 
Under some ordinances, multiple resi- 
dences, flats, apartments, and so forth, 
may not be built unless on the same lot 
garage facilities are provided to a cer- 
tain percentage of the residential units 
built in the structure. Attempts to 
zone on racial lines have beenattempted 
and declared unconstitutional. Vari- 
ous set back provisions have been en- 
forced by zoning, billboards have been 
regulated or prohibited, and other ele- 
ments of city building not strictly con- 
cerned with zoning have been upheld 
by the courts in decisions dealing with 
zoning ordinances. 

Recognizing that zoning Is an exer- 
cise of the police power of the city, the 
courts have held that those ordinances 
which allow the property owners in a 
given district to determine the zoning 
of that district, constitute a delegation 
of power and are therefore void.® 

The prohibition contained in the 
zoning ordinance creates a situation 
where a violation is a misdemeanor, 
and some courts have seemed loath to 
accord to the city injunctive relief 
when a violation of the zoning ordi- 
nance is threatened, or to allow citizens 
adjacent to the affected area the right 
to an injunctive process. However, 
the ordinance is penal in its character, 
and through coöperation between its 
building and zoning departments the 
city is in a position to prevent a viola- 
tion of the provision of the ordinance; 
and should such violation occur, such 
unlawful use may be suppressed by the 
exercise of the penal provision of the 
ordinance. 

In order to properly zone territory in 
the first instance, the zoning body must 
closely follow the law as set forth in the 
city charter or the state enabling act, 
and where hearings in the districts or 
publication or posting of notices is re- 

8 Hurst v. City of Burlingame, 207 Cal. 134. 


quired, these must be strictly carried 
out. If the state act or the city charter 
is silent on this subject, the ordinance 
giving the commission or the zoning 
body the authority to act should set 
forth in some detail the procedure 
which the zoning body must follow in 
preparing the ordinance and bringing 
it before the legislative body of the 


city for its consideration. 


“Spot ZONING” 


Once the city or some part of it has 
been zoned, it is frequently necessary 
to make exceptions in favor of certain 
parcels of land, eliminating them from 
the district originally established and 
placing them in either less or more re- 
stricted districts. The vast majority 
of such exceptions are designed to per- 
mit uses prohibited in the first instance. 

In many of the Eastern states, 
boards of appeal have been established 
by law, to which a property owner ap- 
peals for an exception to the general 
provisions of the ordinance, alleging in 
his appeal that, due to some exceptional 
conditions, it is necessary that his 
parcel of land be dealt with in a manner 
different from that set up for the dis- 
trict in which the land is located, in 
order that he be allowed to enjoy a 
substantial property right in the land 
in question. Should the board of ap- 
peal deny his petition, he may throw 
the matter into the courts. Many of 
the zoning decisions in Eastern courts 
have grown out of appeals from de- 
cisions of the boards of appeal. Usu- 
ally, where the courts rule against the 
board of appeal or against the amend- 
ment of the ordinance denying the pe- 
titioner the right to the less restricted 
use, such ruling grants the exception 
asked; though in a recent Ilinois case, 
the courts have ruled against the liber- 
alizing of the ordinance.° 

* Michigan Lake Building Corp. v. Hamilton, 
172 N. E. 710. 
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In California and many other states 
the board of appeals has not been in- 
stituted, and in these states each con- 
ditional exception, or “spot zone” as 
such exception is called, necessitates an 
amendatory type of ordinance. The 
Los Angeles ordinance in providing for 
such conditional exception or spot 
zoning sets up a very definite proce- 
dure, as follows: 


The Board of City Planning Commis- 
sioners may, upon the verified petition of 
any property owner filed with said Board, 
stating fully the grounds of the application 
and all facts relied upon by petitioner, 
recommend to the City Council conditional 
variances to any of said restrictions estab- 
lished by this ordinance in any of said zones 
or districts. Upon the filing of such verified 
petition, the Board shall set the matter for 
hearing before a member or members of 
said Board or its duly authorized examiner 
and shall give notice of the time and place 
of such hearing and the purpose thereof; 

(1) By posting public notice thereof not 
less than five days prior to date of hearing 
mentioned therein. Such notices shall be 
placed not more than one hundred feet 
apart along both sides of each and every 
street upon which property involved in the 
application for a variance abuts and pro- 
vided that such posting shall extend along 
said street or streets a distance of not less 
than three hundred feet from the exterior 
limits of such properties as are involved in 
the application for a variance. Such notice 
shall consist of the words “Notice of pro- 
posed variance of zone” printed in plain 
type with letters not less than one and one- 
half (134) inches in height, and in addition 
thereto a statement in small type setting 
forth a description of the property involved 
in the proposed variance, and the time and 
place at which a public hearing on the pro- 
posed variance will be held; and 

(2) By mailing a postal card notice not 
less than five days prior to date of such 
hearing to the owner or owners of all 
property within the posting area above 
defined, using for this purpose the last 
known name and address of such owners as 
shown upon the records of the City Clerk. 


Provided, however, that nothing contained 
in this section shall be construed as requir- 
ing the Board, unless it deems it necessary 
or expedient so to do, to hold a public hear- 
ing on any petition for a variance involving 
only a temporary use which will be dis- 
continued within at most two years. 

In order to justify a variance under the 
provisions of this section, three things must 
be shown relative to the property or particu- 
lar use involved in the application for such 
variance: 

1. That there are exceptional or extraor- 
dinary circumstances or conditions ap- 
plicable to the property involved, or to the 
intended use of the property, that do not 
apply generally to the property or class of 
uses In the same district or zone; 

2, That such variance is necessary for the 
preservation and enjoyment of a sub- 
stantial property right of the petitioner; 

8. That the granting of such variance 
will not be materially detrimental to the 
public welfare, or injurious to the property 
or improvements in such zone or district in 
which the property is located. 

Upon the making of such indi, the 
Board may recommend to the City Council 
that conditional variances be made and the 
said Council may by ordinance permit the 
erection, alteration, reconstruction or en- 
largement of any building, structure or im- 
provement in any of said zones which are 
restricted against said building, structure or 
improvement, or the use of such premises 
upon such terms and conditions as said 
Council may deem proper. Upon the filing 
of such petition, the Board shall make its 
findings and determination thereon within 
thirty days thereafter and mail a postal 
card notice of the fact of the rendition of 
such report to said petitioner. If the peti- 
tion is approved, then the Board shall for- 
ward its findings and recommendations to 
the City Council. If the petition is dis- 
approved, petitioner may, within twenty 
days from the date of action by said Board, 
appeal to the City Council by written notice 
of appeal filed with the City Clerk. Such 
appeal shall set forth specifically the 
grounds therefor and said appeal may be 
referred to the Board of City Planning 
Commissioners for reconsideration as in the 
first Instance, but before any such appealed 
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petition shall be granted the Council or its 
duly appointed City Planning Committee 
shall set the matter for hearing and shall 
give the same notice as that provided in (2) 
of this section. 


This section is quoted in full, as it 
sets up a procedure which has been held 
sufficient. Under this procedure it is 
possible for the zoning body to exercise 
a great deal of power indirectly, by 


agreeing to such conditional exception l 


or spot zoning only when the owner 
consents to the erection of a structure 
meeting certain architectural or other 
requirements laid down by the planning 
body and concurred in by the Council. 
Such arbitrary action might be reversed 
should it be brought squarely into the 
courts, but, operating under it, much 
needed architectural direction has been 
possible. The same indirect control 
can be exercised by the boards of ap- 
peal, and doubtless much refinement in 
city building has been possible through 
the granting of conditional exceptions 
or spot zones. 

Wherever possible, the granting of 
these exceptions should be based upon 
purely economic or sociological reasons. 
Too frequently the granting of such 
exceptions becomes a means for shrewd 
politicians to build political power or to 
pay political debts. When this is 
done, all zoning is in danger; first, be- 
cause of the disrespect for zonmg that is 
developed by such procedure, and sec- 
ond, because the courts, while loath to 
look into the reasons back of a zone 
enactment or change, have the nght so 
to do, and might invalidate and upset 
zoning ordinances and exceptions where 
such favoritism is found. 


CARE IN DRAFTING ORDINANCES 


In drafting a zoning ordinance it 
should be provided, as far as possible, 
that such regulations as it imposes are 
for the benefit of the city as a whole, 
and not for the benefit of any one per- 


son or group of persons, no matter how 
powerful that person or group may be. 

The zoning ordinance should be 
written in such a way that all depart- 
ments of the city having to do with the 
granting of permits for buildings or 
licenses for use are bound by it. The 
provision in the Los Angeles ordinance 
is carefully drawn, and is as follows: 


All Departments, Officials or Public Em- 
ployees, vested with the duty or author- 
ity to issue permits or licenses where re- 
quired by law, shall conform to the provi- 
sions of this ordinance and issue no such 
license or permit for uses, buildings, or 
purposes where the same would be in con- 
flict with the provisions of this ordinance, 
and any such license or permit, if issued in 
conflict with the provisions of this ordinance, 
shall be null and void. 


The zoning ordinance must of neces- 
sity be tied to a map showing the 
boundaries of the zones created from 
time to time, and on which will be 
shown new districts, changes in old 
districts, and such other data as is 
necessary to show properly the zoned 
condition of the city. In the article, 
“Standardization of Zoning Symbols,” 
heretofore referred to, there will be 
found some valuable data on this 
subject. 

The ordinance must make provisions 
under which nonconforming uses may 
exist and buildings may be repaired, 
and for much other detail incident to 
the handling of zoning. Wherever 
possible, city planning in its broad as- 
pects should govern zoning procedure, 
and in turn, zoning should be carefully 
fitted into the general city plan. Thus, 
where possible, no subdivision mep 
should be approved until the zoning 
plan for the subdivision is adopted, and 
then the zoning plan should be super- 
imposed on that map. 

In conclusion, zoning deals with the 
property of all persons, it affects the 
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value of that property, and it likewise 
materially affects the welfare of all the 
citizens of the city being zoned. Under 
these conditions, those charged with 
drafting and enforcing the zoning 


ordinance should be in a position to 
view the problems as a city-wide con- 
sideration, forget personalities, and 
zone for the general good. Any other 
course leads to eventual chaos. 


` 


Zoning Survey and Procedure 


By Earr O. Mrs 


Member, Harland Bartholomew and Associates, City Planning Engineers, St. Louis, Missouri; 
Member, American Institute of Architects, and American City Planning Institute 


ONING regulations must be pred- 

icated upon facts and not upon 
mere personal opinions. Too often in 
the past, : zoning has been thought to 
be a panacea for all municipal ills; and 
as a result, many arbitrary and hastily 
prepared ordinances have been adopted 
to accomplish some single purpose 
rather than to regulate the develop- 
ment of the entire community upon a 
reasonable and scientific basis. Many 
of the early adverse court decisions 
came as a result of unreasonable re- 
strictions which were based on desire 
and conjecture rather than on an ex- 
haustive study of existing conditions 
and probable future growth. There- 
fore, it is well to remember that poor 
zoning is worse than no zoning. 

The mere fact that a city has the 
right to regulate private property does 
not necessarily mean that arbitrary 
regulations can be imposed to the seri- 
ous detriment of individual interests 
and the retardation of the city’s growth. 
Rather, zoning should encourage an 
orderly growth by the proper regula- 
tion of all property according to its 
logical future use. This is a funda- 
mental conception which has been 
recognized in drafting practically all 
of the state zoning laws. Accordingly, 
the Standard State Zoning Enabling 
Act prepared by the United States 
Department of Commerce provides 
that: 


Such regulations shall be made with rea- 
sonable consideration, among other things, 
to the character of the district and its pe- 
culiar suitability for particular uses, and 
with a view to conserving the value of 
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buildings and encouraging the most appro- 
priate use of land throughout such munici- 
pality. 


EXHAUSTIVE Stupy REQUIRED 

In attempting to comply with this 
provision of the state laws it is there- 
fore plainly evident that an exhaustive 
study should be prepared, giving a 
detailed and comprehensive picture 
of existing development prior to the 
determination of future districts or the 
regulations to apply therein. This 
entails a zoning survey which should 
produce accurate and complete in- 
formation on the building develop- 
ment and the use of every parcel of 
property in the community. While 
the procedure in the preparation of the 
preliminary data may vary slightly, 
the basic information necessary is quite 
similar in each case. 

A zoning survey might well be di- 
vided into two phases, one graphical 
and the other statistical. The graphi- 
cal studies should include a series of 
maps presenting a detailed picture of 
all the land uses and the building 
development in the community, and 
the statistical data should comprise a 
quantitative analysis of areas devoted 
to different uses and other relative 
information. 

A brief description of the basic maps 
and the statistical data essential to the 
preparation of a comprehensive, well- 
studied zoning ordinance is given on 
page 70. Most of this information, par- 
ticularly for the maps, should be se- 
cured from insurance atlases, which are 
usually available in every city, and in 
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the first instance should be recorded on 
maps or plats which can be used for 
checking in the field. 

It is extremely important that a 
careful field check be made of every 
plece of property to insure the accuracy 
of the information, and, after the field 
inspection has been completed, the find- 
ings should be recorded, preferably in 
color, on a series of maps, and the 
date of the completion of each map 
should be permanently noted thereon. 
Peculiar conditions in different com- 
munities may require certain special 
studies, but basically the information 
necessary 10 the preparation of a zoning 
ordinance is as follows: 


GRAPHICAL STUDIES 


Base Map. In the initiation of a 
zoning survey, one of the first con- 
siderations is that of a suitable base 
map at a scale of four or five hundred 
feet to the inch, containing only streets, 
street names, and open spaces such as 
parks and cemeteries. 

Use Map. The character of the use 
of every building or parcel of land 
within the community should be imdi- 
cated on a separate map, and differ- 
entiation should be made between the 
different types of dwellings as well as 
business. It is highly desirable, and 
in fact necessary, to make a distinction 
between one- and two-family dwellings 
and also those containing more than 
three families, which are ordinarily 
classified as apartments. All commer- 
cial establishments should be included 
in the same classification, while in the 
case of industry there should be a dis- 
tinction between those which are un- 
objectionable and those which are 
obnoxious by reason of the emission of 
smoke, dust, odor, noise, and the like. 

For the sake of simplicity, it is often 
found advantageous to indicate all in- 
dustry on the general use map m one 
color and to prepare a separate map 


classifying the two different types of 
industrial uses. Also, where there is an 
appreciable area of the city restricted 
by private deeds, the various subdivi- 
sions and the types and duration of the 
restrictions should be recorded on a 
separate map. 

Height Map. Information pertain- 
ing to the heights of buildings through- 
out the city should be shown by several 
classifications ranging in height from 
two and one-half stories or less to the 
maximum height found in the com- 
munity. Special attention should be 
given to a study of the height of apart- 
ments, and of office buildings in the 
central business district. This latter 
should embrace a study of the volume 
of the buildings in relation to the size 
of the lots and the width of the streets 
upon which the buildings face. This 
information, however, can more ap- 
propriately be included in the statistical 
studies. 

Density Map. The most common 
practice of regulating the density of 
population in a community is by re- 
quiring a certain number of square feet 
of lot area per family. This informa- 
tion should be secured for the residen- 
tial and apartment-house districts but 
is not necessary in the mdustrial areas 
or the central business district. The 
densities are variable in different cities, 
but usually are grouped into classifica- 
tions ranging from four hundred square 
feet of lot area or less per family, up to 
five thousand square feet or more. 

Lot Width Map. In order to de- 
termine reasonable open space regula- 
tions and to emphasize the need for 
better land platting control, a lot width 
map should be prepared showing the 
width of all lots in subdivided areas 
ranging in various groups from twenty- 
five feet or less up to fifty feet or more. 

Front Yard Map. The necessity of 
a front yard map depends on local 
conditions. It is customary in most 
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zoning ordinances to provide that, 
where blocks are largely built up, the 
prevailing setback or front yard shall 
be observed, and where the great 
majority of the residential buildings 
have a front yard of twenty feet or 
more, the front yard map should not 
be necessary. In cases where the pre- 
vailing front yards are not generally 
uniform or adequate, such a map 
should be prepared. 

Land Value Map. A study showing 
assessed land values for the city, or 
more especially for the central area, 
is helpful not only in zoning but in other 
phases of city planning, particularly if 
new maps are made in the future at 
periods of from five to ten years. 
These would indicate the increment 
and recession in land values and would 
serve to emphasize the need of improve- 
ments and certain regulations to stabi- 
lize values. The same legend should 
be used on all the periodical maps, and 
the property values should be grouped 
in gome suitable gradation. 

New Buildings Map. The tendency 
of comparative recent building growth 
is an important factor in the determina- 
tion of future districts, and conse- 
quently a map showing buildings 
erected within the past five years or so 
is extremely helpful and should be pre- 
pared provided the information is ac- 
curate and is not too difficult to obtain. 


STATISTICAL DATA 


In conjunction with the foregoing 
studies, it is equally important that a 
quantitative analysis of existing devel- 
opment be made. The amount of 
commercial frontage both within and 
beyond the central business district, 
the area of the city devoted to indus- 
trial purposes, and that devoted to 
apartments, residences, parks, streets, 
and the like should also be carefully 
computed. Further, it is interesting 
and important to ascertain the propor- 
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tionate amount of the population 
housed in single, two-family, or multi- 
ple dwellings. 

A specal study of apartment devel- 
opment should be made, giving the 
location, the size of lot, the percentage . 
of the lot occupied, the height of build- 
ing, the number of family units con- 
tained, the number of square feet or lot 
area per family, and other similar 
information. 

The more modern practice ofregulat- 
ing buildings in the central districts is 
by setback and volume or cubical con- 
tents rather than by the former flat 
height limitation. Preferably this new 
regulation should be related to the 
street widths upon which the buildings ` 
will face, and it is therefore necessary 
that computations be made showing 
the relation of the cubical contents of 
existing high buildings to the lot size 
and the street width. 

Also, charts and computations should 
be prepared to illustrate the size and 
the general type of structure that would 
be permitted under the proposed new 
form of regulation. Further, it is inter- 
esting to supplement this information 
with facts and figures showing the 
amount of additional office space 
needed in the community each decade, 
and the approximate floor aréa that 
would be provided in the central dis- 
trict under the new setback-volum 
regulation. 

Estimates should be made of the 
future population that could be ac- 
commodated in the city in accordance 
with the zoning regulations, and the 
amount of commerce needed to serve 
the ultimate population. The manner 
in which commercial areas are dis- 
tributed is, of course, equally as im- 
portant as their size. They should 
be allocated more or less uniformly 
throughout the city, and indicated on 
the commercial frontage map subse- 


quently discussed. 
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PRELIMINARY ORDINANCE 


Following the completion of the 
survey of existing conditions, the next 
step toward the completion and the 
. adoption of the final zoning ordinance 
is the preparation of a tentative dis- 
trict map and ordinance. As previ- 
ously stated, a zoning plan must 
necessarily take cognizance of existing 
development, and, with the aid of the 
information contained in the survey 
together with a careful field inspection, 
a tentative district map should be pre- 
pared defining the several residential, 
commercial, and industrial districts as 

they should be im the future. 

-It is advantageous in the early plan, 
and absolutely necessary in the final 
study, to indicate on large maps or 
plats, containing lot and block lines, 
the accurate boundaries of the various 
districts. Supplementing the tenta- 
tive district map, should be a prelimi- 
nary draft of the ordinance, setting 
forth the regulations pertaining to each 
of the several districts, together with 
other matters relating to interpretation, 
regulation, and enforcement. 

Nonconforming Use Map. In order 
to insure the recognition and the full 
consideration of existing development, 
a map should be prepared showing 
those existing uses which do not con- 
form to the future use of districts as 
indicated on the tentative district 
plan. There are, of course, certain 
nonconforming uses in every city, 
which cannot reasonably be incorpo- 
rated in any scientific plan for future 
growth; but as a matter of mforma- 
tion and assurance that no develop- 
ment has been omitted which could 
properly be included, a nonconforming 
use map should be prepared and care- 
fully studied. 

Commercial Frontage Map. Experi- 
ence has proved that the amount of 
commercial frontage needed to serve a 


given population or district can be 
determined on a definite and scientific 
basis. The careful analysis and proper 
use of this information is one of the 
most effective improvements made in 
zoning in recent years. 

The commercial centers, as indicated 
on the tentative district map, together 
with their tributary areas, should be 
shown on a skeleton plan of the city. 
In each of these areas the present popu- 
lation and the commercial frontage 
should be indicated, as well as the prob- 
able future population and the amount 
of commerce needed to serve the dis- 
trict when fully built up. The subject 
of commercial frontage and population 
has been treated fully in the article 
entitled “‘Business Zoning.” 


PROCEDURE 


Upon the completion of the tentative 
zoning ordinance, it should be sub- 
mitted to and studied by the planning 
commission or similar organization. 
Following this, the ordinance should be 
modified, if necessary, and submitted 
in preliminary form to the public for its 
consideration and suggestions. 

Most state laws stipulate that public 
hearings shall be held on the prelimi- 
nary ordinance and that sufficient no- 
tice shall be given of the time and the 
place of the hearings. Before this is 
done it is extremely important that the 
ordinance be published in tentative 
form and presented to all civic and 
neighborhood organizations, so that the 
citizens may acquaint themselves with 
the purpose and intent of the regula- 
tions, thereby preventing any erroneous 
objections that might otherwise be 
presented at the official public hearings. 

All remonstrances should be filed in 
writing at the time of or prior to public 
hearings. Soon after the public hear- 
ings have been concluded, the planning 
commission should consider all the 
remonstrances filed and record its 
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action on each petition, stating whether 
granted or denied, and giving reasons 
therefor. The plan and the ordinance 
should be modified, if necessary, to 
conform to the action of the planning 
commission, and then transmitted to 
the City Council or other legislative 
body for adoption. 

A complete record should be kept by 
the planning commission of its every 
meeting and action during the course 
of preparation and completion of the 
zoning ordinance. This information 
should include the time required to 
prepare the plan, various organizations 
before which the plan was presented, 
and complete records of the hearings. 
Caution should be exercised at all times 
that the procedure set forth in the state 
law is strictly adhered to, and this 
should also be made a matter of record. 


PRESENTATION OF Frinat PLAN 


At the time the planning commis- 
sion’s final plan and ordinance are 
presented to the legislative body, there 
should also be submitted a zoning re- 
port which, among other things, should 
include a brief history of the zoning 
movement, its legal status, a discussion 
of the state law under which the ordi- 
nance is prepared, the graphical and 
statistical studies made, the conditions 
which the studies revealed, the pro- 
posed regulations in districts and rea- 
sons therefor, and an explanation of the 
procedure followed in presenting it to 
the public and conducting the hearmgs. 


Many state laws provide that the 
council or legislative body shall also 
hold an official public hearing after re- 
ceiving the final recommendations of 
the planning commission. This is a 
crucial point in the procedure, in that 
members of the local legislative body 
may innocently or otherwise demand 
individual changes in the comprehen- 
sive plan which, while they may seem 
minor in character, will have a tendency 
to upset completely some of the funda- 
mental principles or establish a bad 
precedent which may later prove fatal 
in trying to maintain the integrity of 
the ordinance. Therefore, if, after a 
public hearing by the council, further 
changes are suggested, these should be 
referred back to the planning commis- 
sion for its consideration and report 
before any final action is taken by the 
council. 


ADMINISTRATION 


Once the ordinance becomes effec- 
tive, great care should be exercised in 
its administration; else its value will 
be greatly lessened or perhaps entirely 
lost. The effectiveness of a zoning 
plan is in its ability to stabilize prop- 
erty values, and if changes or unwar- 
ranted variations are allowed, it is 
evident that the plan will fail to 
achieve its purpose. In conclusion it 
must be said that too much care can- 
not be exercised in the careful and 
judicial administration of the zoning 
ordinance. 


Standardization of Zoning Symbols 


By A. E. WELLAM8S0N 
Zoning Engineer, The Regional Planning Commission, County of Los Angeles, 
Los Angel iforni 


T a time when widely separated 
population centers adopted or- 
dinances regulating the use of property 
for specific purposes, little thought was 
given to the text of those ordinances, 
particularly as to the symbol or nomen- 
clature designating each zone. This 
mechanical phase of zoning ordinances 
was not thought of as having any par- 
ticular bearing on the subject. How- 
ever, due to the rapid strides of zoning 
made in the past ten years, we are con- 
fronted with a problem that presents 
serious difficulties, particularly where 
incorporated cities lie in close proxim- 
ity to each other, both having been 
zoned with adjoining unincorporated 
territory lying between. 

One can readily realize the difficul- 
ties which may arise where closely re- 
lated properties are zoned in the same 
manner but designated on the zoning 
maps in a way that would lead one to 
believe that it was zoned differently, 
the situation having arisen from the 
fact that a political boundary line was 
the dividing lme of the zone. Not 
only is it important to clarify this situa- 
tion, but it is important even should 
the municipalities be separated by con- 
siderable distance. For example, in the 
southern portion of the County of Los 
Angeles there areforty-five incorporated 
cities and as many unincorporated 
towns. The majority of the cities have 
zoning ordinances and about ten of the 
unincorporated communities are zoned 
under the County Zoning Ordinance. 
In many cases the zoned areas are 
together, one incorporated and the 
other unincorporated. One can readily 
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see the confusion if all cities use differ- 
ent methods of delmeating their respec- 
tive zones. 


INCONVENIENCE PRODUCED BY 
CONFUSION 


The purchaser of property, public 
utility companies, realtors, and all 
who are interested in land, its develop- 
ment, and its purchase, are constantly 
confused by this situation. Let us cite 
some concrete examples of the incon- 
venience and the mefficiency produced 
by this confusion: 

(1) Tom Jones, living in Pasadena 
for the past ten years, owning and liv- 
ing upon property zoned in the “D” 
classification, becomes so accustomed 
to this “D” property being residen- 
tially zoned that when he moves and 
sells his property, he naturally inquires 
about the zoning of his prospective new 
purchase m the City of Los Angeles, 
and is assured that it is in the “D” 
zone. About the time the property is 
ready for escrow, he suddenly dis- 
covers that he is about to purchase, and 
In some cases actually has purchased, 
property zoned for industrial purposes. 
It may be interesting to note that this 
condition will not exist much longer, as 
the City of Los Angeles has adopted the 
Standard Symbols, and Pasadena will 
shortly adopt the same method. 

(2) In the case of the realtor who 
buys and sells property in a number 
of cities, the difficulty is obvious. A 
great deal of explanation is necessary 
to the prospective purchaser or one 
who wishes to trade property in one 
location for property in another. The 
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broker himself has to be familiar with 
the various methods used. How much 
simpler it would be if all the property 
he has listed as single residence prop- 
erty were known as R-l, instead of 
D, A, or Z, in as many cities. 

(8) When a political boundary line 
divides two areas that have been zoned, 
each city using the same letter to des- 
ignate a different zone, or using a dif- 
ferent letter to designate the same 
zone, the illustration given tells its 
own story. 

(4) Many times have we attended 


(HIRE 


LONE A- CHY OF PASADENA RESIDENTIAL 
JOKE D-CITY OF POMOMA- RESIDENTIAL 


round-table discussions on zoning mat- 
ters at city planning conventions, and 
instead of all speaking the same lan- 
guage, as it were, when referring to 
zone designations, any one who pre- 
sented a particular problem was usually 
requested to explain in detail just what 
was meant by “Z” Zone, for instance, 
the explanation being followed by a 
remark such as “In our city we desig- 
nate that zone by ‘A’”’; and so on, 
until the chairman would suggest that 
in order to understand one another, it 
would be better to refer to the descrip- 
tion of the zone rather than to use a 
symbol. 

Many other illustrations might be 
given showing the inconsistency in our 
zoning symbols. 


Errort TO STANDARDIZE SYMBOLS 


A zomng study group was started 
three years ago by the writer for the 
purpose of gathering together all those 
who were interested in zoning problems 
throughout the County of Los Angeles. 
That group, comprising representa- 
tives from the Los Angeles City Plan- 
ning Commission, Los Angeles Cham- 
ber of Commerce, Regional Planning 
Commission, Long Beach Planning 
Commission, and many others, held 
monthly meetings at which many and 
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varied discussions took place, and those 
who have regularly attended these ` 
meetings testify that a great deal of 
good has come from them. 

About two years ago, the question 
arose as to what means should be em- 
ployed to standardize zoning symbols 
throughout the county. It was found 
that the codes used were many and 
diversified, much to the inconvenience 
of city officials and the general public. 
It was agreed that a committee should 
be formed to investigate the present 
usage, and to make recommendations 
for the standardization of codes, with- 
out interfering too much with existing 
conditions. 

The committee found it impossible 
to formulate a set of rules that would 
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not interfere to a large degree with 
methods in use, because the latter were 
so varied and conflicting. The cora- 
mittee was then faced with the task of 
devising a set of rules that would be 
used universally over the county. 
First, consideration was given to the 
symbols designating the various types 
of zones; a great deal of time and study 
was given to this. Paramount to 
everything else was simplicity; the 
symbols shown on the accompanying 
chart accomplish that very thing. To 
enable the easy recording and recogni- 
tion on zoning maps of the status and 
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the permissibility in the use and devel- 
opment of land, a constructive system 
of basic classification symbolism was 
recommended. This system is of such 
simplicity as to be comprehended easily 
by the most imexperienced, and in 
practice it has proved particularly 
successful and has very greatly ex- 
pedited the field work. 


DESIGNATION OF ZONES 


It is generally recognized that there 
are three basic zones—residential, com- 
mercial, and manufacturing. The con- 
clusion was reached that the letter R 
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should be used for residential, C for 
commercial, and M for manufacturing, 
and that any subdivision of those zones 
should be designated by its letter fol- 
lowed by a number: ie., R-1, Single 
Residence; R-%, Two-Family; R-3, 
Multiple; R-4, Unlimited; the same 
method to be used for the commercial 
and manufacturing zones. ‘To mention 
three examples used in the past will 
give some idea as to the diversity: 
City of Pasadena’s “A” Zone, Indus- 
trial; City of Los Angeles’ “A” Zone, 
Single Residence; County of Los 
Angeles’ Zone 1, Simgle Residence. 
The City of Los Angeles and the 
county now use the standard. Pasa- 
dena will follow shortly. 

A more detailed explanation of the 
subdivisions of the R, C, and M desig- 
nations are here given: 

The R-1 Zone permits only single- 
family residence uses, together with the 
usual accessory uses, such as private 
garages, 

The R-2 Zone permits only single- 
family residences and two-family resi- 
dences. 

The R-8 Zone permits single-family 
residences, two-family residences, bun- 
galow courts, flat buildings, and all 
uses that permit the premises to be 
used for living quarters. 

The R-4 Zone permits all uses before 
mentioned, and, generally speaking, 
such uses as hotels, clubs, churches, 
schools, libraries, fire department sta- 
tions, lodge halls, post offices, railroad 
passenger stations, telephone ex- 
changes, and so forth. 

The C-1 Zone permits any use al- 
lowed in any R zone; also, a certain 
percentage of the floor space of any 
building erected upon a street eighty 
feet or more in width, can be used for 
retail stores. The city using such zone 
can determine the percentage of floor 
_ space that may be used for store pur- 
poses. The C-1 Zone will be found 


very useful where hotels are allowed 
and where it is not warranted to place 
the street in the unlimited commercial 
zone. l 

The C-2 Zone permits any use al- 
lowed in any of the foregoing zones; 
also stores and shops of a retail nature 
only. This zone is particularly adapted 
for use in outlying residence sections, 
where the more disagreeable commer- 
cial uses should be prohibited. A 
small neighborhood business center can 
be created at certain intervals to fur- 
nish the necessities of life to an im- 
mediate neighborhood that may be far 
removed from the central part of a city. 

The C-8 Zone permits all uses before 
mentioned; also stores or shops for the 
conduct of retail or wholesale business, 
garages, service stations, hospitals, 
undertaking establishments, cat and 
dog hospitals, tinsmiths, dancing acad- 
emies, and other commercial uses that 
may be provided for by a city ordinance. 

The M-1 Zone permits any use al- 
lowed in the R or C Zones; also many 
uses that are known as light manu- 
facturing, such as are carried on in 
loft buildings, printing establishments 
where heavy machinery is used, novelty 
manufacturing, laboratories, textile and 
clothing manufacturing, and so forth. 

The M-2 Zone permits any use al- 
lowed in any of the foregoing zones; 
also all types of industrial uses that are 
in themselves highly obnoxious, such as 
explosives, fireworks, slaughter houses, 
glue factories, gun-cotton products, or 
the manufacture of any acid, and so on. 

The M-8 Zone permits everything. 
There will be some cities, however, 
having regulations that prohibit certain 
types of highly obnoxious uses withm 
their city limits. 

The uses designated in the various 
zones are, of course, flexible, and pe- 
culiarities of cities will possibly call for 
an enlargement of them. They are 
given for illustrative purpose only. 
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COLOR SYMBOLS 


The same confusion was found to 
exist in the various colors used by cities 
in the county, on office maps. Zoning 
maps presented at public hearings, or 


are used in showing the three basic 
zones—i.e., yellow, red, and blue—and 
these colors are divided into various 
shades. It will be noticed that a 
gradual increase in density of color 
takes place from the single-residence 
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LONE COLOR CHART 


used for exhibition purposes, or for 
display in the offices of those who ad- 
minister the zoning law should always 
be clear-cut and understandable. The 
colors suggested fit that need as nearly 
as is humanly possible. 

_ Generally speaking, three basic colors 


zone down to the unhmited manufac- 
turing zone. The color green should 
be eliminated in showing any zone, and 
should be used only for parks, play- 
grounds, and recreational areas. 
Considerable discussion took place 
as to whether a color should be used to 
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EXAMPLE OF A USE 
OF PROPERTY SURVEY 
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designate the single-family residence 
zone, and it will be noted that a very 
light yellow is used. It was realized 
that the general practice had been to 
leave this zone uncolored; but a large 
portion of the county is unzoned in one 


sense of the word, as is territory in 
some of our incorporated cities, and 
where such territory lies contiguous to 
a single-family residence district, we 
found the designation of both areas to 
be the same. The committee, there- 
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fore, came to the conclusion that it 
would be better to use a color for the 
single-residence zone in order that this 


confusion might be eliminated. 
The accompanying chart gives a 


selection of different kinds of coloring’ 


—water colors, polychromos, and inks 
—and the various grades to be used in 
each case. Considerable time was 
spent in selecting colors that would 
harmonize with one another in each 
group. ‘The use of the polychromos 
will be more prevalent than that of the 
water colors or the inks, and I would 
recommend that they be used, for a 
very excellent effect can be produced 
by their proper application. 


SYMBOLS FOR SURVEY AND Maps 


One of the most important surveys 
to be made in any zone scheme is the 
use-of-property survey, showing the 
use to which every parcel of land is 
being put. Zoning is not entitled to 
the name unless it is done compre- 
hensively, and it will be found that out 
of the many studies to be made, the 
use-of-property survey will be the most 
valuable. For the purpose of sim- 
plicity, codrdination, and visualization, 
certain symbols and colormgs should 
be conventionalized and used in the 
manner herein set forth, to allow easy 
expression of the existing conditions. 

We therefore recommend that a 
detailed set of symbols be adhered to, as 
shown in the following list. However, 
many cities are handicapped for funds 
and personnel, and have not the time to 
go so thoroughly into detail. In that 
case, I refer you to the color scheme. 

The accompanying chart is prepared 
for your guidance, and gives in a gen- 
eral way the various uses to which 
property may be put. It would be 
useless to attempt in any way to list all 
of the possible uses, for they run into 
many hundreds. It has been found in 
practice over a period of three years 


that the uses given are among the most 
frequent. They are sufficient to give 
a fair idea of the general type of devel- 
opment of a given district. Uses that 
occupy large areas can be shown by 
writing the kind of use across such area. 
The accompanying map shows a typi- 
cal area that has been surveyed im this 
manner. Prints can be made from the 
original, and, for illustrative purposes, 
can be colored in very readily. This 
makes a very desirable and useful map, 
and it will be found invaluable in giving 
advice to those who are applying for a 
variation; it can be determined from 
such a map, whether or not the person 
should be advised to apply for such 
variation or amendment. 

The saving of time and money enters 
very seriously mto the program of 
many cities, especially in the prepara- 
tion of zoning maps. We believe that 
simplicity should be the keynote in 
every case. The accompanying map 
shows clearly the method recom- 
mended. It is legible, easy to repro- 
duce, and requires the minimum of 
time im preparation; in the end it is 
cheaper for reproduction purposes, and 
it can be colored, if necessary, without 
interfering with designations. 

The present method of using a num- 
ber of types of cross-hatching is very 
confusing; especially is this true when 
the map is published. In many cases 
it is almost impossible to separate one 
zone from another, and repeated refer- 
ence has to be made to other records 
and other maps, much to the incon- 
venience of the public and the official 
in charge. 


Practica METHODS 


It will be noticed on the accompany- 
ing sketch that where there is no alley 
or other definite line of demarcation, 
such as a street, the zone boundary line 
is drawn in, showing the actual dimen- 
sions of such zone with the zone sym- 
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bol inserted within those lines. This Careful study of the accompanying 
method has proved to be successful in map will disclose a method of zoning 
actual practice, requiring the minimum which is not generally used, and is 
amount of time in preparation, and thought by many to be a very excellent 
saving untold confusion in the adminis- provision. For want of a better name, 
tration of the ordinance. we call it “Step Down Zoning.” For 
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example: We have a street frontage 
which is zoned for commercial purposes; 
the key lot which abuts such zone is 
placed in the apartment-house zone. 
In the majority of cases it would be 
unfair to force a property owner to 
erect a single-family residence, and in 
some cases it would necessitate a varia- 
tion to be granted in the case of this lot. 
All the time and the worry attached to 
such cases is eliminated; the next ad- 
jacent lot is treated in like manner, 
placing it in a two-family zone, so that 
there is a gradual shading off from the 
commercial zone to the single-family 
residence zone. 

We realize, of course, that this prac- 
tice cannot always be adhered to, for 
the reason that many ordinances do 
not provide the number of zones that 
were mentioned; but wherever possible, 


we highly recommend that such a 
method be used. In actual practice 
over a period of five years, this method 
of zoning has proved its worth. It has 
reduced to a minimum the granting of 
exceptions to the ordinance, which of 
course is highly desirable. 

I believe that in an crea where there 
are many cities closely related to one 
another, if such a set of standards as 
outlined is adopted, it will do away with 
much of the confusion now existing. It 
is already having its effect in the County 
of Los Angeles, where ficteen cities have 
adopted these standards to date. 

I realize, of course, that it would be 
impossible to expect the immediate 
adoption and use of these standards. 
It will take time, and should be done 
with a minimum of inconvenience to 
each particular city. 


Zoning by Design 


By Cares H. Diaas 
Director of The Regional Planning Commission, County of Los Angeles, Los Angeles, California 


“FYONING,” as defined by Mr. 
Frank B. Williams, “is the 
creation by law of districts in which reg- 
ulations differing in different districts 
prohibit injurious or unsuitable struc- 
tures and uses of structures and land.” 
“Zoning by Design” has an entirely 
different meaning. ‘This term is used 
for the purpose of calling attention to 
the possibility of making the adminis- 
tration of a zoning ordinance a more 
simple matter. It refers to that phase 
of land planning in which the street 
system and lot layout are such as to 
facilitate and render almost automatic 
the appropriate use of the various por- 
tions of the subdivision or the com- 
munity. When this is done, it becomes 
possible to locate streets and highways, 
industry, business, apartment houses, 
homes, recreational areas, and cultural 
building sites so that the resultant 
community plan will have such care- 
fully determined ratios between these 
different uses that the community 
design will be naturally and easily 
maintained for all time. 

Of course this is not always possible 
with areas that are partially built up, 
or where a street plan or some other 
man-made construction prevents the 
following of a comprehensive plan. It 
is only when dealing with raw land 
that is going to be used for a commu- 
nity development that such results can 
be hoped for as will constitute a thor- 
oughgoing demonstration of “Zoning 
by Design.” 


Four ARRANGEMENTS OF Raw 
PROPERTY 


Referring to the diagram on the fol- 
lowing page, which shows four different 
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ways of cutting raw property into small 
parcels, the standard gridiron plan 
(lower right) is the one that is often 
used. The other rectangular plan is a 
slight improvement over the standard 
gridiron plan, in that the houses face 
a parklike strip and the streets are 
used for utility purposes only. The 
octagonal plan gives more interest to 
the community development and also 
includes the special feature just re- 
ferred to, while the circular plan is 
simply a change of street direction and 
arrangement, from the octagonal plan. 

A study of this diagram shows that 
in a 160-acre tract the various uses of 
properties may be rather logically 
placed, and that when these uses are 
finally determined, it is possible to give 
the residential development some char- 
acter instead of having just a network 
of straight through streets. 

The purpose of the diagram is to 
show that it is not difficult to control 
the uses of property so that one use 
properly relates itself to the others, 
provided the ratios of use can be care- 
fully studied and the street system 
planned in accordance therewith. 


SEVEN Uses or PROPERTY 


For the purpose of this paper, each 
one of the seven uses of property men- 
tioned above will be discussed sepa- 
rately, with illustration taken from a 
typical problem in suburban commu- 
nity planning involving a thousand 
acres. 

Highways are the first consideration 
in the community plan. The width 
and the alignment of the traffic ways 
will be determined to a certain extent 
by outside influences. Therefore, the 


è 
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possible sources of traffic must be 
studied from all sides of the area in- 
volved. The period of years must also 
be studied. This will determine the 
number of major highways to cross the 
given area, and their possible location. 
Within the area a convenient and 
inviting local street design [should 
be adopted, and some consideration 
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should be given to parkway connec- 
tions. 

Industry is the second item that 
should be given consideration in the 
plan. This use of property naturally 
gravitates toward any transportation 
system that might be involved, espe- 
clally steam or electric railways. How- 
ever, certam industries are now being 
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located near major highways without 
any rail connections. Because of the 
conveniences involved in industrial 
development, such property use is 
given very careful consideration and 
located so as not to encroach upon 
residential areas. 

Business locations have not received 
the careful consideration that should be 
expected in order to maintain proper 
values. 

The location of major and minor 
business centers is an important item 
in community design. In any given 
area there are certain intersections 
which by their very nature are suitable 
to neighborhood business or have a 
direct bearing on a central busmess dis- 
trict for the community. Once these 
have been determined as to position 
and proper extent (with relation to 
ultimate population), the remaining 
portions of major and secondary high- 
way frontage should not be allowed to 
be used for business, but should be set 
aside for other use. ‘This leads to the 
next general use of property. l 

Apartments and similar uses may ap- 
propriately be so located on through 
traffic ways as to be conveniently 
reached and have adequate air circu- 
lation and attractive settings for the 
buildings. They should not encroach 
on those areas that could reasonably 
be used for single family residences. 
When lots used for apartments can 
be confined to the areas fronting on 
major highways, more space is left for 
single family residences in a given area. 

Homes are the backbone of the com- 
munity, and therefore should be given 
thorough consideration as to location 
and relationship to other property uses. 
When areas suitable for industry, 
business, and apartments have been 
designated, there should remain a con- 
siderable area which can be used for 
homes. In this area, the design should 
include many quiet, local streets, free 


from through traffic, as these form the 
best natural home sites. This can 
best be accomplished when the prin- 
ciples of comprehensive design are 
applied to the whole area in advance 
of development. Then the zoning will 
be nearly automatic, and its adminis- 
tration easy. 

Recreation is a type of use that must 
have its place in any community plan, 
and areas for this purpose should be 
not only well located but variable in 
type as well, so that not only parkways 
and public parks, but also the settings 
of public buildings will be provided. 
Every community should be willing to 
take its equal responsibility in setting 
aside suitable areas for recreational 
purposes. The possible existence of 
large areas nearby which have no 
recreational facilities should also be 
considered. 

Culture reflects the nature of a com- 
munity. In any community develop- 
ment there are a few outstanding 
structures which at once attract atten- 
tion and fix the character of the com- 
munity in the mind of the observer. 
Usually these structures have to do 
with the cultural life of the community. 
That is, they are schools, churches, 
libraries, theaters, or other types of 
publie and semipublic buildings of a 
cultural nature. Such buildings should 
be conveniently located for public use, 
on ample, attractive sites. They are 
a great asset to the community if so 
designed as to enhance the esthetic 
value of the various locations that are 
assigned to this use. 

These seven different uses of prop- 
erty are the general classifications 
which must be given consideration 
when a community is being planned. 
Having these uses before us, it would 
naturally occur to any thoughtful per- 
son to try to discover the various ratios 
that would seem reasonable to use m 
laying out a given area. In the case 
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illustrated, Involving a thousand acres, 
the following ratios were found to be 
appropriate: 





ADVANTAGES oF DESIGN 


One cannot efficiently provide for 
these various uses of property without 
evolving a comprehensive plan in ad- 
vance, and in so doing, a certain design 
will without doubt be the result. It is 
then possible to feel reasonably sure 
that the citizens will be glad that the 
means of circulation are well cared for, 
that the industries are so located as to 


be effectively separate from, yet near 
to, the residential areas, and that the 
shopping districts and the public 
buildings are conveniently located and 
so developed as to be a source of pride. 
_ When a plan has all of these charac- 
teristics, carefully studied, the result is 
a design on which can be based a zoning 
ordinance, the administration of which 
will be considerably simplified. Such 
a design will cause industry to gravitate 
to the proper places. It will be good 
busmess practice to locate where the 
busmess centers have been indicated. 
Income property areas will be such as 
to mimimize future vacancies. The 
public buildings will be adequate and 
the neighborhood parks, convenient. 
Pride of ownership will develop in the 
heart of every citizen within these 
thousand acres, and the existence of 
each individual will be more happy. 
The community plan shown in the 
illustration was designed in this man- 
ner. It is being actually carried out. 


State Zoning 


By C. B. WHETNALL 


Pioneer in City Planning; Secretary, Public Land Commission; Member of County Park Board of 
Milwaukee County, Milwaukee, Wisconsin 


T happens almost invariably that 
when we attempt to cure an ill, 

we find ourselves grappling with the 
net result of earlier ills which, 
though fundamental, are not clearly 
enough recognized at the outset to 
direct our efforts to causes instead of 
effects. 

Efforts in zoning have proved to be 
no exception to this general rule. 
However, New York, and Mr. Bassett 
in particular, did inaugurate a move- 
ment that has led to the study of the 
principle involved. New York’s im- 
pulse to avert further inflation of 
values, induced by excessive concen- 
tration by which expense and ineff- 
ciency become correlated factors within 
urban areas, was indeed an appropriate 
one. 

It has been natural for the planner to 
become engrossed by traffic require- 
ments, which increase coextensively 
with the use of the automobile and 
skyscraper congestion, at the ‘same 
time swelling the unearned increment 
accruing to real estate, and forcing 
an indirect tax upon the public at 
large. 

Present-day zoning is attempted 
within imaginary lines now drawn 
around more than eight hundred politi- 
cal: units afflicted with the same old 
habits of thought and custom. It is 
but natural that an overflow carries the 
same habits beyond the imaginary 
lines. Thus we have the problems of 
both city and regional zoning; that is, 
the exercise of police power to prohibit 
certain impulses in the placing and the 
construction of buildings. 


CONSTRUCTIVE ZONING NEEDED 


Prohibitive impulses are the result of 
undesirable circumstances which are 
fundamental, and unless they are 
remedied, the improvement sought by 
prohibition is at best only intermittent. 
Prohibition may agitate, but in itself is 
not a cure. The impulse to prohibit is 
too frequently exercised without a 
study of the fundamental factors in- 
volved. For instance, we find a land- 
scape architect who will go to con- 
siderable precautionary expense to 


_ prevent undesirable developments—a 
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task never complete or tranquil. 
Another, with a clearer vision of the 
desirable, uses all his energy and in- 
genuity in the encouragement of the 
desirable. The latter invariably ap- 
preciates the importance of harmo- 
nizing with Nature. 

In short, let us admit that we have 
been tinkering with restrictive zoning 
and are now finally thinking seriously 
of encouraging the move for construc- 
tive zoning. It is self-evident that our 
object in zoning is to conserve and 
further promote the general welfare of 
the people, and those of us who occupy 
an official position are supposed to 
represent the people. 

Zoning ordinances are advertised and 
explained, and at the time of adoption 
appear to meet the people’s approval. 
But immediately after the adoption of 
the ordinance, requests for amend- 
ments come in. From whom? Not 
from the people, but from property 
interests; for the people do not realize 
that every amendment requested jeop- 
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ardizes their own interests and welfare. 

People are so uninterested in the 
indirect methods of exploitation that 
we may well ask, “Is democracy still 
an experiment?” They consider a 
newspaper cheap for three cents, but do 
not realize that they pay for the thou- 
sands of dollars of daily advertising by 
spending car fare and hours of time 
and unrest perambulating through the 
skyscraped streets in response to these 
ads, contributing at every turn to the 
support of the inflated values of “ down- 
town property.” The people manifest 
a childlike innocence in respect to 
modern salesmanship, and the further- 
visioned minority whose impulse is to 
prohibit, finds the flood tide of ex- 
ploitation too strong for effectual in- 
telligent resistance. The landscape 
engineer well knows the futility of 
damming a stream of water without 
first providing another outflow. 

The planning zoner should approach 
his task with the same love and appre- 
ciation of the natural elements as the 
landscape engineer. In fact, he should 
be one. The flow or movements of the 
people must be considered as the major 
natural element with which his problem 
is concerned, because he is designing 
human welfare. The other principal 
factors are sun, atmosphere, and water. 
Nature’s ingenuity in maintaining the 
automatic circulation of water is shown 
by the action of the sun (our power 
plant) in evaporating the water in the 
tropics and warming the atmosphere, 
and creating the air currents to trans- 
port the clouds, which condense under 
various conditions and thus maintain 
our snowcapped mountains, our gla- 
ciers, and all of our steady stream flows. 

The difference in contours and shift- 
ing of exposures to the sun create the 
variations in climate. With this varia- 
tion the zoner is most concerned, owing 
to its control of environmental in- 
fluences. As these environmental in- 


fluences vary, so do vegetation and 
animal life change. The law of “natu- 
ral selection” prevailing, all life har- 
monizes with these influences. This 
also means that any life discordant 
with these influences soon becomes 
extinct. Needless to say, the influ- 
ences favorable to human life are of 
particular interest to the zoning engi- 
neer, who knows that unfavorable in- 
fluences never fail to augment the 
trend toward deterioration. 


NEED ror NATURAL ENVIRONMENT 


We find that concentrated develop- 
ment has gradually excluded the 
automatic functioning of these natural 
influences, and that a number of in- 
ventions and discoveries made during 
the last few years have been exploited 
to intensify the lure of the city. 
Though unnoticed by those who have 
fallen in line with the march led by the 
commercial and the real estate ex- 
ploiter, these improvements appear to 
be an act of Providence to enable the 
planner to inaugurate constructive 
zoning that will appeal to our intuitive 
sense—a, sense that has been less and 
less active as cities grew dense, but 
ready to assert itself as soon as hunger 
for these natural influences is afforded 
a means of gratification. 

To illustrate what I mean by the 
intuitive sense, I will refer to a flock of 
ducklings who have been hatched and 
are being mothered by a hen, who 
takes every precaution to keep herself 
and her flock dry; but as soon as the 
ducklings get a glimpse of a pond of 
water, the environment at once be- 
comes natural and they break loose 
from all restraint and have a swim, to 
the consternation of the hen. 

Our hunger for natural environments 
has induced the creation of artificial 
parks, which are soothing but not 
satisfying. We are the variety of 
ducks that are about ready to break 
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away from laws confining the city 
dweller, and get out into the natural 
landscape. We learn that since the 
automobile has become so common, 
the general health in Chicago has 
improved to a remarkable degree dur- 
ing the summer months, and slumps 
back during the winter. 

The planner who is studying regional 
zoning sees his opportunity to cater to 
those who do the living rather than 
those who do the exploiting—as the 
codperator says: “The consumer be- 
comes a formidable factor”; and for his 
sake the zoning will be toward the 
conservation of these natural influences 
in the areas beyond the cities. It will 
be the task of the planner to use all of 
these modern improvements for con- 
venience and comfort within the re- 
gional areas without vitiating the 
natural influences. He must keep 
in mind these lines I have often used: 

“Tm glad you city people 
Love the city as you do, 

For if you should desert it 
You'd spoil the country too.” 


Inasmuch as neither health nor 
educational departments teach people 
the actual value of the natural land- 
scape, it devolves upon the planner to 
explain how animal life and vegetable 
life are complementary to each other, 
functioning one with the other in a 
manner similar to the positive and 
negative poles in electric appliances, 
establishing a sort of circuit in which 
the atmosphere and the sun’s un- 
hampered influence are indispensable 
factors. When these factors function 
naturally we impulsively call them 
beautiful, and do not realize that such 
declaration is merely our intuitive 
sense guiding us safely. We are there- 
fore directing our vision beyond the 
city limits. We stop to ponder over 
the assertion of Mr. J. S. Bordner in his 
article, “Evolution of Land in Terms 
of Human Utilization,” in which he 
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says: “History has yet to chronicle a 
lasting civilization where the life 
pattern of its people became limited 
to the bounds of a man-made environ- 
ment.” We also remember Mr. Moye 
Wicks’s explanatory statement that 
almost all deserts have been man-made. 

As we continue to ponder the benefi- 
cence of the natural landscape and 
man’s vitiating influences upon it, we 
should rouse ourselves and redirect all 
our civilized habits toward an effort to 
bring the present wasteful urban con- 
fusion to a harmonious coöperation 
with the natural influences that are 
still available in the regions beyond the 
cities, which the realtor designates as 
“unimproved.” This is the task that 
comes under the heading of state 
zoning. 


Evits oF CONGESTION 


Before outlining a program of pro- 
cedure, let us briefly discuss one very 
serious error in our past history of land 
tenure. Our Federal and state govern- 
ments assumed ownership. The state 
divided itself into counties, each county 
functioning as the state agent. Char- 
ters were issued for city governments; 
then civil engineers proceeded to create 
a blight on the landscape—uncon- 
sciously of course. They adopted a 
code of economies that may be con- 
doned as temporary expedients, such as 
cutting and filling, checkerboard plat- 
ting, starting from a location allotted 
to the post office before free delivery 
was inaugurated, and other necessities 
clustering nearby. The time and the 
cost of travel and communication was 
conserved. 

Most of these beginnings were pic- 
turesque in their way, but all accretions 
were hooked on to the outer edge, and 
as this’cirele of “improvements” ex- 
panded, the natural influences became 
less effective. We must admit that 
when transportation and communica- 
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tion consumed so much time, energy, 
and expense, distance was such an 
important factor that concentration 
‘was economical; but we realize now 
that the exclusion of natural influences 
not only induced degeneracy (fre- 
quently apparent as early as the third 
generation), but also increased the 
burden of maintenance as the cities 
grew. It is fair to presume that by a 
careful use of all our modern con- 
trivances, distance should cease to be 
an important factor. 

The two items of importance now are 
accessibility and efficiency, neither of 
which is attainable with congestion. 
When we first turned our attention to 
regional zoning, it was with the thought 
of allocating all lands to their most 
appropriate use. We limited our sur- 
vey, however, to the county bound- 
aries, and in so doing have been more 
or less successful in ameliorating the 
city’s perplexities. However, we soon 
realized that political boundary lines 
hamper thorough zoning, because very 
few of them harmonize with the auto- 
matic physical functioning of the 
natural influences so cleverly developed 
by our Supreme Architect. 


OBJECTIVES or STATE ZONING 


If we are to allocate all lands to their 
appropriate use, we must have an area 
that contains all of the essential factors 
for the maintenance of natural influ- 
ences. Their boundaries are the vari- 
ous water sheds, usually forming a 
stream valley, and occasionally two or 
more small valleys are contained within 
a larger valley. Mountain slopes are 
important. It seems important there- 
fore that urban developments should 
include one or more complete valleys 
and that the state should allocate the 
areas appropriate for the maintenance 
of their natural influences. This would 
give the state forester precedence over 
the city planner. In important valleys 


where one or more cities exist, the 
state should possess and exercise 
sufficient authority to induce decen- 
tralization by establishing traffic ar- 
teries, sanitation, and all of the 
amenities that have lured people to the 
city, not overlooking appropriate in- 
dustrial sites, which will afford at- 
tractive opportunities. 

This will be state zoning by valley 
units, with a predetermined effort on 
the part of the state to guarantee to 
every man, woman, and child the 
protective influences of the sun’s 
power, and to maintain the world’s 
water and atmospheric systems, so 
fundamental in the support of the two 
complementary dependents, man and 
vegetation. 

State zoning bespeaks a more general 
appreciation of economy and conserva- 
tion, in contrast with the waste result- 
ing from exploitation. It bespeaks an 
effort on the part of the state to adjust 
all man-made laws to harmonize with 
natural laws. 

State zoning should be arranged to 
function on a codperative basis by 
which each community, in developing 
its own plans for the future, realizes an 
intercommunity relationship. Each 
community seeking a solution of its 
own problems is a part of a larger 
regional supervision by the state in the 
conservation of those natural influences 
which we may designate as the un- 
qualified inheritance of man from God. 

Planners are beginning to visualize 
the potential possibilities, and even 
probabilities, of reaching a goal where 
efficiency, comfort, and all the ameni- 
ties appropriate for residential, com- 
mercial, and agricultural areas are the 
governing factors. This change has 
already begun to evolve, and there 
are symptoms of an early collapse of 
the older régime, which may induce 
changes so rapid as to resemble a 
revolution. 
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We see logical aspirations emerging, 
and we feel that they are in harmony 
with the means of realization at hand. 
The imminent fall or collapse of con- 
gestion values can be measured by the 
anxiety of those concerned to survive 
and to stifle a growth which is so 
dangerous to their exploitation. The 
old machine, consuming so much of 
public energy to yield personal gains to 
the “financial engineer,” is slipping out 
of gear. Heretofore unnoticed facts 
are becoming more generally dis- 
cernible. 

Notwithstanding this awakening, the 
investment in skyscraping congestion 
goes merrily on, just as investment in 
stocks went on until the market col- 
lapsed in October, 1929. People con- 
tinued purchasing without knowledge 
of actual value. Increased purchases 
swelled already inflated values until the 
memorable crash occurred. To check 
skyscraping and subway congestion by 
zoning ordinances is not proving a 
success. ‘The capital investment must 
go on farther. To stand still entails 
adjustments, whereby potential values 
must be canceled. This creates a 
blight on the future which is depressing. 
The preference is to continue inflation 
until the crash is precipitated by almost 
reaching the pinnacle of prosperity, for 
that is when false economies always 
become inoperative. 


Economic NECESSITY For NORMAL 
ENVIRONMENT 


Let us, therefore, endeavor to visu- 
alize a civilization made up of units 
more extensive than cities. This has 
been called a “conurbation,” which is 
an area sufficiently extensive and 
diversified to afford each of our activi- 
ties an appropriate setting within an 
area where the natural influences have 
been effectively conserved. 

The intuitive sense of people is 
beginning ta function. The taste, or 


stimulating influence of the normal 
environment has been afforded to so 
many who have ventured by auto- 
mobile beyond the depressing influ- 
ences that there is being generated a 
persistent longing which bids fair to 
resolve itself into a demand. 

There is also a very significant move 
on the part of the so-called captains of 
industry, who are learning that reliable 
and efficient man power is their most 
important \stock. Industries are re- 
locating, and while installing up-to- 
date machinery, they are also careful to 
insure desirable and convenient homes 
for their help, and playgrounds for 
children. They are learning that an 
employee who breathes an atmosphere 
forty per cent impure and lives in an 


, environment ‘that absorbs vitality in 


place of stimulating it, becomes ema- 
ciated- at forty to forty-five years of 
age, just at a time when he should be 
of greatest value. The industries all 
admit that the turnover is their great- 
estexpense. They begin to realize that 
the conservation of their employed man 
power is their most effectual insurance 
against bankruptcy. 

Transmission of power by electricity, 
as well as gas, sewage, drainage, water, 
telephone, and efficient mail service for 
communities, and good roads with 
motor service of all kinds, are really as 
necessary for the hinterland regions 
beyond the city as within it, so that all 
the physical powers may function on 
an economic basis; and it does not 
seem possible that the people will be 
more than just a few years in reaching 
this conclusion. 

Somé merchants are awakening to 
the fact that congestion of traffic on 
their street is not an asset to their 
business. ‘They are being starved to 
the realization that the average motor- 
ist prefers to do business at points that 
may be reached without getting into 
traffic jams. By frequent sojourns by 
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automobile beyond the stifling atmos- 
phere of the city, our intuitive sense of 
proper environment has found gratifi- 
cation, and the trend of public prefer- 
ence is toward the natural landscape. 
This is discernible not only here, but 
the urgent demand in England for more 
garden cities is an unmistakable evi- 
dence of the luring influences that 
Welwyn, Port Sunlight, Letchworth, 
and other garden cities are exerting. 


METHODS or STATE ZONING 


How shall the state proceed to zone? 
The state should assume absolute 
control of the natural water courses. 
It should declare that the sun’s influ- 
ence or power, the atmosphere, and the 
natural waterways are for all people; 
also, that such of the forest areas as are 
most essential to the natural function- 
ing of these God-given elements shall 
be mapped as forest preserves, and 
that those areas that have been as- 
signed to private ownership may be 
used only in harmony with Nature’s 
demands. A farmer may cut marsh 
hay or timber under certain forestry 
rules and regulations, but lands within 
such a zone should not be platted for 
building purposes. 

The dimension of all streams should 
be measured at high-water level. 
Furthermore, elevations essential for 
the absorption of water to maintain a 
steady flow, that have been cleared, 
should be reforested and should even- 
tually become state owned as a part of 
our state park system. Each im- 
portant river valley can best be mapped 
as a unit. 

In each unit there are already 
established cities or villages which have 
been located owing to some peculiar 
advantage, the recognition of which 
should continue. But the coördina- 
tion of these several settlements by 
_ planning of traffic arteries to constitute 
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the framework on which the improved 
civilization is to evolve, should con- 
stitute a feature of state zoning. In- 
cluded in the plan of arteries shall be all 
public service conveniences and econo- 
mies, such as trunkline sewers following 
the gravity flow of the river, electric 
current, gas, and telephone, leaving the 
details to the separate county govern- 
ments. 

State and county zoning authorities 
should govern all platting. Residential 
areas should not straddle an artery— 
they should be entirely separated from 
through traffic. Residential areas 
should be large parks with carefully 
selected settings for churches and 
schools, and in platting these areas of 
normal physical influences we should 
not be prejudiced against an occasional 
skyscraper. There are some advan- 
tages in tall buildings, and where they 
can be placed to secure these advan- 
tages without conflicting with other 
essentials, they should not be barred. 
There are sure to be sites where a tall 
building will be picturesque—in a park, 
on &a prominence overlooking the 
valley, and soon. They must function 
as a community asset and not as an 
intrusion. 

It must be obvious to most planners 
that the trend of more rational civiliza- 
tion is toward a diminution of political 
units. Political merging is more im- 
portant for constructive zoning than is 
commercial merging. By all means let 
us teach our children the duty of the 
state in conserving the natural land- 
scape. 

Our right to the use of the earth may 
be likened to that of tenants whose 
perpetual lease is contingent upon con- 
serving all natural influences. Any van- 
dalism reacts upon all of us. Therefore, 
it is a state responsibility for which no 
discretionary authority should be dele- 
gated to lesser political units. 


Business Zoning 


By HARLAND BARTHOLOMEW 


City nie Expert Adviser and Director of Preparation of Zoning Ordinance for Washington, 
District of Columbia, and other cities; St. Louis, Missouri 


LL well-drawn zoning ordinances 
include a classification known as 
“Commercial” or “ Business” or both. 
It embraces all forms of retail business, 
offices, banks, and hotels, and even in- 
cludes incidental manufacturing strictly 
accessory to the primary retail business 
and not involving a large number of 
employees or a large absorption of 
building space. Wholesale business is 
usually not included in a commercial 
or business zoning classification. 
Business zoning, as the term is here- 
after used in this article, does not in- 
clude industrial uses. In most zoning 
ordinances, business zoning is desig- 
nated either as “Business” or “Com- 
mercial.” In small cities it may in- 
clude the central downtown district 
and all outlying business. In large 
cities it does not include the central 
downtown district but is generally con- 
fined to main thoroughfares and more 
particularly to their intersections. 


OUTLYING BUSINESS ZONES 


Businesses of the type intended to be 
included in the zoning classification of 
that name are found at frequent inter- 
vals in the outlying residence districts 
and in the central downtown districts 
of cities, being interspersed in the latter, 
however, with various uses of a light 
industrial character, such as the manu- 
facture of cigars, candy, or clothing, or 
laundries, machine shops, and such. 
In the preparation of a zoning ordi- 
nance, consequently, provision should 
be made for a certain amount of busi- 
ness in these outlying districts as well 
as in the central downtown district. 
The outlying business zones will be 
distinctively of the neighborhood serv- 
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ice type of store and shop. ‘The cen- 
tral downtown business zone will vary 
in size and character, dependent upon 
the size of the city or metropolitan 
area; for the larger the city, the greater 
becomes the amount of wholesale 
business and light manufacturing, thus 
gradually reducing the amount of 
frontage devoted exclusively to purely 
retail business use. 

When the great majority of zoning 
ordinances were being prepared in 
American cities, there had been very 
little comprehensive city planning, and 
too often the work was done in haste 
and with very little regard to a compre- 
hensive city plan. During the formu- 
lative period city planners were reluc- 
tant to be too radical with regard to 
limiting the amount of commercial 
property, due to the lack of final | ju- 
dicial interpretation of the city’s 
zoning powers. The automobile was 
upon us and there was a great desire to 
limit the rapidly increasing number 
of stores, filling stations, “hot-dog”’ 
stands, and what not which were 
springing up overnight in many de- 
sirable residential areas. 

Since it was observed that many of 
these uses came along the established 
main thoroughfares, it was but logical 
to assume, in the absence of compre- 
hensive surveys and city plans, that all 
main thoroughfares were logical busi- 
ness locations and that any property 
on any main thoroughfare was conse- 
quently a potential business site. It 
was a very considerable advance step 
to be able suddenly to protect large 
areas of residential property from this 
potential menace, and there was no 
means of gauging whether all of the 
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frontage along main thoroughfares 
was too much or too little for actual 
business needs. In fact, there was 
very little thought given to this phase 
of the subject. 

In recent years it has become in- 
creasingly evident that not all frontage 
on all main thoroughfares, even though 
zoned as business, could fully develop 
as good business property. On the 
contrary, there appeared to be a very 
painfully evident surplus of unused 
property. 


Ratio OF COMMERCIAL DEVELOPMENT 
TO POPULATION 


Three or four years ago it was found 
that for every hundred persons in the 
Chicago region there was an average 
property development of about fifty 
feet used for commercial purposes, al- 
though in certain parts of the region 
this varied from twenty-two feet to 
ninety feet of business frontage per 
hundred persons. There was a fairly 
well determined concentration, how- 
ever, of from forty-five to sixty feet of 
land devoted to commercial or busi- 
ness use for each one hundred persons 
in most cities and towns of the region. 

This was a new and interesting fact. 
Its application in the Chicago region or 
elsewhere indicated that any such ratio 
would not permit of the development 
of all the frontage along all main thor- 
oughfares or major streets for commer- 
cial purposes. More recently, quanti- 
tative studies of land uses in various 
cities prepared by the writer’s office! 
have shown that probably no more 
than five per cent of the developed 
areas of cities, even though of widely 
varying size, location, and character, 
can be expected to develop for business 
purposes. The general average will be 
between two and three per cent. 


1“*What Is Comprehensive Zoning?” Pro- 


ceedings National Conference on City Planning, 
1928. 
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At least one half of the property 
used for business purposes will gen- 
erally be found in the downtown dis- 
trict. Additional research is needed 
to determine whether this figure is a 


‘fixed or a variable quantity. In any 


event it will probably be found that no 
more than fifty per cent of the business 
property will be found outside the 
downtown district. Since business 
outside the downtown district usually 
collects about the intersection of main 
thoroughfares and to some extent 
along such thoroughfares, and since all 
developed property fronts upon streets, 
and since about twenty-five per cent 
of the total mileage of streets will be 
included in a major street plan,, and 
since not over two or three per cent of 
the property can be expected to de- 
velop with business, it is a compara- 
tively simple bit of mathematics to 
estimate that we have about ten times 
as much frontage on major streets as 
we will have commerce to absorb it. 
These figures, of course, are for a com- 
plete, self-contained area of develop- 
ment, and not for political units which 
are but portions of a larger city or 
metropolitan region. 

Most zoning ordinances have been 
drawn without the benefit of quantity 
surveys which would disclose the 
supply and demand for business prop- 
erty in any given area. There has 
been error in zoning too much prop- 
erty for business purposes, as there has 
been even greater error in most cities 
in zoning too much property for certain 
other uses, such as apartment houses. 
The net result has been a tremendous 
invitation to the unstabilizing of 
property development in cities. 


How THE AUTOMOBILE AFFECTS 
PROPERTY 


This is not necessarily chargeable 
to bad zoning, although some of it un- 
questionably is due to that fact. It is 
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one of the many disadvantages result- 
ing from the increased use of the auto- 
mobile. While the automobile .has 
been a beneficial instrument of modern 


society, it has brought many prob-, 


lems, not the least of which is a general 
disturbance of the whole mode of city 
life, and consequently of the use and 
the value of all city property. 

The overzoning of business frontage 
is detrimental in many respects. It 
has created a great surplus of business 
property. . It has stimulated specula- 
tion in such property beyond reason- 
able limits, the reaction from which has 
resulted in depressed values. It has 
produced involved problems of taxa- 
tion. It has invited and produced 
blighting of large stretches of property 
along our main thoroughfares. 

To some extent the automobile has 
decentralized business. Formerly our 
cities were more or less compact and of 
limited size. The automobile has in- 
creased the spread of population from a 
radius of five miles, as formerly de- 
termined by street car transportation, 
to a radius of fifteen miles. In the 
older city, business was fairly central- 
‘ized in the downtown district, with a 
limited number of outlying stores. 
The automobile suddenly expanded the 
area in which people might live, and 
developed certain new types of busi- 
ness property, such as gasoline filling 
stations, garages, and “human filling 
stations” ranging from soda-pop to 
“hot dogs.” As population spread 
over greater areas it became increas- 
ingly difficult to reach the central 
downtown district, and neighborhood 
stores sprang up in greater numbers 
than theretofore. 

Unfortunately, the impression þe- 
came current that all the frontage 
along the main thoroughfares used by 
the automobile thus automatically be- 
came a new type of business property. 
Then, with the development of zoning 
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ordinances not based on comprehen- 
sive studies, this fallacy was encour- 
aged by the zoning of much or all of the 
main thoroughfare frontage for busi- 
ness purposes. Property owners were 
misled. Good residential property of- 
ten found along such thoroughfares 
was assumed to be inevitably destined 
for business and was unable to maintain 
its character. 

In the outlying sections, the property 
along major thoroughfares that had 
been zoned for business use usually re- 
mained vacant awaiting the time of 
expected commercial need. This need 
has not materialized and can never be 
expected to materialize, because of the 
great excess area devoted to this use. 
The inevitable result of a great sur- 
plus of any commodity is a depression 
in value. This is one of the many 
evils we are now suffering in city prop- 
erty of this character. 

In some cases, tax assessors have as- 
sumed that since property was zoned 
for business it should be so taxed. 
This has resulted in burdensome taxes 
upon much property for which there is 
no hope of development for commer- 
cial purposes. It has led to all sorts 
of attempts to produce revenue to 
meet the taxes. This in turn resulted 
in many cheap and inappropriate uses 
of property, such as billboards, food 
stations in grotesque forms such as 
igloo huts, ice-cream freezers, and 
brown derbies, or miniature golf courses, 
exhibition of whales, and the like. 
Many of ‘these uses, being purely 
temporary in character and cheap in 
nature, have but further served to re- 
tard substantial development and blight 
the neighborhood. 


Evins oF CARELESS ZONING 


The overzoning of business prop- 
erty is largely the result of too much 
haste and too little scientific fact-, 
finding. The insistence of overzealous 
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property owners that all major streets 
be zoned for business use is another 
factor that has created great excesses 
of commercially zoned property. In 
spite of carefully prepared surveys, 
many selfish property owners and high- 
powered real estate promoters have in- 
troduced such excess quantities of 
business frontage that the inevitable 
result can but be depreciation of all of 
the business properties. 

Zoning is one of the most beneficial 
powers delegated to cities by our law- 
making bodies. Most state zoning 
acts are broadly drawn and contem- 
plate comprehensive zoning in its 
broadest sense. Our courts have been 
exceedingly progressive in sustaining 
the use of this power. Our local prac- 
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tices in obtaining facts and exercising 
the powers of zoning, however, have 
been too often uncomprehensive in 
nature and hastily and carelessly 
done. 

Arbitrary designation of areas by 
mere observation or hasty study or by 
some theoretical rule is bound to result 
in disproportion, discrimination, and 
hardship, and the more arbitrary the 
procedure the more pronounced these 
evils become. Thorough surveys cost 
comparatively little, and save endless 
confusion and uncertainty. Their cost 
is saved many hundred times by mak- 
ing possible zoning ordinances that are 
truly comprehensive in character, as in- 
tended by the state enabling acts which 
authorize their preparation. 


Open Spaces for Residential Buildings 


By Rosset WHITTEN 
City Planning Consultant, New York City 


MONG the purposes served by 
open spaces about residential 
buildings are the followmg: 

(1) The access of light and air. 
This should include the access of direct 
sunlight and in appropriate cases the 
access of the prevailing summer breeze. 

(2) Space for trees and vegetation. 

(3) Space for short time, near-by 
play and outdoor recreation. 

The first two purposes are usually 
fairly well provided for in the typical 
suburban subdivision of good to me- 
dium class. The most important sin- 
gle element in maintaining a fair stand- 
ard of light, air, sunlight, trees, and 
vegetation 13 a minimum ratio between 
height of dwelling and width of open 
space, front and rear. In practice, this 
minimum ratio in acceptable develop- 
ments is roughly one to two and one- 
half or one to three. 


Minrmum SPACE 


For the small one or two-story house, 
70 to 80 feet between buildings (front 
and rear) and for the larger two and 
one-half and three-story house, 90 to 
100 feet seems to fit reasonable require- 
ments for light, air, and vegetation. 
These distances maintain an angle of 
light of 18.5° to 20°, which assures the 
-possibility of good light in the building, 
front and rear, no matter how the 
streets are oriented. These distances 
permit free circulation of air, and, pro- 
viding the house is oriented toward 
the prevailing summer breeze, the best 
possible through ventilation. More- 
over, good direct sunlight is assured to 
the windows both front and rear if 
located on a north and south street, and 
to all the south windows if located on 


an east and west street. In fact, in 
any orientation, direct sunlight will be 
received on one or both facades through- 
out the year in any latitude up to about 
48° north. 

Considering only the requirements 
for light and air, the width of the open 
space between houses front and rear 
should be two and one-half to three 
times the height of the house. The 
minimum depth of the lot should, 
therefore, depend on the height of the 
house, the width of the street, and 
whether or not the lots are arranged 
back to back.as in the ordinary block. 
At least 70 feet front and rear between 
houses will be required for the two-story 
house, and 80 to 100 feet for the two 
and one-half or three-story house. 

The question of minimum width of 
the side yard for a dwelling, detached 
or semidetached, needs to be consid- 
ered separately from that of width of 
open space, front and rear. For the 
dwelling only two rooms deep, the dis- 
tinctive purposes of the side yard are 
those of affording access to the rear 
yard, reducing the fire hazard, and 
giving an appropriate setting to the 
building. It also supplements the 
front and rear open spaces in giving 
opportunity for light, air, sunshine, 
prevailing summer breeze, and vegeta- 
tion. 

Assuming adequate front and rear 
open spaces, and assuming that the 
dwellings are not more than two rooms 
deep or more than two stories in height, 
a side space between dwellings of about 
10 feet seems reasonable as a minimum 
requirement. If, however, the dwell- 
ing is three rooms deep, the side space 
should be not less than the height of 
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the building above the window sill on 
the first floor. In other words, a window 
in a room lighted solely from the side 
yard should be insured at 45° angle of 
light. This will require a space be- 
tween buildings of from 10 to 30 feet, 
depending on height, For a two-story 
dwelling it requires a space between 
buildings of from 16 to 20 feet. 


SPACE FoR PLAY AND VEGETATION 


Even with adequate playgrounds 
located within a quarter of a mile of 
each house, the street will still be the 
place for short time, near-by play, un- 
less play space is provided on the lot or 
within the block. Such near-by space is 
especially needed for the children of 
preschool age. It should be available 
also for the short time out-of-door 
needs of the children of school age and 
of adults. 

Space adjoining the house is also 
needed for grass, trees, and other grow- 
ing things; also to ‘give opportunity 
simply to be out of doors amid agree- 
able surroundings. 

Space for all the above purposes may 
be provided on each lot; but for the 
low ‘or medium cost house it can 
probably be provided more economi- 
cally and effectively in an interior 
block play park arranged for the 
common use of all houses in the block. 
The amount of space desirable for the 
interior block play park cannot be 
stated precisely in terms of space per 
family or in terms of minimum length 
or width. It should be large enough 
to allow a border of planting and to 
provide an interior greensward having a 
minimum width of possibly 50 feet. 
However, 150 or 200 feet is obviously 
better. 

_ The above space requirements have 
been stated with reference chiefly to 
small detached single-family houses, 
but the principles apply as well to the 
small or suburban apartment house. 
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The buildings should be but two rooms __,, 
deep and each apartment should bea |. 
through apartment. The space be- | 


tween buildings front and rear should - 


be two snd one-half to three times the 
height of the building. The interior 
block play park should be not less than 
200 feet in width. 


ZONING POSSIBILITIES 


The standards of open space indi- 
cated above are desirable, but zoning 
regulations can be only partially effec- 
tive in securing their application. 
Zoning regulations are applied to built- 
up as well as to unbuilt or partially 
built areas. What is practical to re- 
quire under a zoning ordinance is often 
dependent on the housing habits of 
the community and what is locally 
considered good practice as to building 
density. Zoning regulations must be 
uniform in the districts in which they 
are applied, and hence, on account of 
existing development and local build- 
ing habits, it is often impracticable to 
apply ideal standards. 

Best results are obtained where 
zoning can be applied or adjusted at 
the time the subdivision is laid out, 
and with respect to the particular type 
of dwellings appropriate to the subdivi- 
sion. . We are coming to recognize the 
desirability of laying out complete 
neighborhood units with provision for a 
self-contained neighborhood life. The 
interior block play park may be devel- 
oped as a by-product of the neighbor- 
hood unit. If the common play park 
is provided, the requirement for open 
space on the lot may be correspond- 
ingly reduced. Zoning and neighbor- 
hood planning are interdependent. 


Lor AREA AND OPEN SPACE ` 
REGULATION 
Residential areas are naturally classi- 
fied according to normal type of house 
and normal size of lot. Where there is 


OPEN Spaces FoR RESIDENTIAL BUILDINGS 


a fair degree of harmony in house types 
and lot sizes, the neighborhood is more 
stable. A few narrow lots will tend to 
make an entire block less desirable for 
residence purposes, and thus to depre- 
ciate land and building values. Zoning 
regulations are not intended to perform 
the function of private. restrictions but 
they should be used in appropriate 
cases to preserve land for the class of 
residential development for which it is 
best suited. A large area suitable for 
large houses on large lots is sometimes 
greatly depreciated in utility and 
value by the intrusion of a subdivision 
intended for small houses on small 
lots. 

Zoning regulations may reasonably 
provide for the various types of dwell- 
ings appropriate to the various unbuilt 
areas. It will sometimes be desirable 
to provide areas suitable for the small 
house, other areas for the medium 
sized house, and still other areas for 
large houses. Normally, the area of a 
municipality required and suitable for 
large houses on large lots is compara- 
tively small. 

In an area suitable for small single- 
family detached houses, the zoning 
regulations may require a lot having a 
minimum width of 40 to 50 feet and a 
minimum area of 4,000 to 5,000 square 
feet. For a two-family detached house 
the requirement may be a width of 50 
to 60 feet and an area of 6,000 to 7,500 
square feet. For districts suitable for 
medium sized or large houses, the re- 
quirements as to lot area and lot width 
will be normally increased. If hospi- 
tals, hotels, and institutional buildings 
are permitted, it may be appropriate to 
require much larger lot areas for'such 
buildings-and to limit the percentage 
of the lot that may be covered by the 
building. 

Zoning regulations normally provide 
three or more classes of district for 
residential buildings. There are usu- 
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ally two or more classes allowing one- 
and two-family dwellings but prohibit- 
ing apartment houses, and one or more 
classes in which both dwellings and 
apartment houses are permitted. In 
the dwelling house districts the regula- 
tions will normally provide minimum 
requirements as to lot area, lot width, 
front yard, rear yard, and side yards. 
In the apartment house district there 
will normally be a provision for front, 
rear, and side yards and for a mini- 
mum aggregate open space. 

Probably the most efficient form of 
open space requirement in connection 
with apartment houses is one that re- 
lates the required open space to the 
gross floor area of the building. A re- 
quirement deemed appropriate for 
small apartment houses in certain sub- 
urban areas provides that there shall 
be one square foot of open space for 
each two square feet of the gross floor 
area, of the building. This means that 
a three-story apartment building must 
leave sixty per cent of its lot area un- 
covered, a six-story building seventy- 
five per cent uncovered, and so on. 


OPEN DEVELOPMENT ZONING 


In some suburban areas adjacent to 
metropolitan centers, there is an active 
demand for land for country estates. 
In order to protect land suitable for 
country: estate development from de- 
preciation through the subdivision of a 
portion into small lots, zoning regula- 
tions sometimes provide a classification 
requiring one-half acre or more of land 
for each dwelling. Zoning regulations 
of this type are based on a broad inter- 
pretation of the police power. It is 
undoubtedly true that the establish- 
ment and the stability of these country 
estate neighborhoods promote the gen- 
eral welfare by conserving property 
values and by maintaining an open, 
parklike development in the vicinity of 
congested centers. 


Mechanics of Zoning Adjustments 


By C. J. S. WILLIAMSON 


Manager, Civic Development and Real Estate Department, Chamber of Commerce, 
Los Angeles, Cahforma 


N dealing with the matter of the 
mechanics of zoning adjustments, 

it is necessary to trace briefly the steps 
that led up to the necessity for any ad- 
justments in a zoning plan. The ideal 
situation, of course, would be to take 
raw acreage, and, at the time of sub- 
dividing, to zone at source in such a 
balanced manner that upon the ulti- 
mate development of the particular 
area in question, the various uses would 
be in the proper ratio and be located 
correctly in relation to the other uses. 
That ideal situation, however, seldom 
exists, and if it should exist, it could 
still suffer from the encroachment of 
poorly designed development adjacent 
to it. ‘Therefore, in dealing with this 
subject it will be better to take into 
consideration the average zoning case, 
where, after a certain amount of public 
sentiment has been created either 
naturally or artificially, a zoning 
ordinance is requested, the necessary 
studies and surveys are made, various 
property uses are agreed upon, even 
without any changes or compromises 
from the report, and the zoning or- 
dinance comes into being. It is natu- 
ral that any authority on city planning, 
when making a zoning survey, takes 
-into considération the future develop- 
ment of that particular municipality, 
bearing in mind the proper balance or 
ratio of the different uses necessary for 
that particular type of community to 
develop to its highest use; but in spite 
of the care taken in making such a 
survey, many times it is found that be- 
cause of conditions existing in various 
portions of the city, such as isolated 


108 


apartment houses, commercial build- 
ings, and even light manufacturing, the 
ordinance when finally adopted does 
not completely fit in with the existing 
uses, but points toward the idealistic 
city development rather than along the 
best practical lines. 


NECESSITY FOR Apso STMENTS 


This is one of the prime factors in 
making zoning adjustments necessary. 
In Western cities there is of course also 
the added factor that the development 
in many instances is very rapid, and 
because of some totally unforeseen 
industrial or commercial expansion it is 
found necessary to adjust certain con- 
ditions of zoning. ‘These, however, 
should come under the heading of zone 
changes rather than adjustments, al- 
though many times it has been found 
that the individual adjustments are 
allowed to creep in without a compre- 
hensive survey of the changed condi- 
tions that really warrant a zone change. 

The machinery of adjustments of 
zones differs in various states, to some 
extent being governed by the state 
enabling legislation; but in general, 
the policy is that the planning com- 
mission, either upon request from one 
or more interested property owners or 
of its own volition, sets hearings at 
which time protests may be heard 
against the application for the adjust- 
ment. Practically every state now has 
the policy of publishing notice in the 
newspapers and also posting the streets 
as is usually done in street improvement 
proceedings. There does not appear 
to be a sharp distinction between what 
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is an adjustment and what is an out- 
right change in zone. In most of the 
communities where no board of appeals 
operates, we find upon investigation 
that approximately seventy-five per 
cent of the so-called adjustments are in 
reality typical zone changes, with ap- 
parently little or no consideration 
being given to the effect the exceptions 
really have on the districts involved. 

Adjustments, as such, are based 
upon what might be called special 
permits. Where it is shown that under 
the existing zone regulations a property 
owner is deprived of his reasonable 
constitutional rights, but at the same 
time a lower type of use as covered in 
the ordinance would materially affect 
the value of his neighbors’ holdings, a 
slight modification is granted under 
certain specific conditions that permit 
that particular type of use, and that 
only, to exist. 


Tre BOARD or APPEAIS 


The board of zoning appeals is gain- 
ing favor throughout the United States, 
and on the face of things, undoubtedly 
has merit. Under the procedure of the 
board of appeals, the planning com- 
mission, after the usual hearing decid- 
ing that no justification for change of 
zone exists, refuses the permit. The 
case is then referred to the board of 
zoning appeals, which makes a special 
investigation of all the conditions af- 
fecting the property, and can decide 
that under the existing conditions 
some deviation from the zone is per- 
missible in order to permit the prop- 
erty owner to enjoy his legal rights. 
The board of zoning appeals in that 
event can grant such an exemption to 
the zoning ordinance without in any 
way weakening the ordimance as such. 

In the minds of many, the special 
permit policy adopted by many cities 
without a board of appeals is likely 
eventually to weaken the zoning or- 
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dinance, with possibly disastrous effects 
to the general zoning in those particular 
communities. 

The writer cannot help feeling that 
zoning adjustments and exceptions are 
far too prevalent and are taken largely 
as a matter of course in many com- 
munities. It is useless to deny that 
many factors have to be taken into con- 
sideration in many of the planning 
commissions throughout the country. 
Thereis first the item of ignoring certain 
existing conditions when adopting the 

‘first zoning ordinance;- then, that of 
mistaken judgment in deciding that a 
certain development will logically fol- 
low in a certain district; then, the fac- 
tor that unfortunately is all powerful 
in some instances, that of local politics. 
The factor of local politics of course can 
be divided into several phases. There 
is the so-called neighborhood political 
group who band together for their own 
selfish desires, and there is the govern- 
mental political angle of nonfriendly 
councilmen or of & councilman who de- 
sires reélection in the near future and is 
likely to decide from expediency rather 
than through any particular study of 
the problem involved. 


Many koroan ÀR® AVOIDABLE 


It is perhaps heresy to say that 
many of the zoning adjustments prob- 
ably could be avoided by a little more 
careful survey of existing uses in the 
beginning. It is natural for a city 
planner to endeavor to make a hun- 
dred-per-cent zoning job, and this idea 
is no doubt very commendable: but 
after some eight years of rather careful 
analysis of the results, it can be safely 
stated that a little more study of the 
human „element at the time of thé 
original zoning survey, and a more care- 
ful analysis of existing uses, would re- 
sult in the adoption of a zoning ordi- 
nance that, while it might not be so 
ideal in many ways, would obviate the 
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continual changes that are prevalent 
in most cities. 

In making the original survey for a 
zoning ordinance there is usually far 
too much property accepted as being in 
a so-called commercial zone, and in 
preparation of the ordinance this fact 
is considered rather than the fact that 
the so-called business property is not 
distributed in accordance with the 
needs of the people. Consequently in 
many instances one finds mile upon 
mile of business zoning, the excuse be- 


ing that this has been accepted for’ 


business, and because there 1s too much 
of it there is no reason for any addi- 
tional business in that town. After 
the adoption of the ordinance, when 
the various districts begin to fill in with 
houses, there is an insistent and some- 
what justified demand for certain shop- 
ping facilities. Even then, instead of 
a re-survey by the planning commis- 
sion, ofttimes an adjustment is made or 
spot zoning is established that spreads 
through and through until the entire 
district is blighted for a period of years 
because no property owner really 
knows just what the future holds for 
him 


It is impossible in an article of a few 
thousand words to give examples of the 
mechanics of zoning adjustments in 
many of the cities of the United States, 
and the writer has endeavored to select 
those regulations in use In various por- 
tions of the country to show the differ- 
ence in methods of operation, and has 
not taken time to go into details re- 
garding the method in New York City, 
as the work of the Board of Appeals in 
New York is well known throughout the 


country. 


_ Poomnix BOARD OF ADJUSTMENT 

Phoenix, Arizona, on June 25, 1930, 
adopted a comprehensive building zone 
ordinance setting up a Board of Adjust- 
ment as follows: 
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(a) A Board of Adjustment is hereby 
created which shall be composed of five (5) 
members who shall be residents and tax- 
payers of the City of Phoenix. 

The members of the board shall be ap- 
pointed by the Commission of the City of 
Phoenix, such appointments to be for a 
term of three (8) years each, except that in 
the event of the death or resignation of a 
member, the vacancy may be filled for the 
unexpired term. The members of the 
board shall serve without pay. 

Meetings of the Board of Adjustment 
shall be open to the public, the minutes of 
its proceedings, showmg the vote of each 
member and records of its examinations 
and other official actions shall be kept and 
filed in the office of the board as a public 
record, and the board shall be allowed for 
this purpose a paid secretary to be ap- 
pointed by the manager of the City of 
Phoenix, whose salary shall be, fixed by the 
City Commission. 

The concurring vote of four (4) members 
of the board shall be necessary to reverse 
any order or decision of an administrative 
officer or official or to decide in favor of the 
applicant on any matter upon which it is 
required to pass under this ordinance or to 
affect any variation from the terms and 
conditions of this ordinance, but in matters 


affecting its own business and procedure a, 


majority vote shall be sufficient. 

Four members of the board shall consti- 
tute a quorum. 

(b) Powers of the Board. 

The Board of Adjustment shall have the 
following powers: 

1. To hear and decide all appeals that 
may be taken by any person or by any 
officer, department, board or bureau of the 
municipality when there is error in any 
order, requirement or decision made by any 
administrative official in the enforcement of 
the provisions of this ordinance. 

2. In specific appropriate cases to make 
or authorize such special exceptions to or 
variance from the terms and conditions of 
this ordinance as are not contrary to public 
interests where, owing to special conditions, 
a literal enforcement of the provisions of the 
ordinance will result in unnecessary hard- 
ship. 

8. To reverse or affirm in whole or in part 
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or modify the order or decision appealed 
from and to make such order or decision 
as ought to be made, and to that end shall 
have the powers of the officer from whom 
the appeal is taken. 

4, To direct the grant of temporary and 
conditional permits for limited duration of 
nonconforming use and buildings in unde- 
veloped sections. 

5. To determine and establish the true 
location of district boundaries in any dis- 
puted case. 

6. To adopt rules not inconsistent with 
the provisions of this ordinance for the 
conduct of its business, hearings and proce- 
dure. 

7. To elect a chairman from among its 
members. 

8. The Chairman of the Board shall 
have the power to administer oaths and 
take evidence. 

(c) Appeals. 

Appeals to the board may be taken by 
any person aggrieved or by any officer, de- 
partment, board or bureau of the City of 
Phoenix which has been affected by any 
decision of any administrative officer or 
official acting under this ordinance, within 
a reasonable time, by filing with the officer 
from whom the appeal is taken and with the 
board a notice of appeal specifying the 
grounds thereof. 

The officer from whom the appeal is 
taken shall forthwith transmit to the board 
all the papers constituting the records upon 
which the action appealed from was taken. 

An appeal shall stay all proceedings in 
the matter appealed from unless the officer 
from whom the appeal is taken certifies to 
the Board of Adjustment that, by reason of 
the facts stated in the certificate, a stay 
would, in his opinion, cause imminent peril 
to life or property. In such case, proceed- 
ings shall not be stayed except by a restrain- 
ing order granted by the board or by a 
court of record on application and notice to 
the officer from whom the appeal is taken. 

The board shall fix a reasonable time for 
the hearing of the appeal and give notice 
thereof to the parties interested and the 
public. 

The board shall hear and decide appeals 
when there is error in any order, require- 
ment or decision made by an administra- 
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tive official in the enforcement of any of the 
terms and provisions of this ordinance; hear 
and decide special exceptions to the terms 
and provisions of this ordinance; authorize 
in specific cases such variance from the 
terms and provisions of the ordinance as 
will not be contrary to public interest where, 
owing to special conditions, a literal en- 
forcement of the provisions of the ordinance 
will result in unnecessary hardship; reverse 
or affirm wholly or partly or modify the 
order or decision appealed from and make 
such order or decision as ought to be made, 
and to such end shall have the powers of the 
officer from whom the appeal is taken. 

Any person aggrieved by any decision of 
the board, or any taxpayer, or municipal 
officer, may at any time within thirty (80) 
days after the filing of the decision in the 
office of the board, review the same by peti- 
tion for a writ of certiorari. The allowance 
of the writ shall not stay proceedings upon 
the decision appealed from, but the court 
may on application, on notice to the board 
and on due cause shown, grant a restraining 
order, and on final hearing may reverse or 
affirm, wholly or partly, or may modify the 
decision reviewed. 

It is interesting to note that in the 
case of Phoenix, the planning commis- 
sion, as such, has no jurisdiction over 
the zoning. The building inspector, 
under normal conditions, grants build- 
ing permits; but when any request is 
made for any class of building not per- 
mitted in the zone in question, the 
building inspector shall refuse to issue 
a building permit or a certificate of 
occupancy, on the grounds of violation 
of the ordinance, and appeal from such 
decision shall be made to the Board of 
Adjustment. 


Los ANGELES County PROCEDURE 

The county of Los Angeles, oper- 
ating under the Los Angeles County 
Regional Planning Commission, sets 
up the following procedure for change 
of zoning and exceptions. 


The owner of any property located within 
any zone established by this ordinance may 


112 


file with said commission a petition in writ- 
ing to have such property placed in some 
other zone or excepted from some particular 
restriction or restrictions applicable to the 
zone in which such property is located. 

All such petitions shall be made on forms 
which shall be furnished by said Regional 
Planning Commission and shall be verified 
by such owner and shall state fully the 
grounds of such petition and all facts relied 
upon by such petitioner, and such other 
facts or information as may be required 
by said commission. 
` Said commission shall cause to be made 
an investigation of the matters involved in 
such petition, and if in the opinion of said 
commission, after due investigation and 
consideration of the facts stated in such 
petition and any competent facts involving 
the property in question and the other 
property in the vicinity thereof, said com- 
mission believes that such change of zone or 
exception is necessary for the preservation 
and enjoyment of any substantial property 
right of the petitioner and not materially 
detrimental to the public welfare nor the 
property of other persons located in the 
vicinity thereof, said commission shall 
transmit to the Board of Supervisors a 
report recommendmg that such petition 
be granted. If such report is not made to 
said board within thirty (30) days from the 
filmg of such petition, the failure to make 
such report shall be deemed to be a disap- 
proval of such petition by said commission. 

If said commission after such investiga- 
tion and consideration disapproves such 
petition, said commission shall cause to be 
mailed to such petitioner a post card notice 
of such disapproval and any disapproval by 
said commission shall be final unless the 
petitioner, within thirty (30) days after the 
date of the mailing of such post card notice 
or the expiration of thirty days from the 
filing of such petition during which said 
commission shall have failed to take action 
thereof, appeals to said Board of Supervisors 
by filing with the clerk of said board a writ- 
ten notice of such appeal. 

If upon receiving such report or such 
notice of appeal said Board of Supervisors 
deems it necessary or expedient so to do, it 
may set the matter for hearing upon such 
notice to interested parties as it may deem 
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proper, and said Board of Supervisors may 
by ordinance place such property in some 
other zone or may except such property 
from any such particular restriction or re- 
strictions and permit the erection, altera- 
tion, reconstruction or enlargement of any 
bwlding or structure thereon upon such 
cerms and conditions as said board may 
deem proper under the particular circum- 
stances shown to exist, when said board 
shall be satisfied from its consideration of 
such petition and the matters relative 
thereto that such change of zone or excep- 
tion or permit is necessary for the preserva- 
tion and enjoyment of such property right 
or rights of the petitioner and is not ma- 
terially detrimental to the public welfare or 
injurious to the other property in .the 
vicinity. 

The decision of said Board of Supervisors 
upon such petition or appeal shall be final 
and conclusive as to all matters and things 
involved in such petition. 

That there be and there is hereby fixed a 
charge of Ten Dollars ($10.00) to partially 
cover the mcidental expenses connected 
with the investigation of the facts involved 
im any such petition for a change of zone or 
exception from restrictions, which amount 
shall be paid to the Regional Planning Com- 
mission at the time of the filing with said 
commission of any such petition for change 
of zone, or exception, or permit. 


While this procedure theoretically 
sets up exceptions or variances from the 
existing zones, as a matter of fact it 
really resolves itself into a question of 
spot zoning. - 


MILWAUKEE METHODS 


Milwaukee, Wisconsin, sets up the 
following procedure for amendments 
and changes: 


The Common Council may from time to 
time on its own motion or on petition, after 
public notice and hearing as provided by 
law and after report by the Board of Public 
Land Commissioners, alter, supplement or 
change the boundaries or regulations herein 
or subsequently established. Whenever 
the owners of fifty per cent or more of the 
frontage in any district or part thereof 
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present a petition duly signed and acknowl- 
edged to the Council requesting an amend- 
ment, supplement or change in the regula- 
tions prescribed for such district or part 
thereof, it shall be the duty of the Council 
to vote upon said petition. within ninety 
days after the filmg of the same by the pe- 
titioners with the city clerk. In case a 
protest agamst a proposed amendment, 
supplement or change be presented, duly 
signed and acknowledged by the owners of 
twenty per cent or more of any frontage 
proposed to be altered, or by the owners of 
twenty per cent of the frontage immediately 
in the rear thereof, or by the owners of 
twenty per cent of the frontage directly 
opposite the frontage proposed to be al- 
tered, such amendment shall not be passed 
except by a three-fourths vote of the Coun- 
cu. If any area is hereafter transferred to 
another district by a change in district 
boundaries by an amendment, as above 
provided, the provisions of this ordinance m 
regard to buildings or premises existing at 
the time of the passage of this chapter shall 
apply to buildings or premises existing at 
the time of passage of such amendment in 
such transferred area. 


Milwaukee operates also under a 
Board of Appeals with the following 
set-up: 

The Board of Appeals is a body of five 
members established by the 1921 Legisla- 
ture in connection with the administering 
of the zoning ordinance. The members of 
the board are appointed by the mayor for 
three year terms. 

When a person wishes to erect a new 
building or alter an existing structure he 
must first make application to the inspector 
of buildings for a building permit. If the 
proposed building or alteration does not 
conflict with any provision of the zoning 
ordinance the permit will be granted, so 
far as the zoning ordinance is concerned. 
If, however, in the opmion of the inspector 
of buildings the proposed building or altera- 
tion does conflict with the zoning ordinance 
he will deny the permit. Then, if the ap- 
plicant still deems himself entitled to the 
permit he may appeal from the ruling of 
the inspector of buildings to the Board of 


Appeals. 
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If the Board of Appeals believes that the 
decision of the inspector of buildings is not 
correct it may reverse his decision; other- 
wise it will sustain it. It takes a vote of at 
least four members of the Board of Appeals 
to reverse any decision or order of the in- 
spector of buildings. An appeal lies from 
any decision of the Board of Appeals to the 
Circuit Court of Milwaukee County. < 

Any appellant may appear before the 
Board of Appeals in person or by attorney 
or agent. 

Forms on which to take appeal from the 
decision or order of the inspector of build- 
ings may be had gratis from the Board of 


Appeals at its office in the City Hall. 


Under the Wisconsin Statutes, Chap- 
ter 62.23, Section 8, Board of Appeals: 


(a) The Council may by resolution es- 
tablish a board of appeals to consist of five 
members appointed by the mayor for terms 
of three years without compensation, one of 
whom shall be an architect or structural 
engineer of not leas than ten years’ practical 
experience. ‘The mayor shall designate one 
of the members chairman. The board shall 
employ a secretary and other subordinates. 

(b) The board of appeals shall review 
any order requiring decision or determina- 
tion made by an administrative official 
charged with the enforcement of any 
ordinance adopted pursuant to subsections 
(1) to (7) of this section. Such board shall 
also hear and determme all matters referred 
to them or upon which they are required to 
pass under any ordinance of the Council 
adopted pursuant to such subsections, The 
concurring vote of four members of such 
board shall be necessary to reverse any 
order requiring decision or determination of 
any such administrative official or to decide 
in favor of the applicant any matter upon 
which they are required to pass under any 
such ordinance or to effect any variation of 
such ordinance. Every decision of such 
board, shall, however, be subject to review 
by certiorari. Such appeal may be taken 
by any person aggrieved or by any officer, 
department, board or bureau of the city. 

(c) Such appeal shall be taken within 
such time as shall be prescribed by the 
board of appeals by general rule, by filing 
with the officer from whom the appeal is 
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taken and with the board of appeals a notice 
of appeal, specifying the grounds therefor. 
The officer from whom the appeal is taken 
shall forthwith transmit to the board all the 
papers constituting the record upon which 
the action appealed from was taken. 

(d) Such appeal shall stay all proceedings 
in furtherance of the action appealed from, 
unless the officer from whom the appeal is 
taken certifies to the board of appeals after 
the notice of appeal shall have been filed 
with him that by reason of facts stated in 
said certificate, a stay would, in his opinion, 
cause imminent peril to hfe or property, in 
which case proceedings shall not be stayed 


otherwise than by a restraining order which ‘ 


shall be granted by the board of appeals or 
by a court of competent jurisdiction, on 
application, on notice to the officer from 
whom the appeal is taken and on due cause 
shown. 

(e) The board of appeals shall fix a rea- 
sonable time for the hearing of the appeal 
and give due notice thereof to the parties, 
and decide the same within a reasonable 
time. Any party may appear on such 
hearing in person or by agent or by attor- 
ney. Said board may reverse or aflirm, 
wholly or partly or may modify the order, 
requirement, decision or determination 
appealed from, and shall make such order, 
requirement, decision or determination as 
in its opinion ought to be made in the 
premises, and to that end shall have all the 
powers of the officer from whom the appeal 
is taken. 

(f) Any person or persons, jointly or 
severally, aggrieved by any decision of the 
board of appeals, or any officer, department, 
board or bureau of the city, may present to 
a court of competent jurisdiction a petition, 
duly verified, setting forth that such de- 
cision is illegal, in whole or in part, specify- 
ing the grounds of illegality. Such petition 
must be presented to such court within 
thirty days efter the filing of the decision in 
the office of the board. 

(g) Upon presentation of such petition, 
said judge or court may allow a writ of 
certiorari directed to the board of appeals 
to review such decision of the board of ap- 
peals, which shall prescribe therem the time 
within which a return thereto must be made 
and served upon the relator or his attorney, 
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which shall not be less than ten days and 
may be extended by the court. The al- 
lowance of the writ shall not stay proceed- 
ings upon the decision appealed from, but 
the court may, on application, on notice to 
the board and on due cause shown, grant a 
restraining order. : 

(h) The board of appeals shall not be 
required to return the original papers acted 
upon by it, but it shall be sufficient to re- 
turn certified or sworn copies thereof or of 
such portions thereof as may be called for 
by such writ. The return must concisely 
set forth such other facts as may be per- 
tinent and material to show the grounds of 
the decision appealed from, and must be 
verified. 

(i) Said court may take evidence or ap- 
point a referee to take such evidence as it 
may direct and report the same to the 
court with his findings of fact and conelu- 
sions of law,- which shall constitute a part 
of the proceedings upon which the deter- 
mination of the court shall be made. Costs 
shall not be allowed against the board, un- 
less it shall appear to the court that it 
acted with gross negligence or in bad faith. 


RULES of PROCEDURE 


Article I.—Meetings. 


1. Regular meetings of the Board of Ap- 
peals shall be held the first Thursday of 
each month at 2 o’clock P.M. 

2, Special meetings may be called by the 
chairman, or at the request of two mem- 
bers, provided that notice of the same has 
been mailed to each member at least 
twenty-four hours before the time set, ex- 
cept that’ the announcement of a special- 
meeting at any meeting at which a quorum 
is present shall be sufficient notice of such 
meeting. , ; 

3. A quorum for meetings of the board 
shall consist of three members. 


Article [T—Hearings. 


1. Hearings by the board on appeals 
shall be held on Thursday of each week at 
2:30 o’clock P.M. 

2. All hearings shall be open to the 
publie. 

3. A quorum for hearing by the board 
shall consist of four members., 
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Article [1 I—Cases Before the Board. 

1, Every appeal to the board shall be 
made by filing with the officer from whom 
the appeal is taken and with the board of a 
notice of appeal, which‘ notice shall be 
substantially in the form provided for in 
Form 1, and may be taken on said Form 1, 
which forms shall be furnished by the 
board. The data called for in such form 
shall be supplied in sufficient detail so as to 
afford all the information necessary for a 
clear understanding and intelligent action 
by the board. 

2, Any communication purporting to be 
an appeal, shall be regarded as a mere no- 
tice to seek relief until it is made in the 
form required. 

8. Upon receipt of any such communica- 
tion, the writer shall be supplied with the 
proper forms for presenting his appeal, and 
if he fails to supply the required data within 
twenty (20) days his case may be dismissed 
for lack of prosecution. 

4. Every appeal shall be taken within 
twenty (20) days from the making of any 
order, ruling, decision or determination 
from which an appeal is taken. 


Article [V—The Calendar. 

1. Each appeal filed in the proper form, 
with the required data, shall be numbered 
serially, and shall be put upon the calendar 
of the board by the secretary thereof, to be 
set for hearing. 

2. Appeals will be assigned for hearing«in 
the order in which they appear on the 
calendar, except that an appeal may be ad- 
vanced for hearing by order of the board 
upon good cause therefor being shown. 


Article V—Final Disposition of Appeals. 

1. Any appellant may withdraw his ap- 
peal at any time prior to action thereon, 
with the consent of the board, but if a mo- 
tion has been made, and is pending, either 
to grant or dismiss, such motion shall have 
precedence. 

2. No appeal shall be considered again 
except (a) on a motion to reconsider the 
vote, or (b) on a request for rehearing. 


8. If a motion to reconsider receives ` 


three affirmative votes, the board may vote 
on the motion to grant. 

4. No request to grant a rehearing shall 
be entertained unless new evidence is sub- 
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mitted which could not be presented at the 
previous hearing. If on a motion of a 
member of the board adopted by three 
affirmative votes, the request for rehearing 
is granted, the cause shall be put on the 
calendar for rehearing. 

In all cases the request for rehearing shall 
be in writing, reciting the reasons for the 
request, and shall be accompanied by the 
necessary data and diagrams. Such re- 
quest shall be filed with the board. The 
person requesting the reopening shall ap- 
pear before the board on a date to be set by 
the chairman, of which he shall be notified, 
by mail, and shall be prepared to proceed 
at once with the argument of his case if the 
board grants a reopening. 

5. The board may, on the motion of any 
member, review any decision that it has 
made, and may reverse or modify such de- 
cision, but no such review shall prejudice 
the rights of any person who has in good 
faith acted thereon before it is reversed or 
modified. — 


Article VI—Applications for Stay. 

1. Every application to the board for a 
restraining order in furtherance of the 
action appealed from, made pursuant to 
Section 4 of Chapter 557 of the laws of 1921, 
shall be on order to show cause, which shall 
be made returnable on a hearing day of the 
board. A. copy of such order shall be served 
on the officer from whom the appeal is taken 
not less than six days prior to the return 
date thereof. 


Article V [J—Officers. 

1. The chairman shall preside at all 
meetings and hearings of the board. In the 
event of the absence or disability of the 
chairman, the other members of the board 
at any meeting or hearing may elect a 
temporary chairman to act in his place at 
said meeting or hearing. 


Article VI{I—Adoption of Rules. 

1. Amendments to these rules may be 
made by the board at any regular meeting, 
or at any special meeting at which notice 
thereof has been given to each member of 
the board three days prior to such meeting. 


Article 1X—Records. 
1. The records of appeals to the board 
shall be kept in such manner as to be 
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accessible to the public at all‘ reasonable 
hours. 


This sets up a very good method of 
procedure for zoning adjustments. 


MILWAUKEE County PROVISIONS 


Milwaukee County, Wisconsin, sets 
up the following procedure for changes 
and amendments: 


The Board of Supervisors of Milwaukee 
County may from time to time amend, 
supplement or change by ordinance the 
boundaries of districts or regulations herein 
established. Any proposed changes shall 
first be submitted to the county park 
commission, acting as the rural planning 
board, for its recommendation and report. 

Before the county board adopts any 
ordinance proposing an amendment, sup- 
plement or change, it shall submit the same 
to the town board or town boards of the 
town or towns in which may be situated 
any land affected by such ordinance, and 
thereupon obtain the approval of said 
town board or town boards, so far as the 
proposed ordinance affects the lands in 
such town or towns. 


Any amendment, supplement or change 
may be proposed by the governing authority 
of the county or the town or towns m which 
may be situated any lands affected by such 
amendment, supplement or change. 

In case a protest against a proposed 
amendment, supplement or change 1s 
presented, duly signed and acknowledged 
by the owners of twenty (20) per centum or 
more of the frontage proposed to be altered, 
or by the owners of at least twenty (20) 
per centum of the frontage immediately in 
the rear thereof, or by the owners of at 
least twenty (20) per centum of the frontage 
directly opposite the frontage proposed to 
be altered, such amendment shall not be 
passed except by a three-fourths (44) vote 
of the county Board of Supervisors. 


Here, again, we find a departure 
from the strict understanding of the 
police power by permitting protest of a 
given number of property owners to 
have a definite effect on the zoning 
ordinance. 
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East Ornance BOARD OF ZONING 
APPEALS 


East Orange, New Jersey, appoints 
a Board of Zoning Appeals of city of- 
cials as follows: 


Section 14. 

(a) A Board of Zoning Appeals is hereby 
established consisting of the city engineer, 
who shall act as chairman, the health in- 
spector, the chief of the fire department, the 
chairman of the Board of Tax Assessors 
and the inspector or superintendent of 
buildings. All of the meetings of the Board 
of Zoning Appeals shall be public. A 
quorum shall consist of four members. 
The Board of Zoning Appeals shall keep 
minutes of its proceedings showing the vote 
of each member on every question or if 
absent or failing to vote, indicate such fact." 

(b) It shall recommend to the City 
Council adoption from time to time of such 
rules and regulations as it may deem neces- 
sary to interpret and to carry into effect 
the provisions of this ordinance. 

(c) Where there are practical difficulties 
or unnecessary hardships in the way of 
carrying out the strict letter of the pro- 
visions of this ordinance the Board of Zon- 
ing Appeals shall have power in a specific 
case after due notice and public hearing to 
recommend to the City Council a variation 
of any such provision in harmony with its 
general purpose and intent, so that the 
public health, safety and general welfare 
may be secured and substantial justice 
done.‘ 


(d) Where the street layout actually on 
the ground varies from the street layout as 
shown on the Use and Volume District 
Map, the designation shown on the 
mapped street shall be applied by the City 
Council upon recommendation by the 
Board of Zoning Appeals, after due notice 
end public hearing, to the unmapped 


1The Board of Zoning Appeals is composed 
entirely of appointive city officials who by the 
nature of their work are daily brought into 
contact with the problems of property and build- 
ings. 

2 This provision saves the ordinance from the 
possible criticism that it takes a man’s property 
without due process of law. 
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street in such a way as to carry out the 
intent and purpose of the plan for the par- 
ticular section in question. 

Section 15. Changes in District Lines. 

(a) The City Council may from time to 
time on its own motion or on petition, after 
public notice and hearmg, amend, supple- 
ment or change the regulations and dis- 
tricts herein established, and adopt rules 
and regulations for the purpose of interpret- 
ing and carrying the ordinance into effect. 
Every such proposed amendment, supple- 
ment or change shall be referred by the 
City Council to the Commission on Build- 
ing Districts and Restrictions for report, 
and such amendment, supplement or 
change that has failed to receive the ap- 
proval of the Commission on Building 
Districts and Restrictions shall not be 
adopted by the City Council except by a 
three quarters vote of the full membership 
of the Council.‘ 

(b) Whenever the owners of fifty per 
cent or more of the frontage in any district 
or part thereof shall present a petition duly 
signed and acknowledged to the City Coun- 
cil requesting an amendment, supplement, 
change or repeal of the regulations pre- 
scribed for such district or part thereof, it 
shall be the duty of the Council to vote 
upon said petition within ninety days after 
the filing of the same by the petitioners 
with the city clerk. If, however, a protest 
against such amendment, supplement or 
change be presented, duly signed and 
acknowledged by the owners of twenty per 
centum (20%) or more of the frontage of 
the property to be altered, or by the owners 
of twenty per centum (20%) of the frontage 
upon the street immediately in the rear 
thereof, or by the owners of twenty per 
centum (20%) of the frontage opposite the 
property to be altered, such amendment 
shall not be passed except by three quarters 
vote of the full membership of the City 
Council.’ 


i 
3 Private streets or private rights of way would 
come within the purview of this paragraph. 
‘The Commission on Building Districts and 
Restrictions will continue to function as an ad- 
visory body to the City Council to preserve 
continuity in the spirit and the interpretation of 
the ordinance. 
5 In New York and in some other cities, a 
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(c) If any area is hereafter transferred to 
another district by a change in district 
boundaries by an amendment, as above 
provided, the provisions of this ordinance 
in regard to buildings or premises existing 
at the time of the passage of this ordinance 
shall-apply to buildings or premises existing 
in such transferred area at the time of pas- 
sage of such amendment. 


Section 16. Completion and Restoration 
of Existing Buildings. 

(a) Nothing herein contained shall re- 
quire any change in the plans, construction 
or designated use of a building for which a 
building permit has been heretofore issued, 
or plans for which are on file with the in- 
spector or superintendent of buildings at 
the time of the passage of this ordinance 
and a permit for the erection of which is 
issued within three months of the passage 
of this ordinance and the construction of 
which, in either case, shall have been dili- 
gently prosecuted within three months of 
the date of such permit, and the ground 
story framework of which, including the 
second tier of beams, shall have been com- 
pleted withm a year of the date of such 
permit, and which entire building shall be 
completed according to such plans as filed 
within two years from the date of the pas- 
sage of this ordinance.’ 

(b) Nothing in this ordinance shall pre- 
vent the restoration of a building destrayed 
less than fifty per cent of its value, exclusive 
of the foundations, by fire, explosion, act of 
God, or act of the public enemy subsequent 
to the passage of this ordinance or prevent 
the continuance of the use of such build- 
ing or part thereof as such use existed at the 
time of such destruction of such building or 
part thereof or prevent a change of such 


unanimous vote of the Board of Estimate and 
Apportionment is needed to overrule a twenty 
per cent protest on the part of the property 
owners affected. This has worked most satis- 
factorily and it is most desirable, to create faith 
in the stability of the ordinance and ‘the districts. 
The New Jersey law provides that a three-quarters 
vote is needed to overrule the twenty per cent 
protest. 

6 This ordinance does not affect the structure 
or occupancy of buildings which were erected or 
plans for which were on file before the ordinance 
was adopted. 
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existing use under the limitations provided 
in Section 9. Nothing m this ordinance 
shall prohibit the restoration of a wall 
declared unsafe by the inspector or superin- 
tendent of buildings. 


Sr. Louris REQUIREMENTS 


St. Louis, Missouri, sets up its Board 
of Appeals placing certain professional 
qualifications on some of the members. 
The ordinance calls for a board of five 
(5) members who shall be freeholders 
and who shall be appointed by the 
president of the Board of Aldermen in 
accordance with the following proce- 
dure: One (1) of the five (5) members 
shall be a structural engineer of not less 
than ten (10) years’ professional experi- 
ence; one (1) member shall be a real 
estate dealer of not less than ten (10) 
years’ experience; and the remaining 
two (2) members shall be appointed 
at large. The ordinance permits 
changes and amendments under the 
following regulations: 


The Board of Aldermen may from time 
to time, on its own motion or on petition, 
after public notice and hearings as provided 
by Jaw, amend, supplement or change the 
boundaries or regulations herein or subse- 
quently established. In case, however, of a 
protest against such changes duly signed 
and acknowledged by the owners of ten 
(10) per cent or more, either of the areas of 
the land (exclusive of streets and alleys) 
included im such proposed change or within 
an area determined by lines drawn parallel 
to and one hundred and eighty-five (185) 
feet distant from the boundaries of the 
district proposed to be changed, such 
amendment shall not become effective ex- 
cept by the favorable vote of a majority of 
all the members of the Board of Aldermen. 


DENVER EXPERIENCE 


Denver, Colorado, reports a very 
satisfactory result after five years’ 
experience in hearing and disposing of 
appeals filed by the Board of Adjust- 
ments. 
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Of 688 cases heard by the board since the 
adoption of the ordinance five years ago, 
only six cases have been appealed to the 
district court—five on writ of certiorari 
and one in which a mandamus action was 
brought against the chief building inspec- 
tor, In all these cases except one the ac- 
tion of the board was upheld. The case in 
which the action of the board was reversed 
was decided on a technical error in a notice 
of public hearing involving a change in a 
zone. 


SACRAMENTO PROCEDURE 


Of the cities operating without a 
board of zoning appeals, the City of 
Sacramento, California, sets up a very 
clear and definite procedure for the 
reclassification of zones and also for 
the application for zoning variances, as 
follows: 


APPLICATION FOR ZONE ORDINANCE 
VARIANCE 


(Section 19 of Zone Ordinance and Rules of 
City Planning Commission) 

Individual cases sometimes occur where 
the enforcement of the strict letter of the law 
would impose an unreasonable restriction. 
This would be contrary to ‘the purposes of 
zoning. To prevent such unnecessary 
hardship, adjustments are made possible 
by granting limited and conditional vari- 
ances from the provisions of the ordinance. 
These provisions however, are gustified ONLY 
when certain very definite conditions exrst, 
as set forth in this form of application, which 
ts to be obtained from the Secretary of the 
City Planning Commission, Room 208, City 
Hall. i 


Nors.—The rules require that the condi- 
tions set forth in the three paragraphs——1, 
2, 3, below, must be established before an 
adjustment can be made. If sufficient 
space is not provided on the application 
form, attach supplemental] sheets and refer 
to the proper numbers. 

Under rules of the City Planning Com- 
mission, applicant shall prepare and file the 
following 500-Foot Radius Map and Prop- 
erty Owner’s Laist with and as a part of this 
application. 
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(Form to be secured from Secretary of 
City Planning Commission.) 

The 500-Foot Radius Map must be a 
legible print, correctly prepared and to a 
scale of at least 100 feet to 1 inch and shall 
show: 


(a) Each lot size 
(b) Existing use of each lot 
1. Single-Family Residence 
2, T'wo-Family Residence 
8. Multiple-Family Residence 
(Apartments) 
4. Limited Retail Uses 
5. Industrial Uses 
6. Vacant Property 


(c) Number on each parcel of property 


corresponding to Property Owner’s List, . 


which is to accompany application. 

The Property Owner’s List accompanying 
the request shall include the name of the 
owner of each parcel of property withm the 
500-foot radius of his property. Names on 
the list must be numbered consecutively 
and correspond to numbers placed on lots, 
as mentioned above. If the owner’s name 
or address is missing, the missing informa- 


tion shall be listed as unknown. 


To the City Planning Commission: 
The undersigned applicant.............. 


between ....... 
a plat of which is made a part of this applica- 
tion, said plat to a scale of at least 100 feet to ] 
inch and showing each lot within a 500-foot 
radius of the property included in the applica- 
tion and is accompanied by a typewritten list of 
names and addresses of owners of all property 
shown thereon. 


CONDITIONS PHRTINENT TO APPLICATION 


1. Exceptional and extraordinary circum- ` 


stances apply to the property or the in- 
tended use of the property that do not apply 


generally to the other property or class or. 


uses in the same district or zone. 
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(State here fully wherein your case con- 
forms to the above conditions.) 

2. The variance applied for is essential 
for the preservation and enjoyment of a 
substantial property right of applicant. 

(State here fully wherein your case con- 
forms to the above conditions.) 

8. The variance, if granted, will not be 
materially detrimental to public welfare or 
injurious to other property or improvements 
in the same district or zone. 

(State here fully wherein your case con- 
forms to the above conditions.) 


When all of the information has 
been inserted in its proper para- 
graph, file this Application with 
the Secretary of the City Plan- 
ning Commission, Room 208, 


City Hall. The Application 
must be COMPLETE tn every re- 
spect before the Secretary can re- 
ceive and certify thereto. 


DS aGiticte, pereiro ae e eae ates ; 
being duly sworn, depose and say that I 
have familiarized myself with the rules and 
regulations of the City Planning Commis- 
sion with respect to preparing and filmg 
this application and that the foregomg 
statements and answers herein contained to 
the best of my ability present the argument 
in behalf of the application herewith sub- 
mitted and that the statements and infor- 
mation above referred to are in all respects 
true and correct to the best of my knowl- 
edge and belief. 


ee ie OGY OF 5-526 aw irre yO ee 


Notary Public or City Clerk. 
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INSTRUCTIONS FOR PREPARING AND FING 
APPLICATION, PETITION, Map anp PROPERTY 
List ror REcLASSIFICATION OF ZONE 


PREPARATION OF APPLICATION 

(a) Application—Obtam form from city 
clerk, Forms are provided by City 
in order to secure uniformity of 
application and assist applicant in 
furnishing necessary data. To be 
accompanied by — 

(b) Petition (25%)—Obtain form from 
city clerk. To be signed by at least 
25% of property of the same classifi- 
cation as applicant within 500-foot 
radius of applicant’s property, ex- 
cepting applicant’s property. If 
such petition be signed by 75%, 
Planning Board may consider same 
after one week without hearing; if 
100% signed, it may act immedi- 
ately without hearing. 

(c) 600-Ft. Radius Map.—Scale 80’ to 1”, 
showing each lot within or partially 
within 500’ radius, dimensions of each 
lot, whether improved or not im- 
proved; radius to be figured from 
extreme exterior boundaries of ap- 
plicant’s property. Any lot ex- 
tending partially within radius will 
be considered for its full area but not 
to exceed 5,000 sq. ft. (Specimen 
map furnished by city clerk). 

(d) Property [ist-—Secure form from city 
clerk. Typewritten list of names 
and P. O. address of all property 
owners whose property is shown on 
above map; opposite each name the 
number of sq. ft. in lot; each name on 
list numbered and such number 
shown on map to indicate respective 
owners. If property owner’s name 
not in telephone or city directories, 
it shall be listed as “unknown.” 
Property owner is termed to mean the 
present owner if known or those 
whose names appear on city assess- 
ment rolls. 


FILING OF APPLICATION 
1. Submit appheation, accompanied by 
petition, map and list to city clerk. 
2. If sufficiency approved by city clerk, 
present same with that officer’s ap- 
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proval to city controller for payment 
of $10.00 filing fee. This charge is 
made to cover advertising of official 
notice, mailing notice to all names on 
property list and posting of notice in 
accordance with law. 

$. File application, petition, map and 
property lst with city clerk. It is 
then presented to the City Council 
which refers it to the City Planning 
Board for hearmg. Notice is sent 
applicant of time and place of hearing. 

4. After filing application, supplemental 
petition (form to be furnished by 
city clerk) may be circulated in sup- 
port of application and filed with 
Secretary of Planning Board up to 
hour of 5 o'clock P.M., on day before 
date of hearing. 

Informational 

After petitions and protests have been 
duly filed and all property owners given 
opportunity to be heard, hearing will be 
declared closed and no further petitions of 
protest can be filed. 

After petition or protest has been filed 
no names can be added or withdrawn there- 
from. 

All information required above is needed 
by Planning Board before decision can be 
reached by it on a request for reclassifica- 
tion, which request being initiated by and 
for the individual personal benefit of the 
property owner, it is deemed reasonable 
that applicant supply foregoing data. 

Carefully read Ordinance No. 117-4.S., 
relative to zoning. 

Rezoning Petition 
To Accompany Application for 
Reclassification No. 
To the Honorable City Council, 
City of Sacramento. 
Gentlemen: 

The undersigned, owners of property, 
within or partially within the 50v-ft. 
radius of the following described property 
of applicant: 

Hereby petition your Honorable Body to 
grant request of applicant and reclassify 
foregoing property 

From: 


To: 


se es ew te > 
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For the following reasons: 


AS Se a 





Crry or Los ANGELES PROVISIONS 


The City of Los Angeles has adopted 
the following variance policy, which 1s 
to some extent based upon the theory 
of the board of appeals, although in 
many instances the variance in realty 
is a straight zone change. 


The Board of City Planning Commis- 
sioners may, upon the verified petition of 
any property owner filed with said board, 
stating fully the grounds of the application 
and all facts relied upon by petitioner, 
recommend to the City Council conditional 
variances to any of said restrictions estab- 
lished by this ordinance in any of said zones 
or districts. Upon the filmg of such veri- 
fied petition, the board shall set the matter 
for hearing before a member or members of 
said board or its duly authorized examiner 
and shall give notice of the time and place 
of such hearing and the purpose thereof; 


(1) By posting public notice thereof not 
less than five days prior to date of hearing 
mentioned therein. Such notices shall be 
placed not more than one hundred feet 
apart along both sides of each and every 
street upon which property involved in the 
application for a variance abuts and pro- 
vided that such posting shall extend along 
said street or streets a distance of not less 
than three hundred feet from the exterior 
limits of such properties as are involved in 
the application for a variance. Such notice 
shall consist of the words “‘Notice of pro- 
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posed variance of zone” printed in plain 
type with letters not less than one and one- 
half (114) inches in height, and in addition 
thereto a statement in small type setting 
forth a description of the property involved 
in the proposed variance, and the time and 
place at which a public hearing on the pro- 
posed variance will be held; and 

(2) By mailing a postal card notice not 
less than five days prior to date of such 
hearing to the owner or owners of all 
property within the posting area above de- 
fined, using for this purpose the last known 
name and address of such owners as shown 
upon tre records of the city clerk. Pro- 
vided, 2owever, that nothing contained in 
this section shall be construed as requiring 
the boerd, unless it deems it necessary or 
expedient so to do, to hold a public hearing 
on any petition for a variance involving only 
a temporary use which will be discontmued 
withm at most two years. 

In order to justify a variance under the 
provisions of this section, three things must 
be shown relative to the property or par- 
ticular use involved in the application for 
such variance: 

(1) That there are exceptional or extraor- 
diary circumstances or conditions appli- 
cable to the property involved, or to the 
intended use of the property, that do not 
apply generally to the property or class or 
uses in the same district or zone; 

(2) That such variance is necessary for 
the preservation and enjoyment of a sub- 
stantial property right of the petitioner; 

(8) That the granting of such variance 
will noz be materially detrimental to the 
public welfare, or injurious to the property 
or improvements in such zone or district in 
which the property is located. 

Upon the making of such findings, the 
board may recommend to the City Council 
that ecnditional variances be made and 
the said Council may by ordinance permit 
the erection, alteration, reconstruction or 
enlargement of any building, structure or 
improvement in any of said zones which are 
restricted against said building, structure or 
improvement, or the use of such premises 
upon such terms and conditions as said 
Council may deem proper. Upon the filing 
of such petition, the board shall make its 
findings and determination thereon, within 
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thirty days thereafter and mail a post card 
notice of the fact of the rendition of such 
report to said petitioner. If the petition 
is approved, then the board shall forward 
its findings and recommendations to the 
City Council. If the petition is disap- 
proved, petitioner may, within twenty days 
from the date of action by said board, ap- 
peal to the City Council by written notice 
of appeal filed with the city clerk. Such 
appeal shall set forth specifically the 
grounds therefor and said appeal may be 
referred to the Board of City Planning 
Commissioners for reconsideration as in 
the first mstance, but before any such 
appealed petition shall be granted, the 
Council or its duly appointed City Planning 
Committee shall set the matter for hearing 
and shall give the same notice as that pro- 
vided in (2) of this section. 


Tenprency Towarp BOARDS OF 
APPEAL 


The writer is of the opinion that if 
other cities that are operating without 
a board of appeals would study the 
Sacramento procedure, much of the 
difficulty in the mechanics of zoning 
adjustments would be overcome. 

There appears to be a general tend- 
ency toward the appointment of boards 
of zoning appeal, although in some 
states there is a difference of opinion 
among attorneys as to whether the 
constitutions of those particular states 
will permit such a delegation of power. 
Those interested in zoning are hopeful 
that eventually boards of adjust- 
ment will be set up, so that variances 
may be made without jeopardizing 
the whole structure of the zoning 
ordinance. 

The Civic Development Department 
of the Chamber of Commerce of the 


United States has issued a bulletin on | 


zoning-—A Statement of Principles and 


THE ANNALS OF THE AMERICAN ACADEMY 


Procedure—and quotes as follows: 
“The board of appeals is the safety 
valve of the zoning ordinance. It is 
through the proper functioning of this 
agency that musunderstandings and 
legal controversies may be avoided.” 

A clear understanding should be had 
of the relative powers of the common 
council and of the board of appeals. 
The common council has power to 
change the various districts created by 
the zoning ordinance and to amend 
such ordinance as it so desires. ‘Thus, 
it may enlarge or diminish a residence 
area, or a business area, it may increase 
the height requirements of height 
districts, or it may place additional 
requirements upon area districts; but 
in all of these provisions it must treat 
similar districts in a similar way. It. 
cannot grant special permission to an 
individual to erect a structure con- 
trary to the provisions of the district 
in which that structure is to be located. 
The board of appeals has no power to 
make any change in the zoning ordi- 
nance, but has the power to grant cer- 
tain variations to individuals in a 
certain district if by so doing it will 
relieve an unnecessary hardship. For 
example, a board of appeals may 
grant permission to an individual to 
reduce slightly the area required for 
side yards, if the individual will make 
other concessions, and if such reduction 
in side yards is necessary in order that 
the individual may build a proper 
structure. ‘This differentiation between 
the powers and the duties of the board 
of appeals and the common council 
should be kept clearly in mind, as any 
infraction of their given powers will 
undoubtedly be declared unconstitu- 
tional by the courts. 


Regulating Land Uses in the County 


By L. Demne TETON 
Director of Planning, Santa Barbara County Planning Commission, Santa Barbara, California 


HANGES too important to be ig- 
nored are taking place today in 
the character of the county. Condi- 
tions unheard of twenty years ago are 
producing significant forms of urban 
and suburban growth beyond the limits 
of cities. New experiments in country 
life are in prospect. New community 
patterns are being sought. The coun- 
ty is the locale in which improvements 
in the art of building cities may be 
tried, and it is to county government 
that those interested in such work look 
for aid and encouragement. 


CHANGING CHARACTER OF THE 
COUNTY 


The county is no longer an exclu- 
sively rural domain. Its once muddy 
roads are now extensions of the paved 
avenues of the city. The one-room 
schoolhouse has been supplanted by 
large “union” schools to which pupils 
come from great distances in motor 
busses. The isolation of the rural dis- 
tricts has been destroyed almost com- 
pletely by modern facilities of trans- 
port and communication. People who 
live in the country may now have gas, 
electricity, telephones, radios, daily 
papers, and various other conven- 
iences once denied them. These con- 
ditions have made it possible for 
thousands who are not farmers to live 
in the open country beyond the limits 
of cities. 

The extension of paved highways and 
the remarkable utility of the motor car 
have obviously been the dominant 
factors in modifying thus markedly the 
rural character of the county. No 
doubt in every state a number of coun- 


ties will always remain sparsely settled, 
remote, and inaccessible. But wher- 
ever a trunk-line highway is built or 
growing cities exist, there is certain to 
be a spread of urban and quasi-ur- 
ban development into unincorporated 
county territory. 

These new activities in the county 
take three fairly typical forms. First, 
there is the suburban growth, just 
beyond the limits of cities. Farms are 
subdivided and lots are offered at 
prices which tempt many city dwellers 
out into the open country. 

Second, there are the lineal exten- 
sions of the city, the “shoe-string” 
growth along main highways, often 
running for considerable distances into 
the country. Stores, industries, dwell- 
ings, and advertising structures in 
great profusion alternate with stretches 
of unimproved land in the typical . 
trunk-line highway prospect. 

At important intersections the road- 
side development almost inevitably 
takes the form of small settlements. 
These urban nuclei, each with some 
prospect of becaming in time a real 
town, have a way of springing up al- 
most overnight. 

In all places where these types of 
urban growth in the country appear, 
people are living there largely because 
they find satisfaction in being out of the 
city. The interests which have led 
them to move will continue to operate 
and others will follow. Every ad- 
vance of science and improvement 
of our social equipment makes pos- 
sible a more widespread distribution 
of population beyond the limits of 
cities. 
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PROBLEMS ARISING IN THB COUNTY 


So long as the county remained 
dominantly agricultural in outlook, its 
problems of government were the sim- 
ple ones of grading the roads, maintain- 
ing order, collecting taxes, distributing 
groceries to the poor, and occasionally 
making repairs to the courthouse or 
jail. But since city growth has been 
spreading into the open country, the 
county has a new set of problems. It 
has had to enlarge its functions to 
provide in unincorporated districts the 
kind of services and improvements that 
municipalities are expected to provide. 

The county has been forced, in many 
instances very unwillingly, to become 
godfather to the foundling communi- 
ties and infant towns laid on its door- 
step. It aids in the organization of 
lighting, water, sewer, paving, and 
fire districts, within which special 
taxes are levied for these services and 
utilities. Thus does the law permit 
the county to recognize community 
needs and to expand its governmental 
organization in order to make com- 
munity life in the county more health- 
ful and more satisfying. 

But to date, counties have taken 
little interest in the basic planning 
problems arising in their jurisdiction. 
Land is subdivided without much 
official regard to the ultimate effects 
of the operation upon the ‘general 
welfare. A highly valuable piece of 
land may be cut up by inexperienced 
lot salesmen in such a manner as to 
lose for the county the wealth that 
could be created by a more intelligently 
prepared plan. Whointhe county isre- 
sponsible for the public interest in such 
matters? Whoiscompetent and author- 
ized to give general direction to oper- 
ations of such fundamental importance? 

When new highways and roads are 
first considered is the proper time for 
public officials to check their widths, 


alignments, and general pattern. To 
do this well and without arbitrariness, 
a uniform set of official highway stand- 
ards and general plans is needed. The 
lack of definite, well-considered county 
policies with respect to highway widths, 
grading, surfacing, tree-planting, curve 
radii, and similar matters is certain to 
invite mistakes, eventual losses, and 
unnecessary sacrifice of opportunities. 

In new communities being formed 
along highways, the greatest local 
concern is generally for only the present 
necessities. The probable future need 
of a school site or a public recreation 
area is rarely thought of. The county 
as the ad interim custodian of such 
places is the only agency able to insist 
that all such matters be considered. 
The county has the power, if it will use 
it, to prevent these small places from 
becoming merely miserable replicas of 
the larger urban centers. 

The rural community, and especially 
that rapidly developing “ribbon” city 
along the major highway, has possibili- 
ties of becoming much more attractive 
if its growth is planned and directed. 
The scenic assets of the countryside 
have always encouraged men to leave 
the congested city. Many who move 
into the open country do so wholly be- 
cause they want the peculiar satisfac- 
tion which comes from closer contact 
with trees and growing things, from 
opportunities to enjoy the fields and 
the natural landscape. But once in 
the country, established in a delightful 
new home, they have no imsurance 
against the appearance of an auto 
camp in the foreground of their best 
view, a cheap-lot subdivision next door, 
and an assortment of advertising signs 
of all sizes and shapes across the street. 


CONTROL NEEDED ror Economic 
DEVELOPMENT 
It is only through reasonable control 
of land uses in the county that dis- 
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orderly and wasteful forms of develop- 
ment can be prevented. The hap- 
hazard mixture of stores, garages, 
dwellings, restaurants, signs, auto 
camps, and waste land now observed 
along the principal highways in nearly 
every county does not reflect an intelli- 
gent use of basic land resources. Land 
is the foundation of the material pros- 
perity of the state. The wealth of the 
state grows as land is put to more 
efficient, productive uses. 

The economic significance of land 
use and the relationship of planning 
and zoning thereto are well indicated 
by Albert G. Hinman, of the Institute 
for Research in Land Economics and 
Public Utilities: 


The economic significance of land plan- 
ning hardly needs to be emphasized, as it is 
well recognized. Its aim is to secure the 
most efficient utilization of land, which is 
but another way of saying themost economi- 
cally productive utilization of land... . 

If we recognize the economic importance 
of land planning, we must also recognize the 
economic importance of land classification. 
Classification is a concomitant of any scien- 
tific procedure in land planning. In classi- 
fying land, however, full regard must 
be given to the economic considerations 
involved. ... 

Such regard for economic factors is 
equally necessary in the classification and 
establishment of districts by zoning. The 
zoning of districts upon the basis of present 
needs may seriously hamper the future 
development of a city and its metropolitan 
area. It has been said that too much zon- 
ing has been done haphazardly, without 
planning, and that many cities m the future 
will suffer from misconceived ordinances of 
today. Planning, which involves classifi- 
cation based upon a thorough understand- 
ing of economic considerations, must pre- 
cede zoning. Zoning ordinances must be 
understood to be only the necessary instru- 
ments for putting planning into effect.1 


1 Hinman, Albert G., “The Economic Impor- 
tance of Real Estate Classification,” The Annals, 
March, 1980, pp. 15, 18. 
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Tas NEED ror County PLANNING 


Students of city planning have for 
some time noted with considerable 
interest the formation of new com- 
munities beyond city limit lmes, and 
have sought means of securing timely 
control over them to prevent such 
mistakes and errors of omission as 
have made cities costly and unsatis- 
factory places for well-rounded human 
existence. The idea of regional plan- 
ning was first advanced about twelve 
or fifteen years ago, as a means of giv- 
ing constructive guidance to the new 
urban growth beyond the corporate 
limits of the city. 

The theories of regional and com- 
munity planning have been amplified 
and elaborated, but to date there has 
been found no fully effective and as- 
suredly legal method of preventing 
uneconomic and antisocial forms of 
development from taking place where 
municipal control does not exist. ‘The 
idea of county planning has appeared 
as a logical outgrowth of endeavors to 
place the responsibility for what is 
taking place in unincorporated county 
territory upon some capable agency of 
government. 

It is one of the outstanding oppor- 
tunities open to county governments 
which feel some responsibility for the 
future of the territory under their 
jurisdiction, to supervise new com- 
munity building enterprises and even 
single improvement projects in their 
early stages, and to cotrdinate such 
work in a well-conceived county de- 
velopment program. It is rarely nec- 
essary for the county to feel the 
depressing effects of having to make 
compromises and adjustments with 
past mistakes as in the city. 

This ability to prevent mistakes can- 
not be illustrated better than by ref- 
erence to the work which a county 
planning department can do in estab- 
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lishing and protecting the widths of 
highways. The simple requirement 
that a person contemplating erection of 
any buildingor structure within two hun- 
dred feet of any public highway be re- 
quired to file, one week before starting 
the work, a “notice of intention to 
build,” would have great value even 
if accompanied by no other form of 
regulation. Such building activities 
are being started almost daily through- 
out the county, and especially along 
main traffic routes. 

If the builder’s plans called for the 
erection of a building on land eventu- 
ally to be needed for the widening or 
the extension of a road shown on the 
county highway maps, he could be in- 
formed of the intentions of the county. 
In ninety-five per cent of the cases, the 
building would be set back voluntarily 
to conform to the county plan and to 
obviate the cost of moving the building 
at a later date. With very few ex- 
ceptions, reasonable men see the value 
of conforming to such general schemes, 
provided they are fundamentally sound 
and are made known to them in ample 
time. ‘ 


VOLUNTARY COOPERATION 


There is much highly valuable work 
that a county planning agency can do 
by persuasion and by constructive 
guidance that it could not accomplish 
through legal, compulsory ordinances 
carrying penalties for their violation. 
The mere drafting of a plan ‘showing 
‘desirable improvements in the side- 
walks, the roads, and the planting and 
public areas of a small, unincorpo- 
rated community may lead to accom- 
plishment. Elihu Root expressed this 
thought in giving approval to the Re- 
gional Plan of New York and Environs 
when he said: 

I think that the existence of plans known 


to every one will give just enough direction 
to the movement of the multitude of sepa- 
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rate impulses to lead the growth along the 
right lines.} 

It must be noted, however, that there 
are limitations to the use of persuasion 
in planning. There comes a time 
when there is a need of plans that 
“bite.” All except one of the property 
owners along a stretch of highway may 
gladly agree to restrict the future use 
of their land to residences. This one 
recalcitrant may dream of larger 
profits from the sale of his land for 
business, or its lease for advertising 
signs. If the others are restricted by 
mutual agreement, he has a distinct 
advantage over them. They are pe- 
nalized if they go through with their 
plan, for the stores, the signs, the auto 
camps, and the other miscellaneous 
uses permitted on the unrestricted 
neighboring parcel of land impair 
values all around. It is this difficulty 
of getting one hundred per cent volun- 
tary codperation in the execution of 
community development plans that 
destroys initiative and codperative 
impulses and raises the demand for a 
legal means of controlling land uses. 

It is only through the scientific classi- 
fication of both urban and rural land 
and the enforcement of this classifica- 
tion by the creation of districts that 
the injurious and costly effects of dis- 
orderly growth in the county can be 
averted. The health and the comfort 
of those living in any of the unincor- 
porated urban and quasi-urban sec- 
tions of the county or in groups of 
homes along the highways are not ade- 
quately protected unless residential 
districts are marked and inappropriate 
land uses kept out of them. The value 
of any single piece of property in the 
county, except in a large, highly re- 
stricted subdivision, does not rest upon 
a secure foundation unless a measure of 
control is exercised over the uses of 


2 Root, Elihu, Plan of New York and Its En- 
virons, Meeting of May 10, 1922. 
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surrounding land. The failure of grow- 
ing counties to classify land according 
to economie principles and to direct its 
use will lead to heavy losses in land 
investments and the failure of many 
acres to attain expected values. 


HINDRANCES TO COUNTY 
ÅDMINISTRATION 


Without an effective system of land: 
use regulations, a county which feels a 
sense of responsibility for what 1s taking 
place within its borders is handicapped 
in the following ways: 

(1) It cannot prevent dwellings, 
stores, restaurants, and garages from 
being mixed indiscriminately along 
every main highway. This condition 
is clearly a menace to the occupants of 
the dwellings because of the exposure 
to fire risk in territory lacking efficient 
fire-fighting equipment. 

(2) It cannot prevent industries, 
stores, and other business structures 
from crowding adjacent dwellings. 
This makes it difficult, if not impossible, 
for home owners to escape the noises, 
the fumes, the odors, and the dust of 
such establishments without loss. 

(3) It cannot prevent buildings from 
encroaching .upon land which in the 
interest of public safety and economy 
should be reserved for highway pur- 
poses. The hazards of every trunk- 
line highway increase rapidly as scat- 
tered business establishments appear, 
unless a wide right-of-way of prohibi- 
tive cost is secured to prevent the 
parking and the maneuvering of cars 
from interfering with the traffic flow. 

(4) It cannot prevent dwellings from 
being erected on plots too small for the 
safe and healthful disposal of sewage. 

(5) It cannot limit population den- 
sity and have a rational basis for the 
apportionment of available water sup- 
plies. 

(6) It cannot prevent dwellings from 
being built without yards sufficient to 
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permit entry of adequate quantities 
of sunlight and fresh air into living 
and bed rooms. The fact that dwell- 
ings are being erected in country terri- 
tory where space now seems plentiful 
is no assurance that without regula- 
tions governing their spacing there will 
ultimately be no crowding and conges- 
tion. 

(7) It cannot prevent injury and 
depreciation of values in desirable 
and attractive single-family residential 
areas through the construction of para- 
sitic apartments therein. 

(8) It cannot prevent the despolia- 
tion of county roadsides and destruc- 
tion of the natural scenic resources of 
the state by the present uncontrolled 
spread of commercial advertising. The 
economic losses suffered by the state 
through the imevitable decrease in 
so-called pleasure driving on public 


highways would alone warrant the 


adoption of county-wide land use regu- 
lations. ‘The hazards arising from the 
placing of signs near railroad crossings, 
on curves, and at other points where 
nothing should distract the attention 
of automobile drivers, cannot be cor- 
rected unless counties on their own 
initiative assume some control over 
the placement of such structures and 
the uses of land therefor. 

Whether the limitations indicated 
above are of particular significance to 
county government depends upon the 
degree of responsibility which it shows 
toward the health, the safety, the com- 
fort, and the material well-being of its 
present and prospective citizens. 


OBSTACLES TO EFFECTIVE PLANNING 


It is not difficult to find objections 
and arguments against any attempt 
at the control of county development. 
Some of these erise from the peculiar 
types of citizenship often found in the 
county. The county has never been 
especially hospitable to advanced ideas 
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or to progressive policies. It has for 
so long been considered a refuge for 
those who are oppressed by the ordi- 
nances, the regulations, and the other 
requirements of the city, that county 
officials often shun the idea of assum- 
ing the legitimate responsibilities of 
government. They seriously question 
their legal right to pass ordinances and 
use the police power required in the 
exercise of those responsibilities. 

The county, in the mind of many of 
its influential citizens, is a place where 
a man may do as he pleases with his 
property—where he may build such 
structures as he needs in any size, 
shape, or manner. The prevalence of 
this attitude and the encouragement 
which it receives from legislatures, 
county officials, and courts is making it 
possible for the few who cannot get 
along in the city, who want to do 
things which would not be tolerated in 
even the least self-respecting part of 
the city, to determine what form and 
character of development shall take 
place in the county. 

There are difficulties and obstacles 
and valid objections to work of this 
character which those engaged in it 
themselves freely recognize. Some of 
these arise naturally from the fact that 
county planning is a pioneer effort. 
Its technique is not firmly grounded 
upon experience and a thorough study 
of its problems. Its objectives are not 
altogether clear. 

The extent of the territory subject 
to control increases the difficulty of 
carrying through a work of this char- 
acter. Accurate maps showing land 
ownership, land valuation, soil char- 
acteristics, existing land uses, and 
topography, and airplane photographs 
showing present natural characteristics 
are frequently missing and hard to 
secure. 

Because of the size of the county, the 
procedure for adoption of official 
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county plans is not well established. 
The necessity of holding hearings upon 
planning matters over the large area of 
the county makes a heavy drain upon 
the time and the energies of members 
of the planning commission. 

Where machinery does not exist for 
issuing building permits in the county, 
this has to be created. Local agencies 
in different parts of the county which 
can be charged with the duty of check- 
ing building construction and land 
uses must be found. These and similar 
administrative problems, which in the 
city are of no particular concern, be- 
come much more serious in the county 
and tend to raise doubts as to the 
value of planning efforts. 


Leaau Basis or Land Use 
REGULATIONS 


The obstacles indicated above, how- 
ever, are in the main overshadowed by 
grave doubts as to the legality of such 
planning activities as a county might 
wish to undertake. The more serious 
and fundamental questions are raised 
with respect to those plans and regula- 
tory ordinances which interfere with 
private ownership and uses of land. 

There is not a court opinion of record 
to date definitely establishing the right 
of the county to divide its unincorpo- 
rated territory into districts and to clas- 
sify and segregate land uses therein. 
To some, this lack of a favorable court 
opinion places the express statutory 
authority of the state under a heavy 
cloud.” They would have the county 
do nothing until the law has been 
passed upon in a definitive opinion, 
which would be tantamount to doing 
nothing forever. 

Those who question the legal right of 
the county to regulate private land 
uses forget that what the county now 
seeks to do is fundamentally what over 
four hundred cities are already doing. 
In the United States today there is 
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scarcely a city of any size or self- 
respect without a zoning ordinance. 
Forty million city dwellers, whether 
they are conscious of the fact or not, 
are living under regulations governing 
the uses of private property. Scores of 
towns and villages, some very small and 
obscure, are protected against hap- 
hazard development by laws of this 


In practically every state, the legal 
power of an incorporated city, town, or 
village to create districts within its 
limits for the regulation of land uses is 
no longer questioned. The highest 
courts of the land have been moved by 
prospects of more orderly, more bene- 
ficial forms of urban growth to sanction 
the use of the police power for such 


_ purposes. 


All this has been brought about 
within the last fifteen years. Zoning 
in cities moved along a very uncertain 
legal path for ten years before the 
United States Supreme Court in Euclid 
Village v. Ambler Realty Company, 272 
U. S. 366, gave its sanction to the basic 
principles. Today, the propriety of 
the use of the police power for this pur- 
pose in cities is rarely questioned. 

The county seeks merely to accom- 
 plish in its jurisdiction what the courts 

have recognized and applauded in 

cities. City and county ordinances 
are similar; their objectives are similar. 
The chief differences between an at- 
tempt of a county to zone its territory 
and that of an incorporated city are 
not in method or the nature of objec- 
tives, but in minor considerations aris- 
ing out of the character of the territory 
itself, and doubts based largely upon 
the inherent deficiencies of county 
government. 

The opinions of the courts upon 
municipal zoning questions lead one to 
believe that they will promptly recog- 
nize the logic and the necessity of ex- 
tending modified forms of land use 
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regulations into county territory. The 
decisions contain very few statements 
which indicate a predisposition to re- 
strict zoning to populous cities. ‘To be 
clearly legal in counties, however, zon- 
ing authority should rest upon a well- 
drawn legislative act setting forth the 
procedure to be followed in adopting 
and administering the plan. 


Some Court OPINIONS 


Justice Sutherland of the United 
States Supreme Court, in Euclid Village 
v. Ambler Realty Company, introduced 
one sentence which may be construed 
by those seeking arguments against 
county zoning as a disapproval of the 
idea. The opinion says: 

A regulatory zoning ordinance, which 

would be clearly valid as applied to the 
great cities, might be clearly invalid as 
applied to rural communities. 
The line of thought which the court 
was following, however, was clearly not 
toward a premature opinion upon 
county zoning, but toward the develop- 
ment of a new theory of nuisances, the 
perfection of which theory is the next 
step to be taken by those interested in 
improving the legal concept of zoning. 
Justice Sutherland goes on to say: 


In solving doubts, the maxim ste utere tuo 
ut alienum non laedes, which lies at the foun- 
dation of so much of the common law of 
nuisances, ordinarily will furnish a fairly 
helpful clew. And the law of nuisances, 
likewise, may be consulted, not for the pur- 
pose of controlling, but for the helpful aid 
of its analogies in the process of ascertaining 
the scope of the power. Thus the ques- 
tion whether the power exists to forbid the 
erection of a building of a particular kind 
or for a particular use, like the question 
whether a particular thing is a nuisance, is 
to be determined, not by an abstract con- 
sideration of the building or of the thing 
considered apart, but by considering it m 
connection with the circumstances and the 
locality. Sturgis v. Bridgeman, L. R. 11 
Ch. 852, 865. A nuisance may be merely 
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a right thing in the wrong place, like a pig 
in the parlor instead of the barnyard. If 
the validity of the legislative classification 
for zoning purposes be fairly debatable, the 
legislative judgment must be allowed to 
control. Radice v. New York, 264 U. S. 
292, 294. 


Since planning and the regulation of 
land uses over the vast area of a county 
must develop by districts, some have 
held that such statements as one finds 
in Miller v. Board of Public Works, 195 
Cal. 477, the leading California case 
upon zoning and one of the most valu- 
able decisions of record, point to the 
invalidity of county zoning. The 
court said: 

It cannot be gainsaid, however, that 
many municipalities, evidently upon the 
theory that zoning is a panacea for civic 
ilis, have, under the guise of zoning, sought 
to enact and enforce unreasonable and 
discriminatory ordinances. Some of these 
attempted regulations have been palpably 
for the exclusive and preferential benefit 
of particular localities. 


The tests which would be applied to 
determine validity of a county ordi- 
nance are clearly indicated in two 
questions which the court introduced 
shortly after the above quotation: 


(1) Is the scheme of zoning as a whole 
sound, that is to say, is the method of classi- 
fication and districting reasonably neces- 
sary to the public health, safety, morals or 
general welfare? 

(2) Has the scheme of classification and 

districting been applied fairly and impar- 
tially in each instance? 
If such questions as the above with 
respect to districting in counties can 
be answered affirmatively by reason- 
able men, it cannot be doubted that 
the principle will be upheld by the 
courts. 


Court Views CHANGING 
This is upon the presumption, how- 
ever, that counties have the power to 
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pass ordinances placing restrictions 
upon the uses of private property. In 
reaching a conclusion upon this point 
from a review of court opinions, one 
must be careful to note the dates of de- 
cisions which seem to deny the right of 
the county to enact such ordinances. 
For example, in In re Smith, 148 Cal. 
868, the court states: 


An ordinance limiting, regulating or even 
prohibiting in a certain district within the 
corporate limits of a city may be perfectly 
reasonable, where like limitations, restric- 
tions, and prohibitions as to some district 
within the county, arbitrarily carved out, 
would be oppressive and unreasonable in 
the extreme. Owing to the peculiar condi- 
tions existing in cities, courts are not keen 
to question the wisdom of the legislative 
exercise of their police powers in these re- 
spects; but as the same conditions do not 
exist in the country, county ordinances, 
passed in the exercise of the same power, 
may well be scanned with more critical eye. 


This might seem to be conclusive 
that a county could not divide its area 
into districts, as a city may, if one did 
not discover that these words were 
written in 1904, when the first owners 
of automobiles were learning the true 
depth of the mud in country roads. 

The modern view of the courts in 
such matters is well expressed in Wulf- 
sohn v. Burden, 150 N. E. 120: 


Of course zoning regulations are an exer- 
cise of the police power and as we approach 
the decision of this question we must 
realize that the application of the police 
power has been greatly extended during a 
comparatively recent period and that 
while the fundamental rule must be ob- 
served that there is some evil existent or 
reasonably to be apprehended which the 
police power may be invoked to prevent 
and that the remedy proposed must be 
generally adapted to the purpose, the limit 
upon conditions held to come within this 
rule has been greatly enlarged. It is not 
limited to regulations designed to promote 
public health, public morals or public 
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safety or to the suppression of what is of- 
fensive, disorderly or unsanitary but ex- 
tends to so dealing with conditions 
which exist as to brmg out of them the 
greatest welfare of the people by promoting 
public convenience or general prosperity. 
(Bacon v. Walker, 204 U. S. 811, 817, $18.) 

Being designed to promote public con- 
venience or general prosperity as well as 


public health, public morals or public safety, . 


the validity of a police regulation must 
depend upon the circumstances of each case 
and the character of the regulation for the 
purpose of determining whether it is arbi- 
trary or reasonable and whether really de- 
signed to accomplish a legitimate public 
purpose. (C. B. & Q. Ry. Co. v. Drainage 
Commrs., 200 U.S. 561.) The field of regu- 
lation constantly widens into new regions. 
The question (of regulation) in a broad and 
definite sense is one of degree. Changing 
economic conditions, temporary or perma- 
nent, may make necessary or beneficial ihe 
right or public regulation. (People ex rel. 
Durham Realty Corp. v. La Fetra, 230 N. Y. 
429; affd., in principle, 257 U. S. 665.) 
While the validity of police regulation cer- 
tainly is not to be rested simply upon popu- 
lar opinion, it has been said that it has been 
“put forth in aid of what is sanctioned by 
usage, or held by the prevailing morality or 
strong and preponderant opinion to be 
greatly and immediately necessary to the 
public welfare.” (Noble State Bank v. 
Haskell, 219 U. S. 104, 585.) 


SOME QUESTIONS ANSWERED 


Those who are unselfishly and hon- 
estly concerned about the legal ba- 
sis of county land use classification 
schemes generally find their doubts in- 
dicated in such questions as the fol- 
lowing: 

(1) Can such interference with private 
interesis as county land use regulations 
imply be justified under the police power? 

The principal justification for zoning 
in cities has been found in its relation- 
ship to the home. The decisions 
abound in beautifully phrased state- 
ments extolling the virtues of the 
American home and justifying the use 
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of the police power in the designation 
and the protection of home districts. 

In State v. Harper, 196 N. W. 461, 
the court, in holding that a zoning 
ordinance is valid, says: 


We are required to consider whether such 
ordinances have any reasonable tendency 
to promote the public morals, health, or 
safety, or the public comfort, welfare, or 
prosperity. i 

The purpose of the law is to bring about 
an orderly development of our cities; to 
establish residence districts into which busi- 
ness, commercial, and industrial establish- 
ments shall not intrude, and to fix business 
districts and light industrial districts upon 
which heavy industrial concerns may not 
encroach. This is no new idea, although 
it has but recently taken the form of legis- 
lation. Every one who has observed the 
haphazard development of cities, the 
deterioration in the desirability of certain 
residential sections by the encroachment 
of business and industrial establishments 
upon and into such sections, resulting in the 
consequent destruction of property values 
and in the ultimate abandonment of such 
sections for residential purposes, has appre- 
ciated the desirability of regulating the 
growth and development of our urban com- 
munities. The home seeker shuns a section 
of a city devoted to industrialism, and 
seeks a home at some distance from the busi- 
ness center. A common and natural in- 
stinct directs him to a section far removed 
from the commerce, trade, and industry of 
the community. He does this because the 
home instinct craves fresh air, sunshine, 
and well-kept lawns—home association be- 
yond the noise of commercial marts and the 
dirt and smoke of industrial plants. Fresh 
air and sunshine add to the happiness of the 
home, and have a direct effect upon the 
well-being of the occupants. It is not un- 
common to witness efforts of promoters to 
preserve the residential character of their 
additions by placing covenants in their 
deeds restricting the use of the property to 
residential purposes, and, in some instances, 
requiring the erection of a home according 
to specified standards. It cannot be denied 
that a city systematically developed offers 
greater attractiveness to the home seeker 
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than a city that is developed in a haphazard 


way. The one compares to the other 
about as a well-ordered department store 
compares to a junk shop. If such regula- 
tions stabilize the value of property, pro- 
mote the permanency of desirable home 
surroundings, and if they add to the happi- 
ness and comfort of the citizens, they 
thereby promote the general welfare. 


There are home districts forming in 
the county that are just as worthy as 
any in the city. The county zoning 
ordinance would be a form of home in- 
surance. ‘The major land use districts 
would be residence districts. The 
fundamental purposes of a county zon- 
ing plan are fully stated in the above 
opinion. It might well have been 
written with respect to a county 
ordinance. 

(2) Does the fact that the county is 
sparsely settled and largely rural in char- 
acter militate against the application of 
such measures of control? 

In many decisions the courts have 
recognized the value of regulations 
which prevent the creation of objec- 
tionable conditions in urban develop- 
ment. To have the most beneficial, 
constructive effects, ordinances of this 
character must be applied to land in 
process of development or having possi- 
bilities of development. 

The rules of law governing the use of 
the police power have never required 
that such legislative enactments be 
restricted to settled communities or 

A city zoning plan drawn according 
to approved principles covers the entire 
corporate area of the city, regardless of 
its character. In the cases of such 
cities as Des Moines, Duluth, Los 
Angeles, and New Orleans, this means 
that many square miles of land having 
distinctly rural characteristics and 
agricultural uses, but for one reason 
or another included within the bound- 
aries of the city, are divided into dis- 
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tricts, and land uses are segregated and 
regulated therein. Under such condi- 
tions the districting plan has its 
maximum effectiveness, because its pro- 
portions and general character are de- 
termined according to broad principles 
and ratios established by scientific 
studies and do not represent a compro- 
mise with previous mistakes. 

The courts have not refused to sanc- 
tion city zoning plans because they 
extended over vast undeveloped areas. 

In the trial court where the now 
famous Euclid Village case was argued, 
the court declared the ordinance which 
set out districts in advance of develop- 
ment—in other words, before mistakes 
had been made—invalid. This was 
“placing the village in a strait-jacket.”’ 

Mr. Newton D. Baker, of Cleveland, 
in presenting the argument against 
the Euclid Village Zoning Ordinance 
before the United States Supreme 
Court, made the following statement: 


We believe it, however, to be the law that 
these powers must be reasonably exercised, 
and that a municipality may not, under the 
guise of a police power, arbitrarily divert 
property from its appropriate and most 
economical uses, or diminish its value, by 
imposing restrictions which have no other 
basis than the momentary taste of the pub- 
lic authorities. Nor can police regulations 
be used to effect the arbitrary desiré to have 
a municipality resist the operation of eco- 
nomic laws and remain rural, exclusive and 
sesthetic, when its land is needed to be other- 
wise developed by that larger public good 
and public welfare which takes into con- 
sideration the extent to which the prosper- 
ity of the country depends upon the eco- 
nomic development of its business and 
industrial enterprises. 


The United States Supreme Court, 
notwithstanding this argument, swept 
the adverse decision of the lower court 
aside and declared the same ordinance 
constitutional. 

In the opinion of the court, the facts 
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as to the village within which this 
ordinance was effective are stated: 


It adjoins and practically is a suburb 
of the City of Cleveland. Its estimated 
population is between 5,000 and 10,000 and 
its area from twelve to fourteen square 
miles, the greater part of which is farm 
lands or unimproved acreage. 


When Euclid Village was a mere 
settlement in the country, and unin- 
corporated, it would undoubtedly have 
been advantageous then to apply zon- 
ing regulations to its territory, because 
of the unavoidable assumption that 
it was sure to grow and develop. Is 
there any valid reason why the bene- 
ficial effects of a districting plan should 
not be brought within reach of every 
small urban center? 

If the terms of such an ordinance 
are properly understood, it will be ap- 
parent that they come into effect only 
when land uses change and when ur- 
ban conditions appear. So long as 
land remains open, rural, and in agri- 
cultural use, the owners need scarcely 
be aware of the existence of such regu- 
lations. If the small urban nuclei or 
roadside developments which they were 
designed to improve do not appear, the 
loss is small indeed. 

(3) Will the courts permit the use of 
police powers where the objectives of leg- 
islation have an obviously esthetic basis? 

This is still a moot point wherever 
land use regulations are attempted. 
The courts recognize an sesthetic basis, 
but for security they seek arguments 
related to health or safety upon which 
to justify approval of such legislation. 

As a matter of fact there is a large 
element of the sesthetic in the operation 
of every city zoning ordinance. Why 
is the entry of a filling station into a 
residential neighborhood opposed by 
property owners nearby? They do 
not worry about health or safety. 
They object to its presence. They do 
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not like to look at it. They recognize 
the injurious effect which it will have 
upon the harmonious, unified char- 
acter of the home district. The courts 
rationalize these fundamentally æs- 
thetic objections. They approve the 
general pattern of districts adopted by 
the municipality, unless it is palpably 
unfair and discriminatory. The “pig 
in the parlor” analogy of Justice Suth- 
erland previously noted in the Euclid 
Village opinion is indicative of the true 


“basis of many authoritative zoning ` 


decisions. 

The filling station is not intrinsically 
a menace to health or safety, for it may 
be permitted on the next corner in a 
“business district” fixed by a zoning 
ordinance. All around the filling sta- 
tion in this business district people 
may be living, exposed to the hypo- 
thetical health and safety menaces 
recognized as controlling with respect 
to a similar corner only a few hundred 
feet away. 

The objections to city zoning meas- 
ures’ based upon ssthetic arguments 
have been overruled many times by 
courts able to find more substantial 
grounds upon which to justify such or- 
dinances. The courts will find similar 
grounds where county ordinances of 
this type are under consideration. 
And the time is coming when the law 
will openly recognize the tremendous 
value of sesthetic motives in community 
development. 

(4) Can what the county proposes to 
do be considered reasonable by any court? 

The test of reasonableness is now the 
most difficult one for any zoning scheme 
to pass. There are no rules for the 
determination of reasonableness. Is 
the exclusion of business from certain 
portions of the frontage of a major 
traffic highway, wherein several scat- 
tered dwellings exist, reasonable? In 
the view of the home owners, such an 
ordinance would be eminently reason- 
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able, for it might mean the preserva- 
tion of the lifetime savings invested in 
homes. In the view of the owner of a 
vacant lot adjoining one of the homes, 
such an ordinance would be wholly un- 
reasonable, for it might deprive him of 
an advantageous sale. It is not by 
any means certain that the contentions 
of the owner of unimproved land that 
property on such a highway is unsuit- 
able for any other use than business 
would be rejected by the court. 

The disposition of a court to take 
such a view, which may disregard the 
larger good which the ordinance seeks 
to accomplish, may best be challenged, 
not by arguments in general terms but 
by a convincing exhibition of the fac- 
tual bases upon which the ordinance 
was drawn. ‘There is no more effective 
answer to the charge of unreasonable- 
ness than a demonstration that the 
regulations in question are justified by 
scientifically collected data. ‘This in- 
dicates the extreme importance of 
maps and charts of existing conditions 
and studies of trends of development 
before any land use regulations are 
put into effect. The preparation of 
data maps and charts is fully as im- 
portant as work upon the ordinance 
itself. 


PIONEER EFFORTS IN COUNTY 
PLANNING 


One of the most frequent queries 
about county planning activities arises 
from doubt as to the ability of the 
county to undertake such work if it has 
never been done anywhere else. For- 
tunately, this lack of precedent is 
rapidly bemg overcome. 

In California, Wisconsin, Ohio, 
Pennsylvania, New York, and Georgia 
there has been a recognition of the 
fact that counties must be charged 
with certain responsibilities for commu- 
nity development outside incorporated 
places. County planning has been 
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made possible in all these states. In 
California, through a joker in its 
rickety old constitution, each county, 
whether it needs one or not, is required 
to have a planning commission. To 
date there have been twenty-one com- 
missions appointed. 

Only a few counties have thus far 
undertaken to outline a more orderly 
development of unincorporated dis- 
tricts by adoption of zoning regulations. 
These all show a marked similarity in 
form to the typical city zoning ordi- 
nance. The regulations vary, how- 
ever, because of varying conditions in 
different counties. 

Los Angeles County, the first county 
in the United States to have an official 
planning commission, under its charter 
powers has had a use ordinance in 
effect since 1927. This classifies prac- 
tically the entire county as an unre- 
stricted district, but is amended from 
time to time, after adequate studies 
and hearings, to apply more detailed 
use restrictions to districts that have 
pronounced urban characteristics. The 
full list of ten districts follows: 


Ri—Single-Family Residence Zone 
R2—Two-family Residence Zone 
R3—Limited Multiple Residence 
Zone 
R4—Unlimited Residence Zone 
Cl1—Apartment and Restricted Busi- 
ness Zone 
C2—Neighborhood Business Zone 
C8—Unlimited Commercial Zone 
M1—Factory Zone 
M2?—Industrial Zone 
M8—Unlimited Zone 


Milwaukee County, Wisconsin, has a 
zoning ordinance drafted to cover the 
entire county. It provides use regula- 
tions only and includes as one item of 
the several districts an agricultural 
district. The seven districts follow: 


“A” Residence District—single and 
two-family dwellings 


REGULATING LAND Uses IN THE County 


“B” Residence 
ments and hotels 
Local Business District—Retail 
stores , 
Agricultural District to permit man- 
ufacture of dairy products 
Commercial District—light manu- 
facturing 
Industrial District 
Unrestricted District 
The Milwaukee County ordinance, 
by provision of the Wisconsin law, be- 
comes effective by townships through 
the approval of the ordinance and the 
map by each respective township. All 
townships are now developing in ac- 
cordance with this county zoning plan. 


District—apart- 


GEORGIA AND MARYLAND 
REGULATIONS 

Glynn County in Georgia is virtually 
an urban extension of the City of 
Brunswick. The county zoning ordi- 
nance imposes upon a relatively small 
unincorporated area, regulations simi- 
lar to those in effect in the city. There 
are six districts, as follows: 


“A” Residence District—one-family 
residences, public buildings, muse- 
ums, golf, reservoirs, and cement- 
ing extensions 

“B” Residence District—‘‘A” uses, 
duplexes, lodges, and apartments 
not over eight families 

“C”? Residence District—apart- 
ments, hospitals, sanitariums, sub- 
stations, and so forth 

“D” Agricultural District—dwell- 
ings incident to agricultural uses 
and farms for timber, grain, fruit, 
vegetables, or livestock 

“E” Business District—retail busi- 
ness, undertaking, printing, and so 
forth 

“F” Industrial District—unrestricted 
except dangerous and ill-smelling 
or smoky plants 


In the region around Washington, 
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Maryland has created a planning area 
composed of parts of Prince Georges 
and Montgomery Counties, and has 
placed planning and zoning and park 
development responsibilities therein 
upon a special commission known as 
the Maryland-National Capitol Park 
and Planning Commission. ‘This Com- 
mission, under the act creating it, has 
authority to impose zoning restrictions 
upon all the 140 square miles of terri- 
tory under its jurisdiction, including 
twenty-seven incorporated places in its 
scheme, as well as considerable unde- 
veloped county area. 

The zoning regulations adopted for 
this region are comparable to those in 
effect within the District of Columbia. 

There are three residential zones, provid- 
ing for single-family, two-family, and apart- 
ment use. One commercial zone permits 
business and light industry and one indus- 
trial zone is for non-nuisance industry. 
Certain so-called “nuisance” industries 
may enter the industrial zone with the 
approval of the Commission and after pub- 
lic notice and hearing. 

During the two years of zoning adminis- 
tration there have been 66 applications for 
zoning amendments, of which 86 were 
adopted. ‘There have been 21 applications 
for zoning appeals, of which 16 have been 
either wholly or partially granted. Mat- 
ters of lot width, building setback, or build- 
ing height may be adjusted by the Board of 
Appeals where the strict letter of the law 
may create undue hardship.’ 


ORDINANCES OF CALIFORNIA COUNTIES 


In California, the statute under 
which planning is undertaken in non- 
charter counties authorizes the adop- 
tion of a districting plan in sections. 
This is a fundamentally correct pro- 
cedure where counties embrace a thou- 
sand square miles or more of diversified 
territory. No authority exists for a 
board of adjustment. 

3 Roct, Irving C., “Maryland Plans for 


Greater Washington,” American Civic Annual, 
Vol. II, 1930, p. 100 
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Under this act, both Monterey and 
Santa Barbara Counties have adopted 
districtmg plans and land use regula- 
tions covering certain well-defined, 
unincorporated areas having urban 
characteristics. The Monterey County 
ordinance applies comprehensive use, 
height, and area restrictions to a small 
community known as Carmel High- 
lands. The Santa Barbara ordinance 
is likewise a typical comprehensive 
zoning scheme applied to approxi- 
mately forty square miles adjoining 
the city of Santa Barbara. 

The Santa Barbara ordinance has 
been in effect two years, has been 
amended twice, and has been under 
court attack once. Ina lower court, on 
habeas corpus action from which there 
was no appeal, it was declared unrea- 
sonable and consequently invalid with 
respect to a single piece of property 
upon which an oil well was being 
drilled without a permit and in viola- 
tion of the ordinance. 


PROGRESS In County PLANNING 


These evidences of progress in the 
field of county planning are encourag- 
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ing. They indicate a growing willing- 
ness on the part of county government 
to adapt itself to new conditions. 
Notwithstanding the doubts of the un- 
informed, the objections of the mal- 
contents, the handicaps of law, the 
lack of precedents, the new technique, 
and the administrative difficulties, 
advances are being made in establish- 
ing this form of social control. 

It is only through improvement in 
the methods of classifying land in 
economic terms and of regulating its 
uses, that clean, healthful, modern com- 
munities, reflecting in their high quali- 
ties the resources and the character of 
the Nation, may be created. What 
Justice Lennon of the California Su- 
preme Court said with reference to 
cities in his able opinion in Zahn v. 
Board of Public Works, 195 Cal. 
518, is even more applicable to 
counties: 


Zoning in its best sense looks not only 
backward to protect districts already estab- 
lished but forward to aid in the devel- 
opment of new districts according to a 
comprehensive plan having as its basis the 
welfare of the city as a whole. 


Zoning, Taxation, and Assessments 
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By Donatp M. BAKER 
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HE decade extending from 1920 to 

1930 has seen very great advances 
in the quantitative aspects of city 
planning, which is rapidly developing 
into a more or less exact science in 
many of its branches. 

Most movements of this nature have 
their start in a qualitative approach, 
where appeal is made directly to the 
emotions, and things are done more or 
less by instinct, and later develop the 
scientific phases. What is now known 
as the planning movement in America, 
while it has been evidenced in sporadic 
instances for many years, has really 
only been recognized as such for a little 
over twenty years. The industrializa- 
tion of this country, the increasing 
movement of population from subur- 
ban to urban areas, the higher stand- 
ards of living demanded by citizens as a 
result of increase in education and 
higher wage scales, and the advent of 
height-limit building, the electric rail- 
road, and the automobile have given 
Tise to a widespread demand that our 
` cities be made better and more efficient 
places in which to live. The recogni- 
tion of the value of time in our every- 
day life has turned the attention of 
those charged with the responsibility 
of city building to ways and means of 
saving time. 


Tam Crry PLANNER’s PROBLEMS 


The “city beautiful” idea was the 
first organized expression of this move- 
ment. Soon, however, like all move- 
ments of this nature, it was found that 
growth and circulation of population 
in a community were governed by cer- 
tain very definite natural laws, and 
that the application of such laws to the 


growth of cities and circulation of pop- 
ulation must be studied. 

Then the attention of the city plan- 
ner became directed to such engineer- 
ing and economic terms as rates, trends, 
factors, relationships, and similar tech- 
nical matters. Public utilities must be 
planned and designed for a maximum 
human load upon the land, or density 
of population. Such utilities are de- 
signed for thirty or fifty years ahead, 
and if density cannot in some way be 
controlled through zoning, the de- 
signer finds in time that his works are 
either not used to their maximum 
capacity, or that they quickly become 
overloaded, and duplicate facilities are 
necessary. This leads to the establish- 
ment of certain definite relationships 
between population density and utility 
capacity. 

Similarly, the carrying capacity of 
streets must be designed not alone for 
existing traffic. The designer must 
know something of traffic to be con- 
tributed in the future by adjacent 
areas or by areas near the termini of 
such streets, and also of such features 
as average and peak loads, and the ulti- 
mate amount of this traffic which must 
be subjecttocontrol. Otherwise, either 
saturation will occur at too early a 
date, or needless expense will be in- 
curred because traffic does not develop 
to the expected maximum capacity. 
The planner therefore commenced to 
study the phenomena of traffic move- 
ment, and by observation and analysis 
was able to compute the maximum 
vehicular carrying capacity of a street, 
just as the flow of water in a pipe can 
be computed. 

The purpose of zoning is to stabilize 
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and protect the character of neighbor- 
hoods or districts, to assure proper and 
healthful living conditions therein, to 
direct the development of property to 
locations where the type of develop- 
ment indicated by the zone will be most 
advantageous, and to control the ulti- 
mate human load upon the land to the 
end that all public utilities, including 
water, sewers, telephones, gas, electri- 
city, and rail and street transportation, 
may be intelligently planned. The 
whole basis of zoning lies im the ex- 
pected stability which will ensue, and 
in the ability to predetermine the 
characteristics of a given neighborhood 
or district. 

Zoning usually controls: (a) land 
usage; (b) height of structures; and 
(c) proportionate area of land occupied 
by structures. 

It may indirectly through one of the 
above three, or directly through specific 
designation, control the population 
density upon the land. The most 
common adaptation of zoning is in the 


limitation and the control of land usage, ' 


and here one finds such usage divided 
into three main types, each of which 
may be subdivided into a nuniber of 
classifications. The main classifica- 
tions are residential, commercial, and 
manufacturing. 

In the natural growth of any com- 
munity, there exists a very definite re- 
lationship between the proportions of 
property utilized for each of these pur- 
poses. These proportions will remain 
fairly constant in all communities of 
similar characteristics. Naturally, in 
a residential city or community lo- 
cated close to a larger city wherein 
commercial and industrial activities 
predominate, a different ratio between 
the various uses will oecur from that in 
a small manufacturing town. Eastern 
cities, with their high population 
densities, will have a different propor- 
tion of land occupied by single-family 
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residences than one would expect to 
find on the Pacific coast or in the South- 
ern states, where climatic conditions 
and other factors do not cause crowd- 


Such ratios can be expressed in terms 
of proportionate city areas or with 
reference to units of population. How- 
ever, economic laws control these ra- 
tios, and any attempt to disrupt the 
natural proportionate use in any one 
class can only upset the economic 
balance and result in no permanent 
good. l 

The dream of every city planner is to 
be able sometime to plan and lay out a 
city in a virgin area, where streets, 
lots, zoning, recreational areas, public 
buildings, and all such matters coming 
within the domain of city planning can 
be properly designed and balanced; but 
such an opportunity very seldom oc- 
curs. Canberra, the new capital city 
of Australia; the town of Longview, 
Washington, recently built; and the 
new town near Boulder Canyon, Ne- 
vada, to be used as construction head- 
quarters for the building of Hoover 
Dam, are a few examples of such op- 
portunities. In Los Angeles the City 
Planning Commission has an oppor- 
tunity of a somewhat similar nature in 
planning the vast San Fernando Valley 
for an ultimate population of perhaps 
one and one-half or two millions. 
This tract is approximately 150 square 
miles in area, and was only partially 
disturbed by development at the time 
when its planning began. 


COMPROMISING WITH EXISTING 
CONDITIONS 


However, most work of planning is 
in reconstruction, the correction of 
mistakes resulting from uncontrolled 
growth, and in this a planner must take 
things as he finds them and do the best 
he can, using all of the technical and 
economic facts at his command in an 
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endeavor to persuade certain of the 
politically minded public authorities 
and speculative realtors and builders 
as to wherein lie the best interests of 
themselves and the city. He cannot 
apply the strict formule of land densi- 
ties, of proportion of business frontage 
to population, of light and air require- 
ments, and so forth, to the built up 
areas, because he usually finds such a 
conglomeration of land usage and 
coverage, and of heights, that any at- 
tempt to definitely apply such ratios 
will fail. His final plan will of necessity 
be a compromise, and it is up to him to 
make it the very best compromise 
possible. 

When the zoning studies and the final 
plan have been made for a city, and, 
after conferences and education of the 
public, a plan has been adopted, the 
work can still not be considered com- 
plete. As time goes on certain changes 
in zone boundaries or variances from 
existing zones will be found necessary. 
The reasons for such changes usually 
fall under the following heads: 

(a) Nonconforming existing uses 
which necessitate adjustments for ad- 
jacent properties; 

(b) Changing conditions of develop- 
ment, either unpremeditated or over- 
looked in the original zoning: 

(c) Mistakes made in original zon- 
ing, due to lack of skill on the part of 
the planner, lack of information at the 
time the plan was made, or resulting 
from political pressure; 

(d) Attempts on the part of special 
interests to gain advantage to them- 
selves or to their property at the ex- 
pense of surrounding property through 
a change in zone boundaries or a vari- 
ance under the existing zone. 

Nonconforming uses cannot be cared 
for in the original zoning, but circum- 
stances arise from time to time which 
necessitate an adjustment or a variance 
to remedy situations caused by these. 
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Most of such adjustments are very 
proper and can usually be made with- 
out violating the principles of sound 
zoning. ‘Theoretically, when a zoning 
plan is made, it should be the result of 
a study not alone of present conditions 
but also of future trends and possible 
changes in characteristics. It may be 
that such changes are so far in the fu- 
ture, or conditions are so uncertain as 
to their nature and extent, that 1t 1s not 
advisable to consider them in the origi- 
nal zoning. This requires alterations 
in zone boundaries or possible variances 
to be made at a considerably later 
date. 

Even the best of city planners are 
liable to error, due either to lack of 
judgment or skill on their part, or to 
lack of information at the time the zon- 
ing plan was made. The most fruitful 
ground for mistakes in the original 
plan, however, lies in the compromises 
which are usually necessary to secure 
its adoption, and these are nearly al- 
ways made through a departure from 
sound zoning practices. In making 
such compromises, the planner is faced 
with the responsibility of either secur- 
ing the adoption of a plan which is 
eighty to ninety per cent perfect, or of 
having no plan at all. In the opinion 
of the writer, the former course always 
shows good judgment. As time goes 
on, it is almost always possible to rectify 
these mistakes if the administration of 
the zoning ordinance is handled in an 
intelligent manner. Changes falling 
under the above three heads are in most 
cases fully justified. 


Economic PRESSURE ON PROPERTY 


There are always some people in this 
world, however, who endeavor to 
get ahead at the expense of their 
neighbors. Sometimes they feel that 
their actions are fully justified and 
sometimes they do not care whether 
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they are or not. It is such persons as 
these, and the changes which they re- 
quest, that cause most of the difficul- 
ties in administering a zoning ordi- 
nance, and that in most cases give 
grounds for lack of public confidence 
in zoning. ‘The reasons for these un- 
necessary changes are subject to analy- 
sis and they usually have to do with 
economic pressure upon the owner of 
the property. 

A person buys property usually for 
one of the three following reasons: 
(1) to utilize it himself; (2) to hold it 
as an investment; or (8) to hold it as a 
speculation. 

When property is purchased for use 
it may be for the personal use of the 
purchaser, such as.for a residence, a 
store, a factory, an office, or the like. 
In such cases the purchaser receives no 
direct monetary return for his use un- 
less it be strictly a bookkeeping return, 
but he may—and strictly speaking he 
should—charge off to the earnings of 
the property that which he would 
otherwise be required to pay in rent for 
a, similar piece of property. This ap- 

_ plies whether the property is improved 
or unimproved. There is also an in- 
tangible return to the owner who makes 
a personal use of the property, which 
cannot be evaluated but nevertheless is 
very real, and this should be considered 
in addition to the direct financial re- 
turn. Jf such property is used by 
others than the owner, the latter should 
receive a return upon his investment 
sufficient to cover taxes, interest, and 
other carrying charges. 

When one purchases property as an 
investment, if the property is improved, 
he receives a rental which should pro- 
vide an adequate return upon the sum 
invested. If the property is unim- 
proved and if the purchaser has no in- 
tention of improving it, his return will 
come in an appreciation in value of the 
property, which will ultimately be 
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realized at the time of its sale. Unim- 
proved property is a good investment 
only where immediate income is not 
desired, and in such cases, if the value 
increases at a proper rate, it is an ex- 
cellent type of investment, because the 
income cannot be dissipated but con- 
tinues to earn compound interest. 

The difference between investment 
and speculation has been discussed 
throughout volumes. It is largely a 
matter of personal opinion. In gen- 
eral, however, with speculation the 
risk of security of the principal and of 
return is greater than in cases of in- 
vestment, and the return, if realized, is 
also much greater. Speculation also 
requires quick returns. When one 
buys property for speculation, it is 
either unimproved property or prop- 
erty which is underimproved in the 
light of future developments in the 
locality. The purchaser is looking 
for a very rapid increase in the value of 
the property. 

Any purchaser of property for in- 
vestment or speculation, be the prop- 
erty improved or unimproved, is al- 
ways confronted with the problem of 
compound interest. If no improve- 
ments exist and no return upon its 
purchase price is received, it must at 
least double in value every seven or 
eight years if a return at investment 
rates is to be achieved. It usually 
costs from nine to ten per cent an- 
nually to carry property, this cost be- 
ing made up of interest, taxes, assess- 
ments for improvements, and various 
minor miscellaneous matters. With 
an annual return of a few per cent upon 
the purchase price, or a slight reduc- 
tion in taxes or other carrying charges, 
offsetting the compound interest ac- 
cruing, the time required for the prop- 
erty to double in value and still earn 
a fair interest rate is greatly increased. 
The following table shows the workings 
of compound interest in illustrating 
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the time taken by a given sum to 
double at various interest rates. 


Lexnara or Time Reguimep ror a Grvan Sum 
to Douss, at Varyine Rates or Com- 
POUND INTEREST 





Years 
(To nearest year) 


Interest Rate 
(Per Cent) 


24 
18 
14 
12 
10 


Coe ment Aa om & 


fran 


It can readily be seen, therefore, 
that when a person owns property 
which is either unimproved or -1nder- 
improved, he is very often forced by 
economic pressure to do something 
with it; and if that which he wishes to 
do is contrary to the provisions of the 
zone where the property is located, he 
immediately thinks himself wronged, 
and starts out to right such wrong. 
If, however, some way can be devel- 
oped to relieve this economic pressure 
upon the property owner, such as a 
reduction in his taxes or assessments, 
he is less likely to attempt to break 
down the original zoning. 


TAXATION 


The theory of ad valorem taxation of 
real property and improvements is 
that each owner thereof must pay his 
share of governmental cost derived 
from such taxation, which share is the 
proportion that the value of his prop- 
erty bears to the value of all other 
taxable property in the area involved. 
This has been the modern develapment 
of taxation. The value of each piece of 
property is fixed at a certain sum, which 
a seller willing but not forced to sell 
would take from a purchaser willing 
but not forced to buy. 
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The general practice in establishing 
the assessed value is to make it a cer- 
tain percentage of the market value, 
ranging from thirty to one hundred per 
cent thereof. The percentage used is 
of no great moment provided that all 
the property in the area assessed is 
uniformly valued, as a higher per- 
centage merely means a lower tax rate. 

This is theoretically sound; but 
practically, many difficulties arise, due 
mostly to the quantity taken as the 
market value. This quantity, of real 
estate particularly, should be the net 
return received from the property, or 
the net return which could be received 
if the property were developed to its 
highest use, capitalized at a reasonable 
rate of interest, to which may or may 
not be added an element of speculation. 
This latter is a very difficult thing to 
evaluate. A sound method of doing 
so is to estimate the present worth of 
the future advance in value of the 
property at the time when in all prob- 
ability it could be sold or utilized. 

The following is an illustration of 
such a method. Assume a lot zoned 
for commercial purposes to be occupied 
by a large business block of a size and 
type suitable to the site in question, 
the building to be erected at a cost of 
500,000. Without going into the de- 
tail of operating expenses, taxes, and so 
forth, or the division of the return be- 
tween junior and senior financing, as- 
sume that the net annual revenue from 
the property waich can be allocated as 
interest and dividends will amount to 
56,000. ‘Taking an interest rate of 
seven per cent, $85,000 would be set off 
as the return on the building, leaving 
$21,000 to be capitalized as the reason- 
able value of the lot. This gives a 
ground value of $300,000, which a 
purchaser would be justified in paying. 

If it were apparent that in five years 
a greater return could be obtained from 
this property, so as to make its ground 
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value at the end of five years equal 
to $600,000, a speculative increment 
could be reasonably added to the 
ground value of $800,000 which was 
equivalent to the present worth of the 
difference between $600,000 and 8300,- 
000 (equals $800,000), or $218,900, and 
this would make the present ground 
value equal to $518,900 (equals $300,- 
000 -+ $213,900). Anything more 
than this which was paid for the 
ground would not represent good busi- 
ness judgment in such circumstances. 


PURCHASERS SHOULD CONSIDER 
ZONING REGULATIONS 


Too often, however, property is 
purchased, not by arriving at the price 
through this method, but merely by 
using prices paid in the transfer of 
nearby property as a basis, irrespective 
of a possible utilization of the property. 
Little study is given as to the utiliza- 
tions which are allowed by the zoning 
ordinance. The writer has had per- 
sonal experience in many cases where 
property has been purchased either for 
speculation or for a specific use, the 
purchaser being familiar with deed re- 
strictions but knowing nothing about 
the zoning until a building permit was 
to be taken out. 

If in the foregoing illustration the 
property had been zoned for multiple 
residential purposes, it would not have 
been possible to put up a business block. 
A high-class apartment house might 
have been erected at a cost, say, of 
$850,000 with a total net annual 
revenue of $35,000, of which $24,500 
would have been charged against the 
building, leaving $10,500 as a return on 
the land. This, capitalized at seven 
per cent, would give a land value of 
$150,000. 

Assuming that the aforesaid prop- 
erty was purchased for speculation with 
the idea of holding it for five or ten 
years and then selling it, and that it 
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was assessed as business property on & 
basis of forty per cent of $800,000, its 
assessed value would be $120,000. 
With a tax rate of four dollars per 
hundred dollars assessed valuation, the 
annual tax would be $4,800. If, how- 
ever, the property was not zoned for 
business, its actual value based upon 
investment return would be $150,000 
and the corresponding annual tax 
$2,400. It might be that a purchaser 
secured this property during an era of 
speculation when values were soaring, 
and paid $800,000 or more for it, plan- 
ning to built or dispose of the property 
within five years. Faced with exces- 
sive carrying charges, he would natur- 
ally seek relief, and if this relief were 
suggested in the shape of a use not 
allowable in the zone, he would bend 
every effort to have an unwarranted 
charge or variance allowed. 

It is thought that the taxing authori- 
ties are not yet prone to give much 
consideration to the zone in which the 
property is placed in fixing its assessed 
valuation. The writer has seen in- 
numerable instances in the case of 
frontage on major boulevards where 
already a surplus of commercial zoning 
existed sufficient to take care of all 
present and future demands, the re- 
mainder of the frontage being zoned 
for multiple residential purposes. ‘The 
zoning was such that business was con- 
centrated at intersections, with inter- 
vening space given over to residential 
purposes. Speculators purchased the 
property along the boulevard, giving 
no consideration, in the price paid, to 
the allowable uses to which such prop- 
erty could be developed. ‘They held 
the property for a time, and then, due 
to economic pressure, felt it necessary 
to develop it with something of a com- 
mercial nature. In practically every 
case the main argument for a zone 
charge or variance was that taxes and 
assessments had increased the carrying 
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charges to such a point that relief 
through a change in the allowable use 
was necessary. Whether this hap- 
pened to be a fact or whether it hap- 
pened to be merely the belief of the 
owner, did not deter him from making 
a very strong attempt through political 
influence to effect such relief. 


ALLOCATING [MPROVEMENT Costs 


A second and somewhat different, 
situation, where zoning should be given 
the most serious consideration, arises 
in the case of levying special assess- 


ments for the cost of public improve- ` 


ments. This method of meeting im- 
provement costs is followed in many 
sections of the country. Streets are 
opened, widened, paved, or lighted, 
sewers are installed, curbs and side- 
walks put in, and other improvements 
made, and the cost is distributed over a 
district, theoretically in proporticn to 
the benefit derived from the improve- 
ment. 

Take the case of a sewer system 
covering several thousand acres, in 
which are located single residential, 
multiple residential, and commercial 
zones. ‘The usual practice is to assess 
the property for the cost of the sewer 
system on the basis of a fixed sum per 
front foot or a fixed sum per lot of cer- 
tain size, irrespective of zoning regula- 
tions. However, the ultimate density 
in the multiple residential district may 
be from four to ten times that occurring 
in the single-family residential zone, 
and the sewage flow will be increased 
in this proportion. This necessizates 
great increase in the size of laterals 
intercepting sewers and outlets. Un- 
doubtedly the multiple residential prop- 
erty has a higher value and can afford 
to stand a heavier cost. While the 
usual cost of sewage systems is in gen- 
eral not so great as to impose an eco- 
nomic burden upon the owners of the 
property, nevertheless this is given by 
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way of illustration to show the lack of 
attention to zoning in the levying of 
such assessments, 

Take, however, the case of the 
widening, the paving, and the lighting 
of a major boulevard. The general 
current practice is to allocate to the 
business frontage on this boulevard the 
larger proportion of the cost. If adja- 
cent areas are or will be sufficiently 
populated to support the business 
frontage throughout the length of im- 
provement, this frontage no doubt can 
stand the larger proportion of the con- 
struction cost; but where only a small 
proportion of it can or ever will be 
utilized for business, the remainder 
must be put to other uses, which will 
probably be single and multiple resi- 
dential structures. In many cases the 
increase of traffic occasioned by the 
improvement will prove to be a positive 
detriment to this type of development, 
and if assessments for the improve- 
ment become oppressive, the owners 
will be forced to take some steps for 
relief and will become active in seeking 
to upset the existing zone regulations. 

There is no question that increased 
trafic, both vehicular and pedestrian, 
is usually of great benefit to business 
frontage, and this frontage usually can 
well afford to pay for a large proportion 
of the cost of the improvement which 
develops such traffic. The improved 
street may benefit multiple residential 
property located several blocks off the 
improvement, by making this property 
more accessible; and it is believed that 
when the assessments of benefits are 
made, the frontage in a zone which al- 
lows only nominal benefit to be re- 
ceived should not be called upon to 
bear the same proportion of the cost as 
that in a commercial zone. The resi- 
dential frontage several blocks off the 
street, which is benefited by greater 
accessibility and which is not damaged 
by noises, dust, and traffic, could well 
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be assessed the same amount as or 
more than residential frontage on the 
boulevard. 


CONCLUBION 


The above review has been given to 
outline the first principles underlying 
zoning, taxation, and assessments. If 
taxing authorities, both those responsi- 
ble for general taxation and those re- 
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sponsible for the levying of special 
assessments, will take these principles 
into consideration, and if planning 
commissions and those responsible for 
administering zoning ordinances will 
interest themselves in seeing that these 
matters are taken into consideration, it 
is believed that at least one source of 
difficulty in establishment and mainte- 
nance of sound zoning will be removed. 


Zoning and the Home 


By CAROL Aronovict, P.D. 
City Planner, Pacific Palisades, California 


HERE has been a revolution in the 

construction of large buildings and 
there is a revolution impending in the 
design and the construction of the more 
modest structures which we have been 
in the habit of calling homes. If we 
are to lend a sympathetic eye to the 
new vision of the metropolis as ex- 
pounded by Le Corbusier in France 
and Hugh Ferris m our own United 
States, we shall soon come to a realiza- 
tion of the futility of zoning residential 
areas, 


SKYSCRAPERS 


The effort toward “compactness” 
and compression of community ac- 
tivity will need a new form of alignment 
of urban development and a new 
method of segregating human activity, 
for which present-day zoning will be 
found wholly inadequate. 

The sweep of architectural size as 
expressed in the great skyscrapers is a 
reality that defies denial. Whether 
this new architecture is the true basis 
of the future city or community may 
well be questioned. ‘True, the cities 
of New York, Chicago, St. Louis, and 
San Francisco have taken on the aspect 
of great aggregates of towers in which 
jagged masses of steel and stone vie 
with each other in piercing the clouds. 
We must also admit that architecture, 
for the first time in many generations, 
has found in the tower a more or less 
new and formidable means of ex- 
pression. | 

The very rapidity with which this 
assailing of the skies has taken place 
may reveal the weakness which lies at 
the social and economic foundation of 
this method of city building. This 


recent development in architecture 
may be due, at least in part, to the fact 
that it is easier and more remunerative 
to deal with large unit masses in con- 
struction than it is to develop satis- 
factory designs for the smaller units 
which constitute homes. Indeed, the 
pioneers in the new architecture who 
have applied their talents to the single 
home have been fairly successful in 
evolving new exterior designs, but 
they seem to have failed to take into ac- 
count that their creations are intended 
for human habitation. At the risk 
of seeming old-fashioned, I venture 
the opinion that this method of 
building will soon prove wasteful 
both in material and in spiritual 
economy. 

Compressiveness and compactness 
must find their justification in natural 
and social causes. At the rate at 
which the population of this country is 
increasing, it will take at least one 
hundred generations before land will 
be so scarce and the relations between 
human beings so close as to require 
the kind of land sweating that New 
York and Chicago are exemplifying. 
By that time, the new Utopia painted 
by Le Corbusier and his buildings 
will have turned to dust or they will 
have been destroyed by a more ad- 
vanced civilization, as antiquated re- 
mains of a backward age. 

How little need there is at present 
for compactness in habitation may be 
fully realized when we examine the 
United States Census, in which one 
may by a little calculation discover 
that about half the people of the 
United States live on less than three 
one-hundred-thousandth parts of its 
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area. It will be found that from one 
fifth to one half of the area of our in- 
corporated cities is unoccupied by 
houses, businesses, or industries, while 
the average height of buildings in the 
larger cities of the United States is not 
likely to exceed three stories during the 
present generation. 

This is not the place to deal with the 
social and cultural transformation that 
the compact city will demand. The 
relation between material compactness 
and social distance has been reasonably 
well cleared up by such writers as 
Spengler and Georg Simmel and our 
own Professor Ernest W. Burgess. 
But we can hardly expect the artist 
and the craftsman to heed philosophy 
and sociology. 


THEORY oF Crry PLANNING 


Disregarding the question of the 
need for land sweating and compact- 
ness of populational groups, two very 
obvious questions must be answered 
before the modern tall building can be 
justified: 

(1) Is compactness of human habi- 
tation economical from the point of 
view of rent and building costs per unit 
of housing? 

(2) Will life flow more smoothly, 
more efficiently, and more effectively 
in the city of towers than in the city of 
homes? 

I have not the answers to these 
questions, but I believe it is a fair 
challenge to the Le Corbusiers and the 
Ferrises that before their theory of the 
future city is accepted, they justify 
their philosophy of city building on 
grounds other than architectural skill 
and a certain type of monstrous 
beauty. In the last analysis the city 
should be the interpreter of the love of 
life, and all planning efforts should’ 
converge toward this postulate. Any 
planning that lacks purpose in the essen- 
tial terms of the love of life is visionary, 
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uneconomical, impractical, and perish- 
able. ` i 

Judged by the simple experience that 
one gathers in the study of housing, it 
would seem that the regimentation of 
the city dwellers is not due to a country- 
wide need, but merely to the lack of 
technical skill needed to harmonize 
our industrial age with our cultural 
civilization. In the larger cities this 
lack of skill has become manifest as a 
disease in which the land speculators 
and the architects are the source of 
infection. Even the casual observer 
must realize that the overwhelming 
mass of our people will continue to live 
in homes and small apartments for a 
long time to come, and it is with this 
type of zoning that I should like to deal 
in this brief discussion. 

I shall not attempt at this juncture 
to give a definition of zoning. The 
fact is that zoning as defined ten years 
ago was quite a different method of 
control from what it is today. Not 
only has there been a decided evolution 
in its wide acceptance as a legitimate 
means of public effort, but its scope, 
character, and effectiveness as a means 
of home protection have been evolving 
with the change in public opinion and 
the exigencies of the time.! 


EUNCTIONS OF ZONING 


In view of the recent development in 
the concept of zoning there is no better 
way to lay the foundation for a defini- 
tion of zoning, and particularly zoning 
for housing purposes, than by stating 
the functions of zoning as recognized in 
present-day legislation and court pro- 
ceedings. The following outline 
briefly the major functions of zoning 
in the interest of home production, 
preservation, and protection: 

1 For a discussion of zoning in its relation to 
publie opinion as crystallized by court decisions, 
seo my article, “Zoning Gains Through the 
Courts,” Western City, Aug., 1989. 
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(1) Social Functions 


(a) Control of distribution of pop- 
ulation and intensity of land 


use 
(b) Integration of neighborhood 
lfe by the creation of 
homogeneity of development 
in specific neighborhoods 
(c) Prevention of blighting of 
' districts, through continuity 
and homogeneity of develop- 
ment 
(d) Facilitation of more equitable 
distribution of social and 
recreational opportunities in 
harmony with local and 
well-fixed needs 
(e) Encouragement of permanent 
investment in homes with 
: its attendant effects upon 
citizenship l 
(f) Greater possibilty for correlat- 
ing natural surroundings 
with residential develop- 
ment 
(g) Possibility for harmonious ar- 
chitectural development 
(h) Exclusion of extraneous activi- 
ties from residential areas 
and the possibility for 
greater promotion of health 
and safety 
(i) Possibility for capitalizing the 
spiritual value, and inci- 
dentally the market value, 
of view 


(2) Economic Advantages 


(a) Possibility for more rapid rip- 
ening of existing land values 

(b) Economy in street improve- 
ments, due to fixed and 
predetermined needs estab- 
lished by zoning 

(c) Cheaper underground develop- 
ment, due to fixed local 
conditions which would fur- 
nish a reasonably accurate 
basis for calculating needs 


(d) Avoidance of depreciation in 


home values, due to per- , 
manency of development 
(e) Possibility for economical land: 
planning according to pre- 
determined zones 
(f) Removal of hazard arising out 
of land speculation where 
zoning does not exist 
(g) Stabilization of land values, 
based upon predetermined 
zoning and a closer relation 
between price paid and land 
use values 
(h) Greater confidence in home 
and housing investment, due 
i to greater permanency 
(1) Removal of difficulties in creat- 
ing equitable tax standards, 
due to removal of the specu- 
lative element in land 
(j) Possibility for a more equitable 
classification of taxes for 
improvements, thus reliev- 
ing residential property of 
all tax burdens which do not 
directly benefit the individ- 
ual home or residential 
building 
(k) Removal of property losses due 
to assessments for improve- 
ments which have no rela- 
tion to housing needs? 
(8) Community-wide Advantages 
(a) Segregation of community func- 
tions from residential dis- 
tricts 
(b) Less conflict between streams 
of traffic 
(c) Less complexity in the matter 
of police and fire protection 
(d) More natural distribution of 
land uses among various 
political units in a region 
(e) Greater possibility for broad 
2 This item deserves a lengthy discussion, since 
it affects very vitally the whole question of home 
ownership and rents. A study of this subject 


should engage the attention of our economists 
and housing reformers. 
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planning schemes free from 
the evils of shifting land uses 
(f) More scientific distribution of 
population in relation to 
community functions, such 
as industry, business, and 
recreation | 
(g) Greater accuracy in the calcu- 
lation of community needs, 
with resulting stability and 
~ 4 greater economy in the cost 
of development 


This list of advantages of zoning 
does not lay claim to completeness, but 
these advantages would seem to show 
sufficient social and economic justifica- 
tion for the broad lines of zoning which 
are now in vogue. 

That many of the above benefits to 
housing and home building are not 
shared by all homes is due to the fact 
that most zoning is applied to already 
established districts. Much of our 
zoning gives permanency to badly 
located housing merely as a choice 
between complete destruction and at 
least a temporary protection to invest- 
ments in residential property. How- 
ever, while zoning has functioned 
largely as a remedial rather than a 
preventive measure, the rapid terri- 
torial growth of our cities and the grow- 
ing concept of zoning as a regional 
rather than a local function justify a 
discussion of zoning along somewhat 
broad lines. 


REGIONAL ZONING 


As far back as 1588, the Italian 
writer Botero advanced the idea that a 
city should find its boundaries in its 
physical rather than its political limits. 
Thus, nearly three and a half centuries 
ago, the idea of the regional com- 
munity was advanced. 

While each city desires to have 
within its political boundaries every 
active land use that will increase popu- 
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lation, promote business, or produce 
revenue, there is every sign that the 
region is taking the place of the 
political entity as a unit of planning. 
This condition should lead to a new 
concept of plan development which 
will tend to correlate the needs of the 
individual community with the re- 
sources and the possibilities of the 
region. Cities are already beginning 
to specialize both residentially and in- 
dustrially. The time should not be 
too far distant when single-family 
residences and the smaller multiple 
dwellings will be given a place outside 
the congested political units and zoning 
methods will render possible a very 
satisfactory distribution of population. 

Much difficulty in the matter of 
competition between communities also 
might be avoided by regional zoning, 
since uniform standards and a greater 
use of land according to its natural 
character would give each piece of land 
the use which would render its value 
most constant and its use most perma- 
nent. Migration ‘of population and 
other functions of the community are, 
under present conditions, productive 
of much social and economic waste. 
With a larger territory, as represented 
by the region, a better distribution of 
uses and functions would result, and 
migrations would be reduced to a 

The suggestion that in fixing the 
character of a region there would be a 
reduction in migration does not of ne- 
cessity imply that zoning must be 
immutable. I do believe, however, 
that under the above conditions zoning 
would be freed from the present meth- 
ods of change prompted by political 
expediency rather than by long-range 
social and economic vision. 

There is much evidence to show that 
there is a pronounced tendency in 
modern times towards specializa- 
tion and division of labor within 
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community districts and between indi- 
vidual communities. Zoning recog- 
nizes this tendency within given zom- 
munities, and regional zoning bids fair 
to make possible the realization of this 
division of labor on a more scientific 
basis. The German economist Som- 
bart long ago pointed out the exiszence 
and the value of this division of labor 
between communities, and city plan- 
ners are unescapably bound to recog- 
nize this fact and employ zoning as & 
scientific method in its more prompt 
and more effective realization, 

In so far as zoning of homes is con- 
cerned, the natural trend of develop- 
ment has given rise to suburban and 
satellite communities of considerable 
importance, in which residential devel- 
opment is the prevailing function. 
Paul Douglas, in his book The Suburban 
Trend, bas shown how much more 
favorable living conditions and housing 
development are in such communities 
when compared with conditions in the 
metropolitan centers. The 1920 cen- 
sus of the United States bears out this 
fact and I believe the next report on 
the 1980 census will still further 
strengthen the conviction that the 
centers of our cities are losing their 
importance as residential districts, in 
favor of the outlying and less conzested 
areas. 

This tendency of residential popula- 
tion to drift towards the periphery of 
highly urbanized centers demands broad 
and intensive zoning regulations; but 
above all, it requires correlation by 
roads, rails, and other means of trans- 
portation and communication with the 
center of activity if the outlying areas 
are to survive and render the housing 
service of which they are capable. 


SUBDIVISION STANDARDS 


Most planning-conscious communi- 
ties have been forced to evolve sub- 
division regulations tending to raise 
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standards in matters of lot sizes, 
minimum street widths, shapes and 
sizes of blocks, and minimum standards 
of physical improvements. ‘These 
minimum standards, however, have 
not been of sufficient scope to meet the 
diversified land uses of modern com- 
munities, because they tend to increase 
existing standards rather than to 
modify them to meet new needs. 

It may be conceded that lots 50 x 
100 feet are more or less ample for 
a single-family residence. However, 
when the same unit size is to be used 
for apartment houses, hotels, and other 
dwelling purposes, the problem of 
affording sufficient light, air, ventila- 
tion, garden spate, garage accommoda- 
tions, and so forth, becomes rather 
serious. No amount of housing and 
building legislation can render struc- 
tures located on small lots suitable for 
intensive use without sacrifice of 
housing standards. Once a single 
ownership of land is acquired, there is 
little, if any, possibility for control of 
construction that would afford the 
occupants of such buildings the priv- 
acy, the comfort, the convenience, and 
the health facilities possible in a single- 
family residence. 

My point is that regulations which 
fail to take account of zoning require- 
ments prior to subdivision are bound to 
fall short of the essentials of modern 
housing. What is needed is not gen- 
eral regulations of subdivisions as 
something separate and distinct from 
zoning, but proper zoning in anticipa- 
tion of subdivision. The whole tech- 
nique of subdimsion depends upon 
zoning, and not zoning upon subdivision. 

We can easily conceive how subdivi- 
sion regulations could be modified and 
clarified with the aid of zoning, and 
how each type of predetermined use 
could be given the land unit needed, 
without wasting the land but rather 
saving it, at the same time raising the 
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standard of multiple dwellings. Even 
the most casual study of our tenement 
problem will reveal the fact that slum 
conditions caused by land overcrowding 
are not due to economy in land use so 
much as to bad land planning. 

The stereotyped street is intended as 
a traffic artery. It is only recently 
that some effort has been made to 
differentiate between local and district 
or regional street widths. The pre- 
valling method has placed upon the 
owner of a modest, home burdens of 
improvement costs which he cannot 
easily carry, and the matter of street 
widths and the failure to classify 
street uses have been largely responsi- 
ble for many failures in home owner- 
ship. With a classification of street 
widths and street improvements con- 
sistent with the adjoining land uses, 
will come a general improvement in 
the condition of peace, quiet, comfort, 
and economy in the housing districts 
of our cities. 

The obsession that all houses must 
be lined up back to back and facing 
some thoroughfare is unjustified by 
economy and unwarranted by the best 
housing standards. This condition is 
largely due to the fact that subdivi- 
sions were laid out prior to zoning, and 
that the traditional type of block has 
been retained as a matter of habit and 
expediency. It seems to me that such 
planning is not desirable on any ac- 
count when applied strictly to resi- 
dential development, and that the 
result so far has been a monoto- 
nous, wasteful, and socially undesirable 
method of subdivision which has 
proved profitable neither to the sub- 
divider nor to the ultimate home 
owner. By pre-zoning of subdivisions 
we may hope completely to revolution- 
ize our street arrangements, giving 2 
new and more desirable aspect to our 
method of planning, at least in resi- 
dential districts. 
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Biock DEVELOPMENT 


The present block arrangement and 
its relation to the street has made it 
unnecessary to correlate individual 
buildings to each other, and has made 
it impossible to give individual owners 
the full quota of open space that they 
might need or that could be secured for 
them under other standards of block 
development. The rows upon rows 
of houses, generally representing a 
veritable battle of styles and thus 
destroying the effectiveness of each 
individual style, represent one of our 
most regrettable aspects of building. 

By a new grouping of homes and 
even multiple dwellings which would 
disregard the present block system, a 
more economical use of land with 
better conditions of ventilation and 
free spaces could be attained, while at 
the same time a greater correlation of 
architectural design might be expected. 
The present almost complete destruc- 
tion of the neighborhood spirit might 
be avoided by this more intimate 
grouping of dwelling structures around 
a given area which would not be 
traversed by traffic other than that 
which is essential to local service. 

This might mean a complete read- 
justment of the present block sizes 
and shapes, and a new concept of the 
whole matter of planning design, 
which would take account of the smaller 
units, instead of the free and rather 
broad sweep .of planning that now 
prevails. The revamping of block 
sizes and shapes would also affect the 
various standards of street widths 
and would bring about a distribution 
of traffic more in harmony with the re- 
quirements of neighborhood units and 
their integration. In many districts 
from twenty-five to forty percent of 
the land area is devoted to street uses. 
Many streets remain idle from thirty 
to ninety per cent of the time and are 
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seldom used to full capacity for traffic. 
By reducing this waste of land and 
improvements, and rendering the land 
in excess of actual need available for 
increased lot sizes, and devoting more 
space for exclusive neighborhood use, a 
more desirable condition of housing 
could be secured. i 

During the last decade and a half, 
we have planned not for human beings 
but for automobiles, “The slogan seems 
to have been, “Stand back all human 
interest, all human habitation, let the 
automobile pass.” It has not mat- 
tered if such method of planning cut 
into vital space for housing, or play, 
or the common requirements of safety 
in home districts. If we keep on at 
this rate we shall find that the load we 
are carrying in taxes and sacrifices in 
human comfort will far exceed the 
advantages of automobile traffic. 


Hovusine ZONES 


The development of zoning in this 
country has followed two parallel 


lines, which in recent years have | 


tended to merge into a unified set of 
regulations. On the one hand we have 
had land use regulations dealing with 
restrictions as to type of use to which a 
particular parcel of land could be put 
—residential, business, and so forth— 
while on the other hand, prompted by 
the exigencies of traffic, fire hazard, 
and safety, the height of buildings has 
been placed under a form of zoning 
control. Slowly, and as an outgrowth 
of health needs, bulk and area regula- 


tions have drifted into zoning laws. 


These three forms of restrictions are 
tending to integrate into one general 
concept of zoning. 

Zoning is therefore qualitative in so 
far as it determines the kind of use of 
land, and quantitative in its control of 
the horizontal and the perpendicular 
use of land. Housing and zoning, 
from the broad point of view outlined 
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above, must go hand in hand. No 
housing regulations are complete with- 
out adequate zoning regulations, and 
these must be determined by land val- 
ues, transportation, community habits, 
relation between metropolitan centers 
and outlying districts, and the many 
factors of cost involved in individual 
districts and their development. 

However, many of the factors men- 
tioned above are not so obvious as they 
may seem, and in most communities 
there are specific conditions which must 
be met in a specific manner. There are 
not fixed formulse for zoning and there 
never can be. The borrowing of 
standards from other communities, 
and the indulgence by alleged experts 
in the practice cf giving absent zoning 
treatment through uniform zoning 
ordinances, are forms of malpractice 
that will in the end defeat the funda- 
mental purpose of zoning, namely, the 
establishment of lasting local character 
based upon peculiarly local natural, 
social, and economic conditions. 

As much of our zoning in the interest 
of housing is done after a district has 
been established, many nonconforming 
uses may have gained a footing before 
zoning has become effective. This 
condition is sometimes remedied by 
regulations which require the dis- 
continuance of such nonconforming 
uses after certain periods of time. Dis- 
continuance is also sometimes imposed 
upon properties either after buildings 
have been burned down or after the use 
has been discontinued for a given time. 

In more flagrant cases of noncon- 
forming use, the courts have held that 
such uses are inconsistent with the 
public good, and have ordered their 
removal. There are cases, however, 
where the line between nonconformity 
and nuisance cannot be clearly drawn. 
In such cases the courts have shown a 
good deal of timidity, even though 
considerable injury is done to resi- 
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dential properties in the district. In 
the First Report of the Greater London 
Regional Planning Committee, the 
following statement appears on page 87: 

As in the case of the present zoning pow- 
ers, when the allocation is certified by the 
Ministry of Health, to be reasonable, the 
reservation (meaning zoning for housing) 
should not be given compensation from the 
planning authority. Provisions should, 
however, be made for the adjustment of 
financial loss or gain as a result of this allo- 
cation by an arrangement between the 
owners, which might be set on foot by the 
planning authority. Under this arrange- 
ment, while the main principle should be 
the pooling of the interests in such a way 
that those who gain by the process will 
recoup those who lose, a certain contribu- 
tion to the pool might also be payable out 
of the rates in view of the improvement of 


the district. 


Here is a suggestion that might be 
worth considering provided the ma- 
chinery to be set in motion would be 
free from the usual litigation and would 
come under some form of condemnation 
proceedings giving the city full author- 
ity to act for the general good, as it acts 
in the securing of roadways or land for 
other public purposes. Much, how- 
ever, could be accomplished by raising 
the standards of maintenance of non- 
conforming uses and by prohibiting 
expansion, reconstruction, or changes of 
use. 


CORRELATION OF HOUSING AND 
ZONING LAWS 


As in the case of zoning, building 
height regulations, and subdivision 
control, so in the matter of housing and 
building regulations, masses of laws and 
ordinances have been accumulating 
without correlation and without cen- 
tralized legal or administrative con- 
trol. There is much division of author- 
ity and even conflict in the enforcement 
of the many kinds of regulations 
affecting housing. 
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It would seem that in the interest of 
efficiency and economy of administra- 
tion, and in consideration of the con- 
venience to builders and owners, all 
regulations dealing with the use of land 
and its improvement should be codified 
under one comprehensive code and the 
enforcement of all the provisions of 
this code should be placed in one 
properly departmentalized public office. 
If zoning is to predetermine land sub- 
division, and land subdivision is to be 
closely allied to the type of construc- 
tion, it seems logical that the best 
results could be attained by the pool- 
ing of all legal and administrative 
effort. 


SUMMARY 


The compactness of the tower build- 
ing, with its many and varied functions 
and activities, will require a new 
technique and new principles of zoning 
control beyond the experience of 
modern times. 

Judged by the general trend of 
populational increase and its distribu- 
tion, there seems to be no social or 
economic justification for the sky- 
scraper type of housing development. 

Zoning can prove most effective only 
when considered in relation to natural 
geographic regions, and with small 
regard for political units. 

Zoning should precede rather than 
follow subdivision and the application 
of subdivision regulations. 

Subdivision regulations should har- 
monize with the requirements of zoning. 

In the subdivision of functions 
within a given region, zoning for hous- 
ing should take account of all the 
factors having a bearing upon the 
relation between centers of activity 
and the homes. 

Correlation between zoning and sub- 
division regulations will produce a new 
type of street plan and a better alloca- 
tion of land for housing uses. 
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Land subdivision in pre-zoned areas 
will produce block and building ar- 
rangements of a higher order in the 
matters of health, convenience, safety, 
neighborliness, and architectural unity. 

In residential areas there is need for a 
new block development more con- 
sistent with economy in land use. 

Standard zoning codes are danger- 
ous, and each community should be 
treated as a distinct and peculiarly 
specialized problem. 

There is considerable power within 
present legislation to clear zones of 
their nonconforming uses, but some 
form of condemnation powers is needed 
for the more pressing needs for such 
clearance. 

Zoning, subdivision control, and 
building and housing regulations belong 
in the same category of community 
functions and should be correlated 
under one code, administered by one 
and the same arm of government. 


CONCLUSION 


The above discussion is based upon 
practical experience in zoning. There 
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is no room for examples which I should 
have presented to illustrate the various 
planning suggestions. However, if the 
simple and more or less obvious con- 
siderations advanced are right, the 
conscientious reader wil find ample 
opportunity to supply the concrete 
illustrations from Immediate experience 
and observation. 

Throughout this discussion I have 
avoided giving a definition of zoning in 
relation to housing. <A practice evolv- 
ing so rapidly as to call into play so 
many phases of government control 
can be defined only from the point of 
view of its objectives, and not from the 
point of view of either its method or its 
present scope. 

Viewed in this light, zoning for 
housing may be defined as a method of 
community control which by legal and 
administrative regulations tends to inte- 
grate housing districts, secure a distribu- 
iicn of population consistent with high 
standards and economy, and assure the 
effective correlation of these districts with 
ths functions of the neighborhood, the 
community, and the region. 


The Effect of Zoning on the Investment in 
Public Works 


By W. W. Horner 
Municipal Engineer, St. Louis, Missouri 


ONING is of interest to the indi- 
vidual land owner because it as- 
sures him the right to the continued 
use of his property for its original pur- 
pose, without objectionable or destruc- 
tive effects from the nonconforming use 
of adjacent areas. 

Zoning is of interest to those respon- 
sible for public works because of the 
assurance that these works will be 
permitted to perform, for long periods 
of time, the service intended to be 
given, under conditions approximating 
the original expectation. 


CITIZENS Finance Pusric Worrs 


This is a matter of prime importance 
to the community and all of its citizen- 
ship, when we appreciate that the own- 
ers of the public works—that is, the 
subseribers who finance the original 
construction—are really all the people. 
This is definitely true whether the 
works are constructed through the 
agency of the public corporation as a 
city, county, or state, or through the 
agency of private corporations, such as 
the corporate utilities. In the first 
instance, the consumer or taxpayer is 
also the stockholder or proprietor. 
Whatever capital values are involved, 
the citizen must subscribe, whether 
it be through tax rates, special assess- 
ments, or rates for service. In the 
case of the corporate utilities, the con- 
sumer and the proprietor may not be 
the same; but the consumer, who is 
again the citizen, eventually, through 
the rates paid, funds the original 
investment. 


Obviously, if the citizen-consumer 
must pay the cost of public works, he 
is vitally interested that this cost 
should be the lowest possible, com- 
mensurate with good service. He is 
therefore personally and financially 
interested in all matters entering into 
the economy and the efficiency of 
public-works provision and operation. 
These matters, of course, involve a 
scheme of management, good business 
methods, and broad technical knowl- 
edge. They involve also experience 
and expertness which can be found only 
in a suitable and stable organization. 
Many other matters will enter into the 
production of public works to the best 
advantage of the citizen, but those 
which are related most directly to 
zoning are: 

(1) The works must be appropri- 
ately and adequately proportioned to 
the service to be rendered. ‘This indi- 
cates that the service must be reason- 
ably well known in advance and this 
can be true only if the character of use 
and occupancy of the property to be 
served is well determined in the begin- 
ning. 

(2) The works after completion must 
be free from any unusual tendency 
toward obsolescence. This requires 
that the policy and the design of the 
works be correct in the beginning and, 
of course, that no new processes for 
like service shall be likely to develop; 
but primarily, that the use or the occu- 
pancy of the property shall not be so 
changed as to call for service of a 
different nature. This assurance can 
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only be guaranteed through a well- 
devised zoning scheme. 


Necrssiry ror PUBLIC UTmiriss 


In our modern “bee-hive”’ cities, 
individual action in the production or 
the provision of the ordinary necessities 
of life is practically impossible. Such 
matters as water supply, sanitation, 
continuous access, and ground for 
recreation, which the rural dweller 
provides, must in the city be taken care 
of for each individual by the people 
as a whole. On this account, the 
phases of the modern city as a utility 
or service corporation have come to 
overshadow the older functions of 
government, of law enforcement, and 
almost of education. In addition to 
these simpler needs, we have come to 
require more efficient and more com- 
plex means of communication and of 
transit. We have learned that light 
and sometimes heat can best be pro- 
vided by the community. These other 
matters in some instances have become 
the work of the municipal corporation, 
but in most cases, aggressive and effi- 
cient public utilities have capitalized 
these requirements. 

For each of these needs we have set 
up an institution—a municipal depart- 
ment, or a private company. Each 
of these bodies must provide a plant 
of the proper type and operate it satis- 
factorily. Each such plant must be 
designed to give to each particular part 
of the community the type of service 
that the peculiar usage of that part 
requires. As a simple illustration, the 
water supply system must have a 
production capacity equivalent to the 
integrated uses of the whole city; but 
its distributing mains are not uniform 
throughout, but are proportioned to 
give to each subdivision of the area 
the supply which would normally be 
required for adefinite kind of occupancy 
of the land in that subdivision. 
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Tue Desicner’s PROBLEM 


In a sense, each facility must be de- 
signed, just as a bridge is designed, to 
carry a certain load. For water sup- 
ply, for example, the load will be made 
up of so many gallons per day in Block 
1, consisting of fifty residence lots, of 
ancther amount in Block 2, consisting 
of local stores, of another amount for a 
block of business buildings, and another 
for a block of factories, and again for a 
railroad yard, and here for a piece of 
park. Set up in their proper order, 
these things represent the load which 
our fictitious bridge must carry. 

Ordinarily, at the time the’ plant is 
previded, considerable parts of the land 
are unoccupied, the character of the 
use cannot be known, and so a part of 
the load to come on the bridge is uncer- 
tain. Inevitably, either the bridge is 
conservatively overdesigned, involving 
an unnecessary expenditure of funds, 
or it is underdesigned and will have to 
be strengthened at some time at an 
unusual expense. This condition is 
definitely avoided when the unoccupied 
territory comes under the provisions 
of a proper zoning law; then the de- 
signer may set up this part of his load 
with the same certainty as he does the 
part which comes from the territory 
already occupied, where conditions can 
be seen at a glance. 

If the zoning law applied only to the 
unoccupied terntory, and our fictitious 
bridge was designed for existing condi- 
tions in the areas already occupied, 
it would be a good structure in the first 
instance; but if the character of the 
occupied areas changed, the loads on 
the bridge would change, and we would 
again face alternate conditions as the 
owners of a structure excessively 
strong and improperly expensive, or of 
one too weak to serve, and requiring 
immediate expensive strengthening. 
But when our zoning law applies 
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equally to territory already occupied, 
the conditions which the designer finds 
there can be accepted as those which 
will prevail somewhat indefinitely, and 
the bridge or plant proportioned to 
them will be a correct structure for a 
reasonable time. 

It should be easy to understand from 
such a study the peace of mind which 
should come to the designer or the 
official who can plan his public works 
under a well-devised and protected 
scheme of zoning—a peace of mind 
which should be readily reflected to the 
citizenship and returned in public 
confidence and satisfaction. But to 
those who have not had to deal with the 
perplexing problems of providing pub- 
lic works in a changing community, a 
few specific cases might be enlightening. 


WATER SUPPLY 


In water-works practice, the cities 
expect to have to extend and increase 
pumping plants and settling and puri- 
fication works in proportion to the in- 
crease in population. Citizens, how- 
ever, have never come to accept as 
necessary the continual tearing up of 
pavements, the interference with busi- 
ness, and the general nuisance condi- 
tion which accompany the laying of a 
twelve-inch main where a six-inch pipe 
formerly was sufficient. 

Of course, a certain amount of re- 
vision of the water supply system is 
always necessary. Changing habits of 
the people increase requirements, or 
new industrial methods may require 
more water; but much of the recon- 
struction is the result of replacement of 
one-family homes by blocks of apart- 
ment houses, or of the construction 
of thirty-story office buildings where 
six and eight stories had been standing. 
If these changes are essential to the life 
and the growth of the community, the 
added expense and annoyance must be 
absorbed without question; but in 
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many instances the changes are not 
only not necessary but definitely 
detrimental. 


| SEWERAGE 


Many of our larger cities, especially 
those on the greater rivers, are sewered 
on the combined plan. This means 
that their sewer systems are propor- 
tioned to carry away the water from 
certain infrequent rainfalls. The eco- 
nomics of rainfall frequency is worked 
out and a predetermined rate of rain- 
fall is applied to the ground. Depend- 
ent upon the way in which this ground 
is covered by impervious surface— 
that is, roofs, pavements, and walks— 
or is kept free for planting—as gardens, 
shrubbery, and sod—more or less of 
the rainfall runs off to the sewer sys- 
tem. For example, in St. Louis it is 
customary to proportion the sewers in 
a solid commercial district to carry a 
flow, of three cubic feet per second per 
acre, while the sewers in the ordinary 
residential district will have the ca- 
pacity of two and one-half, and in some 
suburban districts as low as one and 
eight-tenths. Under average condi- 
tions of slope and character of excava- 
tion, the sewer systems of these three 
types might cost respectively $2,000, 
$1,400, and $800 per acre. 

In each system the designer must. 
presume the character of development, 
proportion his sewers accordingly, and 
assess the cost. Cities have continu- 
ally been finding that areas sewered for 
the lighter uses are being progressively 
occupied by the heavier ones. They 
are accordingly having to construct 
relief sewers under seriously disad- 
vantageous conditions, and retax prop- 
erty, so that the ultimate expense is 
greater than if the heavy-duty type of 
sewer had been built in the beginning. 
In some instances this waste may be 
offset by a consideration of the econ- 
omy of deferred expenditure, but in 
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many cases the community has had to 
face a very definite loss. 

On the other hand, where the de- 
signer’s judgment is wrong, and’the 
block is expected to become commer- 
cial or industrial but later is developed 
for light residence use, the land has 
been saddled with an expense of several 
hundred dollars per acre for unneces- 
sary and unusual structures, and under 
this burden its development cannot 
proceed to the best advantage. Under 
a proper zoning system these matters 
will be determined with approximate 
finality at the time of the original con- 
struction, and waste in either direction 
will be avoided. 


STREET SYSTEM 


Nowhere else has the change in the 
use of land so unfortunately affected 
the greater cities as in the street plans. 
Continually we see thoroughfares in 
business districts, proportioned for 
access to commercial buildings of 
moderate size, congested to impassa- 
bility because of the use of land by 
more capacious structures. Continu- 
ally we find approach streets leading to 
such districts, of ample capacity to care 
for all traffic originally needing to enter 
them, congested and jammed to un- 
usability because of the denser use of 
the property in the area. 

In a similar manner, thoroughfares 
in residential districts, ample for eccess 
and service to one-family homes, have 
had to be widened at a great expense 
when these streets were rebuilt for 
flats and apartments. Of course, we 
realize that the unfortunate conditions 
suggested are not due solely to the 
changing use of land, but in some 
instances would have had to be faced 
because of the growth of the com- 
munity itself; but if this growth had 
been properly supervised, much of the 
trouble and waste could have been 
avoided. 
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Today, if we are able to lay down ona 
map, block by block, business, indus- 
trial, and residence properties with 
population densities fixed, a very 
fair calculation can be made as to 
probable use of the streets, the neces- 
sary capacity, and the consequent 
required width. Under a proper sys- 
tem of zoning, such a true, methodical 
design of thoroughfares is not im- 
possible. 


PAVING AND TRANSPORTATION 


The material and the labor entering 
into street pavements is not affected 
only by the question of width discussed 
above, but also by matters of depth and 
character of surface. Whether pave- 
ments are made up of separate sur- 
facings of the asphaltic type or of block 
on a concrete foundation, or whether 
of a single course as in cement concrete 
construction, the design of the founda- 
tion or of the single-course pavement 
must rest on some consideration of the 
loads to be carried. 

We would like to say that, given a 
certain known wheel load, our caleula- 
tions would tell us what depth of a 
certam type of concrete or other mate- 
rial was needed for a proper support. 
This we cannot quite do, because of 
other variables entering into the mat- 
ter, such as strength and compressi- 
bility of the underlying soil, variations 
in water content, and variations in 
surface smoothness which may or may 
not introduce impact stresses. Yet we 
have, partly from calculation and 
partly from experience, a fairly defi- 
nite knowledge as to how heavy the 
pavement should be for a certain type 
of traffic load. Consequently, where 
streets are being provided for industrial 
districts or for thoroughfares where 
heavy hauling is known to prevail, a 
considerably more expensive type of 
pavement per square yard is put down 
than would be the case for residential 
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streets or even for main thoroughfares 
surrounding largely residential districts. 

The difference in cost on account of 
traffic loads may be quite considerable. 
For example, a two-inch asphaltic 
top on a five-inch concrete base, some- 
times considered suitable for residential 
districts, might cost $2.60 per square 
yard; while a smooth granite block 
surface on a seven- or eight-inch base 
may run as high as $7.00 per square 
yard. Translated mto average front- 
foot assessments for a forty-foot wide 
thoroughfare, the completed pave- 
ments might involve charges of $8.50 
per front foot in one case and $20.00 
in the other. 

The effect of the $20.00 charge for 
paving, if placed on a thoroughfare 
that remained residential or light com- 
mercial in character, would certainly 
be to retard sales and development and 
to involve a large percentage of vacant 
lots and a consequent impairment of 
the city’s annual tax returns. The 
effect of placing the $8.50 pavement on 
a thoroughfare that later was used for 
heavy loads would be about the same 
as that of throwing the $8.50 in the 
river, for the property would be faced 
with the necessity of paymg for a 
second pavement, costing $18.00. 

Many instancesof each of these occur- 
rences could be cited from the public- 
works history of ourlarge cities. Under 
a proper zoning plan, the location of 
heavy hauling routes would be readily 
determinable, and the unusually expen- 
sive pavements on account of strength 
would need to be installed on a relatively 
small part of the total street mileage. 

The same general considerations 
which would make definite the street 
plan and the paving design, also enter 
into the laying out of a proper system 
for mass transportation. Whether it 
is the introduction of a new system or 
the rerouting of older transit lines that 
is to be faced, the matter can be ana- 
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lyzed with tremendously improved cer- 
tainty from the basis of the zoning plan. 


GENERAL Utmurrres 


The wire-using companies, both tele- 
phone and electric service, have long 
been facing the importance of assurance 
of thiskind. The telephone companies 
in particular have spent hundreds of 
thousands of dollars in surveys and 
analyses of the direction of growth of 
the communities and in predictions of 
future development of areas and the 
location of commercial and industrial 
centers. Even their best efforts, how- 
ever, have been directed only toward 
the making of a fairly intelligent guess 
as to what was likely to happen under 
an uncontrolled use of the land. The 
designing officials of these companies 
are among our greatest enthusiasts for 
proper zoning. 

Numerous other considerations could 
be cited showing the importance of this 
matter to the people’s business. The 
location of recreation and park facili- 
ties, and the relation of studies of that 
feature to the zoning plan, are so self- 
evident as to need no discussion. The 
matter can even be traced back to such 
things as the establishment of street 
grades and the adoption of minimum 
grades for certain kinds of traffic and 
consequent saving in the cost of grading 
and land subdivision in many instances. 

No one could adequately tabulate the 
advantage to all such works, of an 
established zoning scheme; but it is 
easy to visualize that increased eff- 
ciency, and freedom from quick ob- 
solescence, might save at least ten per 
cent of the cost of providing and oper- 
ating our public service systems. As 
the general expense to the community 
for new municipal services of all such 
kinds is in excess of one billion dollars 
per annum, ten per cent of this amount 
would appear to be a very respectable 
saving. 


Architectural Control in Relation to Zoning 


By Cuaries H. CHENEY 


Chairman, Committee on City and Regional Planning, American Institute of Architects; 
Palos Verdes Estates, California 


PERMANENTLY good env:-ron- 

ment is the objective of practically 
all families in this country. It is beir 
ideal for themselves, and particularly 
for their children. America has cre- 
ated high standards of living—higher 
than the world has ever known before. 
And the key factor of these standards 
is environment. 

Zoning, street planning, and the 
other parts of city and regional schemes, 
therefore, which do not provide for the 
permanent perfection of environment 
are lifeless things, soon bound to be dis- 
carded by a strong civilization such as 
ours. The dead wood of many such 
plans and regulations, unfortunately, 
is about us. ‘The plans must be recast 
to nurture the soul of the city, or give 
way to more human measures. 


GROWTH oF DEMAND FoR BETTER 
ENVIRONMENT 


In the three generations before 1910, 
popular energy was entirely absorbed 
with the enormous expansion of the 
country. Soil had to be clearec: for 
new farms. New communities had to 
be organized, and agriculture and edu- 
cation established. 

Finally, industry developed cn a 
large scale. Then the drift turned to 
the cities. Men pioneered them as 
they had pioneered the country. A 
readjustment of life had to be made. 
New values arose. Now close to- 

1 The trend of public opinion is indicated by 
such articles as “The Soul of a City,” by albert 
W. Atwood in the Saturday Evening Post, Oct. 6, 
1928; “Beauty the New Business Tool.” by 
E. E. Calkins in The Atlantio ‘Monthly, Aug., 
1927, 


gether, people were turned more in 
upon themselves. The prevalent ugli- 
ness of homes and working places be- 
gan to be noticed and to work a depres- 
sion—a, dissatisfaction that demanded 
remedy. Careless, haphazard build- 
ing, inconvenient streets, and lack of 
refreshing greenery, open spaces, and 
recreation attracted attention. The 
contrast with what people might have 
was emphasized by the object lesson of 
perfected environments, the fine home 
tracts, which large real estate operators 
built in the suburbs. 

Today, real joy of living and pursuit 
of happiness is demanded with ever 
louder voice in all parts of the country. 
People can no longer be satisfied with 
the careless ugliness, banality, and off- 
color appearance of most of our com- 
munities, cities, and regions. There is 
a rising dissatisfaction with, protest 
against, and contempt for city plans and 
city officials that omit sure provision 
for the essential qualities of beauty, 
charm, and restfulness. The craving 
for attractiveness of environment lies 
deep in all of us. 

To get in step with the times is there- 
fore the immediate necessity of city 
planners, as has been pointed out on 
previous occasions. We must make 
more complete plans, embodying big- 
ger ideals. Every zone ordinance, ev- 
ery street plan, every part of the master 
plan, must provide thoroughly and ef- 
fectively for the perfection of the en- 
vironmental effect, for the deliberate 
attainment of attractiveness and 
beauty. No superficial “city beauti- 
ful” campaign, or slogan to “plant a 
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few trees,” can suffice. The ssthetic 
considerations and requirements of the 
city must be soundly tied in with the 
social and economic program. 

So, in many parts of the country we 
have been taking stock of ourselves. 
We are beginning to find practical 
means of procuring better conditions 
and of preventing worse. We need to 
plan for good architecture, landscaping, 
beauty, color, and individual character, 
and to maintain the “town picture.” ? 
And we must establish the machinery 
for competent architectural control, or 
all our plans will be spoiled. 


ARCHITECTURAL CONTROL 
Architectural control is established 


to assure attractiveness and satisfac- 
tion in the finished product of any com- 
munity. Itis effected by setting up an 
architectural board of review, or pro- 
tective barrier, to weed out and prevent 
the ninety per cent, in number, of ugly, 
off-color buildings which we have been 
getting so generally in our cities. 
Competent machinery is essential to 
stop bad design and bad color before 
they get started—to insure reasonably 
good architectural design before a 
building permit is issued. 

Most cities of the country, even small 
ones, now have a building code which 
requires the safety of construction of all 
buildings. It generally provides that 
a building inspector pass on the plans 
of buildings before work is started, to 
see that the safety requirements have 
been properly taken care of. Archi- 


2? These subjects are more fully discussed in 
Building for Permanency—-The Esthetic Con- 
siderations in a Master or City Plan,” a paper by 
the writer in the Procesdings of the National City 
Planning Conference, 1928. See also Bulletins 
of the International Town Planning Federation 
noted below: Hegemann and Peets, “Civic Art, 
an American Vetruvius”’; and Unwin, Raymond, 
“Town Planning in Practice’’—for excellent il- 
lustrated discussions of how these objectives 
have been obtained in the past. 
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tectural control similarly requires that 
design and color of all buildings be 
passed upon also, to insure that they are 
appropriate to their location and “rea- 
sonably decent” in design.? 

The need for architectural control 
and the losses occasioned from lack of it 
are astonishing. Approximately three 
billion dollars’ worth of the four billions 
in value of new structures erected in the 
United States in 1929 were roughly esti- 
mated by the writer, from best reports 
available, as so ugly, so badly planned, 
so inappropriately located, or on such 
narrow or inconvenient streets as to be 
a liability instead of an asset almost 
from the day they were completed. 
Yet how much greater was the blight 
and loss in depreciated property values 
in the immediate neighborhoods upon 
which they inflicted themselves! One 
consolation we have for the great falling 
off in volume of building in 1980 is that 
the tremendous amount of bad stuff in 
1929 was proportionally cut down m 
1930. Perhaps some way can be found 
to correct these proportions before the 
volume materially increases again. 

Like the old English saying, “‘with- 
out benefit of clergy,” these bad build- 
ings have gone up, and are continuing 
to go up, in all except a small propor- 
tion of cases without the help of an 
architect or of any other competent 
designer. That is why the need of 
architectural control is so important 
and so urgent. 

This bad building constitutes the 
greatest economic loss of our time. It 
amounts to nearly ninety per cent in 
number of all buildings erected in 
America today. For that is the per- 
centage of plans made by men of little 
or no training in design, that building 


‘3 See “Progress in Architectural Control,” by 
the writer in Proceedings National Conf. on City 
Planning, 1987. This publishes the Santa 
Barbara ordinance which established architec- 
tural control. 
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inspectors across the country pretty 
generally agree is coming in to them. 
They also say that the percentage of 
good stuff is not getting much better in 
recent years, which should be a metter 
of even greater concern. 


METHODS or CONTROL 


How architectural control should be 
established is largely a matter of experi- 
ment in incorporated cities or counties. 
There is as vet little precedent for it in 
this country. Without doubt, we be- 
lieve, it will in time be as well-sustained 
a cause for use of police power in the 
public welfare as zoning has become 
during the past decade. 

With the growing richness of the 
country, ever increasing millions of 
dollars are being invested by the public 
in fine public buildings, civic and edu- 
cational centers, and other monumental 
architectural works. These may be 
said to express the civilization of our 
time. Obviously, we cannot afford to 
have such great investments ruined or 
defiled by ugly, off-color, and tawdry 
structures either opposite or adjoming 
them. The very character and effect 
for which the money is spent is thus 
negatived. And now that architec- 
ture, after nearly ninety years of sub- 
mergence of taste and character (during 
pioneer days) has again become a fine 
art in this country, the many great 
examples of it which we are beginning 
to have, give added emphasis tc the 
ugliness of their adjoining neighbors. 
The least we can do is to see thet no 
further such careless ugliness is per- 
mitted to be erected. We can go back 
and “mop up” the bad stuff later. 


ARCHITECTURAL CONTROL IN 
WASHINGTON 
Congress has finally awakened to the 
importance of protecting the invest- 
ments in monumental architecture 
which the country is making on such an 
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enormous scale in the National Capital. 
In May, 1930, the Shipstead Bull was 
passed, requiring that thereafter all 
applications for building permits for 
private buildings facing the principal 
public building groups of the Capital 
should first be passed upon by the Na- 
tional Fine Arts Commission. This 
board has for many years been judging 
plans for public buildings, to see that 
they were up to a standard of design 
worthy of the Nation’s Capital. The 
Shipstead Bill is zherefore a great step 
forward in adding the private buildings 
facing them. Immediate progress in 
this regard was Jue to the fact that 
%130,000,000 or more has been author- 
ized to be spent for new public buildings 
and parks in the Capital. 

Washington has for several years had 
the benefit of a remarkable volunteer 
board of review, which carefully seruti- 
nized all applications for private build- 
ing permits. On this board, called the 
Architects Advisory Council, local 
members of the Institute of Architects 
have served in rotation, and without 
compensation. They call the atten- 
tion of owners and public alike to plans 
which are inadequately or improperly 
designed, and they have done a great 
deal to make the public realize the | 
value of such protective scrutiny. But 
like any volunteer service of this kind, 
the Architects Advisory Council has 
not been able to enforce its findings in 
cases of bad design and color, in the 
manner that is necessary to give real 
protection to the public and to neigh- 
boring owners of property. 

The Commission of Fine Arts should 
have its powers enlarged to pass on 
plans for every proposed structure of 
every kind, public or private, in every 
part of the City of Washington. It 
will surely become more and more re- 
pulsive to the rest of the country to be 
pouring in tax money for the embellish- 
ment of a National Capital which is 
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supposedly the finished symbol of our 
national civilization and culture, while 
careless private owners are permitted 
to befoul the nest with adjoining ugli- 
ness and bad color. 


Courts Lean TOWARD THE AESTHETIC 


Courts usually lag somewhat behind 
public opmion. But it is evident that 
they have already felt the growing pub- 
lic conviction that we must put a stop 
to destructive ugliness in cities. The 
Minnesota Supreme Court said, as far 
back as 1920, in sustaining the use of 
police power to protect residential 
districts: 

Another reason is that giving the people 
& means to secure for that portion of a city, 
wherein they establish their homes, fit and 
harmonious surroundings, promotes con- 
tentment, induces further efforts to enhance 
the appearance and value of the home, fos- 
ters civic pride, and thus tends to produce 
a better type of citizens. Ii ts time that the 
courts recognized the esthetic as a factor in 
life. Beauty and fitness enhance values in 
public and private structures. But it is not 
sufficient that the building is fit and proper 
standing alone; it should also fit in with 
surrounding structures to some degree.‘ 


Speaking before the National Con- 
ference on City Planning in 1928, 
Frank B. Williams said: 


Our courts are holding with increasing 
emphasis that if the main object of a police 
rule be utilitarian its incidental purpose 
may be the promotion of beauty or the 
prevention of disfigurement. Jn time, 
with the increase in education and general 
culture, public opinion will undoubtedly 
sanction the full use of the police power for 
resthetics, with such restrictions as seem 
wise. 


EXAMPLES OF CONTROL 


The experience of Santa Barbara 
with municipal architectural control, 
established by ordinance, is illuminat- 

4 State v. Houghton, Minn. 1920, reported in 
176 N. W. 158. 
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ing. Here, after an earthquake had 
shaken down most of the business build- 
ings of the city and damaged a great 
number of others, an ordinance was 
adopted withholding building permits 
until plans had been passed upon by 
a carefully constituted architectural 
board of review. In somewhat less 
than a year this board scrutinized 
nearly two thousand sets of plans and 
was able, by tact and pursuasion, to 
secure practically all new buildings in 
Californian style of architecture as 
well as in good design and good taste. 
This nucleus, together with the small 
percentage of good structures previ- 
ously built, has fixed the character of 
the city for a long time to come." 

Architectural control in Europe is a 
matter of long standing development. 
It has produced notable and satisfac- 
tory effects upon the cities which have 
employed it. The subject has been 
thoroughly reviewed in reports of the 
committee of which the writer was a 
member, made to the International 
Federation of Housing and Town 
Planning.® 

Architectural control by private 
agreement is quite general in this coun- 
try. The remarkably beautiful and 
harmonious results obtained from re- 
quiring plans to be passed on may be 
seen in suburbs and tracts of all sizes 
adjoining the principal cities of the 
United States and Canada. Perhaps 
the outstanding successes have been 
at the Roland Park-Homeland-Guil- 

s See “How Santa Barbara Profited by Archi- 
tectural Control,” in Am. Cine Annual, Vol. I, 
1929. 

6 See Lilienberg, A., “ Architectural Control in 
Sweden,” Bul. 18, April, 1927; Heiligenthal, R., 
“Architectural Control in Germany,” Bul. 18, 
April, 1927; Cheney, C. H., “Architectural Con- 
trol in the United States,” Bul. 16, May, 1928; 
Peter, H., “Architectural Control in Switzer- 
land,” Bul. 18, Dec., 1928; Musil, F., “ Archi- 
tectural Control in Austria,” Bul. 21, Feb., 1980; 
of the International Fed. of Housing and Town 


Planning. 
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ford section of Baltimore, at the little 
model village of Forest Hills, -ong 
Island, in the Country Club District in 
Kansas City, and at Palos Verdes Es- 
tates and Rancho Santa Fé in Southern 
California, because these places have 
taken more care in perfecting the rom- 
petence of their juries or boards of 
review.’ 


Rating THE CITIES 


How much of any community may 
be called good environment? Only a 
pitifully small part, unfortunately, of 
American cities are laid out and devel- 
oped even moderately well. This 
should be evident from an appraisal 
made a few years ago in a report by the 
writer to the National Conference on 
City Planning and the American In- 
stitute of Architects. It notes the 
percentage of good architecture and 
good environment found. We said a 
frank and yet reasonably liberal board 
of inquiry would have to report on 
these cities as follows: 


Per Cent 


Cıty 
Dallas, Texas a ai EEES 6 
Ft. Worth, Texas... . .. 8 
St. Louis, Mo.. . . su 7 
Chicago, Hl. ie ue Wes 8 
Oakland, Calf... .. 2... 10 
San Francisco, Calif. . = ey il 
Boston, Mass. . ... 2.0. oe. 12 
Los Angeles, Calif... acer & 12 
New York City . > kee 12 
Philadelphia, Pa. . . . ke 15 
Washington, D. C.. 2. ..... 25 
London, England . .. ... .... 9 





Contrast with these some of the 
cities and suburban communities that 
have established definite archite>tural 
control: 

7“ Harmony in Community Building,” noting 
architectural control as exemplified in tke work 
of Palos Verdes Art Jury, was described by the 
writer with illustrations, in House Beautiful for 
Aug., 1930, Vol. LX VUI, No. 2, p. 119. 
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District Per Cent 
Roland Park, Baltimore. see 95 
Forest Hills, Long Island. x. 95 
Shaker Heights, Cleveland.. . . 80 
Country Club District, Kansas City 75 
St. Francis Wood, San Francisco. 05 
Palos Verdes Estates. Los Angeles 95 
Nantucket (100 years old) To 95 
Yorkshire Village, Camden, N J. . 90 
Paris, France ... l 85 
Amsterdam, Holland S. ox 86 
Santa Barbara, Calif. ... .. 40 


Most of the architects seem to think 
these figures are, if anything, too high. 

The seriousness of the situation lies 
however, in the fact that the percentage 
of new buildings that are really æsthet- 
ically good is not increasing. In some 
cities it is even decreasing. The build- 
ing inspectors tell us they are getting 
fewer plans today than formerly, by 
men trained to produce good design. 
Automobiles that are not well designed 
will not sell any more. Why should 
we put up with badly designed and off- 
color houses? Is it not an increasing 
concern of public welfare that no such 
depreciating structure should be per- 
mitted to invade good neighborhoods? 


ZONING AND Burmupine CopEs 


Zoning does much to protect neigh- 
borhoods. Without zoning they can 
never get hold of themselves. A zone 
ordinance limits the use, the height, 
and the bulk of buildings in a manner 
appropriate to the districts in which 
they are located. Such ordinances 
have become common throughout the 
country in the past decade. There are 
now many hundred cities having at 
least some kind of zoning protection. 

However, zoning merely lays the 
foundation for good neighborhoods— 
for good residential districts and for 
good business or industrial districts. 
It provides, for instance, that uses such 
as apartments and business, which 
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are commercialized, shall not invade 
and destroy the quite different home 
interests of single-family neighbor- 
hoods. It also provides that buildings 
shall not be over large or without light 
and air. 

Zoning does not attempt to regulate 
the actual design or appearance of a 
building. Nor does the building code. 
That is a distinct form of regulation to 
insure safety in the use of building ma- 
terials, reduction of fire hazard, estab- 
lishment of proper exits, and so forth. 
Zoning, building codes, and other 
usual forms of regulation need to be 
carefully drawn by competent archi- 
tects, or they will thwart good architec- 
ture by unwise general requirements, 
such as flat roofs, wrong setbacks, 
sizes of yards and courts, and so on. 

But architectural control is a dis- 
tinctly different class of regulation, 
dealing with the quality and the appro- 
priateness of design and color of build- 
ings. We believe that this kind of 
rule will soon be as well sustained 
by public opinion (and then by the 
courts), as a necessity in protecting 
neighborhoods and cities, as zoning has 
come to be sustained, in only the last 
ten years. 

But at present, architectural control 
is new and should be established only 
cautiously and on its own merits, by 
separate act. It is inadvisable to 
enact it as part of a zoning ordi- 
nance, a building code, or such other 
distinct kind of regulation; that would 
only confuse the issue in case of attack, 
and might prejudice the court. 


ADMINISTERING CONTROL 


No discussion of architectural con- 
trol would be complete without calling 
attention to unsound practices some- 
times resorted to. City officials and 
city planning and other boards have 
too often been guilty of withholding 
approval to zoning amendments, sub- 
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division maps, and other matters re- 


quiring their action, until owners would 


agree to submit their plans, for approval 
of the quality of architecture. Of 
course, if the proposed structure in any 
way encroaches upon or uses any street, 
park, or other public property, city 
officials have jurisdiction and it is their 
duty to make such requirement. But 
often this is not the case, and city offi- 
cials simply bluff the uninformed owner, 
who, rather than be delayed by a pos- 
sible court action, accedes to their de- 
mands. This isnot sound practice and 
should not be mdulged in. 

Architectural control will fail unless 
administered by a properly constituted 
board, of judicial caliber. A majority 
of the board should be architects and 
men versed in matters of art, preferably 
elected by the trained architects of the 
city, whose plans have to come before 
them. City planning commissions, 
park boards, and similar bodies are not 
of a judicial character. Their attitude 
of mind must needs be that of investi- 
gators and designers. Park boards are 
administrators. Architectural control 
needs a separate, competent, and ap- 
propriate machinery adapted to its 
particular judicial job. 


Tue “Town PICTURE” 


The value of the “country picture” 
of rare scenic beauty is now well recog- 
nized. The fight to abate billboards, 
“hot dog” stands and other nuisances 
along our country highways is pro- 
gressing very fast.2 The “town pic- 
ture” is a thing of even greater value, 
though as yet unappreciated in most 
cities. In anumber of European coun- 
tries, maintenance and protection of 
the town picture is a well-established 
objective of municipal government. 

We must elevate our vision to include 
this important item of finished environ- 


8 See papers on “Roadside Improvement” in 
Am. Civie Annual, Vols I and H, 1929 and 1930. 
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ments in all city and regional plans. 
Without it, we neglect and generally 
lose altogether that subtle thing which 
is indicative of the soul of the commu- 


nity. For it is to attain a finished 
product that city planning, zoning, 
architectural control, and all other such 


measures are undertaken. 


Controlling the Load on Land through Zoning 


By Ernest P. Gooprics# 
Consulting and Planning Engmeer, New York City 


HE population load on land oc- 

curs in connection with three prin- 
cipal land uses, viz.: residence, industry, 
and business (including office workers). 
These uses may be more or less inter- 
laced, but these three elements are so 
outstanding that their analysis will 
cover practically all problems. 

High land loading, per se, is not 
necessarily wrong. It is only when it 
involves decreased amenity and less 
community efficiency that it is con- 
demnable. This occurs when the con- 
centration becomes so great that the 
buildings interfere with light, air, and 
easy access from and to one another. 
This condition may exist not only in a 
district of high buildings, but also in 
an area where the houses are only one 
or two stories in height. Such cases 
are to be seen in many real estate home 
developments, where, for the sake of 
making larger profits, each lot 1s cut to 
its lowest possible size, with the result 
that the houses are unduly crowded 
together. 

In regulating the conditions incident 
to land loading, special requirements 
must be devised, both as to the super- 
ficial land area occupied and the build- 
ing bulk. Not alone must conditions 
as to the living and working areas be 
included, but also as to the areas avail- 
able for outlook and for access. 


SPACE FOR SUNLIGHT AND AIR 


Enough space should be allowed to 
permit the necessary amount of sun- 
light and air to reach the inhabitants 
of every building. Although the total 
amount which is necessary to the 
health of the people is not definitely 


known, the studies of the New York 
Regional Plan have set forth what the 
minimum amount of sunlight should 
be, or its equivalent in daylight, or 
diffused sunlight. This has been com- 
puted to be one half hour of direct 
noon sunlight or its equivalent in dif- 
fused sunlight, on December 21. 

In order that this mininum may 
reach every room in a building, the un- 
built area surrounding a building of a 
given height must be very definitely de- 
limited. This can readily be done in 
the case of new districts. In built-up 
districts, however, the available area is 
already limited, and consequently the 
height of the building must be restricted 
to conform to this space. By using 
the method described by the New York 
Regional Plan, the exact spacing be- 
tween houses can be determined so as 
to take care of the sunlight require- 
ment. 

Industrial codes have undertaken 
to determine, in some instances, the 
minimum floor area to be provided 
per worker. Sanitary codes specify 
minimum requirements for sanitary 
conveniences. Some modern zoning or- 
dinances stipulate conditions with refer- 
ence to the access of light in proportion 
to floor space. For instance, some 
ordinances stipulate that every room 
shall have at least one window, the size 
of which shall be equal to one tenth of 
the floor area of the room. In most 
cases the cubic feet of air space which 
shall be available to every employee is 
designated, rather than the area. This 
varies in New York from 250 cubic feet 
in factories where only day work is 
performed, to 500 cubic feet in tene- 


16€ 


CONTROLLING THE LOAD on LAND THROUGH ZONING 


ment factories, with 400 cubic feet 
recommended as an average. This 
cubage is further defined by restricting 
the ceiling height in such industrizs as 
food products to from 8 to 10 feet, de- 
pending on whether the industry is 
located on an upper floor or in a base- 
ment. ‘This results in an area require- 
ment in the food products industries of 
about 50 square feet per employee. 

This requirement may be contrasted 
with the existing area per employee 
found in the modern office building, 
viz., 100 square feet, or approximately 
1,000 cubic feet. 

A study of apartment houses on Man- 
hattan Island has revealed the fact that 
the unit area per resident is the same 
as that found in office buildings, viz., 
1,000 cubic feet. The area in the aver- 
age three or three and a half room 
apartment is about 500 square feat, or 
5,000 cubie feet. (The half room is 
the dining alcove.) 

Sanitary codes undertake to deter- 
mine the minimum requirements as to 
sizes of rooms, the number of toilet 
facilities, and the sizes of halls and 
stairways. 


STREET SPACE 


Street space must be provided to 
secure reasonable access at times of 
average peak street load for the 
pedestrians and the vehicles which 
move to and from residential, commer- 
cial, and industrial land areas, within 
reasonable time limits. This street 
space depends upon the size, the num- 
ber, the speed, the minimum spacing, 
the average distance traveled, and the 
length of period of arrival and/or de- 
parture of each unit and group of units. 

Studies and surveys by the suthor 
have demonstrated the fact thet 3/8 
of a foot of sidewalk width is required 
per floor of office buildings 100 feet deep 
to take care of the pedestrian require- 
ments of the building population, if a 
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quarter-mile walk to a transit station or 
other destination is considered. Thus, 
a 20-story office building should have a 
716 foot sidewalk. The peak load from 
office buildings is about 30 per cent of 
the building population and occurs for 
fifteen minutes, between 5:00 and 5:15 
P.M., the equivalent total time of 
evacuation being one hour. 

In the case of department stores and 
theaters, the width of sidewalk neces- 
sary was found to be 1.2 feet per floor. 
Thus, a 10-story department store, a 
82-story office building, or a theater 
will require the same sidewalk width, 
viz., 12 feet. However, if there are 
any attractions, such as show windows, 
or any obstructions, such as hydrants, 
poles, or other sidewalk furniture, four 
feet should be added to the figures given 
above. This will prevent congestion, 
and the pedestrian traffic will continue 
to flow at about 3 miles per hour. 

If, however, space must be provided 
so that all of the tenants in a building 
can arrive or leave within a thirty- 
minute period, roughly twice as much 
sidewalk space must be provided as is 
necessary when the time interval is 
assumed to be one hour. 

Considering for the moment typical 
industrial floor space, it is obvious that 
the same sidewalk space is required 
whether a given parcel of land is occu- 
pied by a one-story building of ten 
units of area, or whether the same area 
of land is occupied by a ten-story build- 
ing, each floor of which comprises one 
unit of area. As between these two 
assumptions, questions of light and of 
outlook must be added to that of the 
required area of access, or street space. 
It is very easy, for example, to light a 
building of large area one story high by 
means of skylights, and equally easy 
to light all floors of the assumed ten- 
story building, each floor of which has 
a small area, provided such buildings 
are spaced an adequate distance apart; 
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while it might be very difficult ade- 
quately to light the floors of a three- 
story building, each floor of which is 
approximately three and one-third 
units of area. 

Obviously, there would be no out- 
look in the case of the skylighted one- 
story building, while adequate windows 
provided for a ten-story building 
located on land of an equivalent area 
would provide a considerable oppor- 
tunity for pleasing prospects. It has 
also been found that type of use affects 
the floor area and the building bulk, 
and that it also directly affects the 
street area which must be provided for 
access of persons and commodities. 


Bompriwne Use Arrncts Loan on LAND 
The use to which a business building 


is put makes a vast difference in the 
load which that particular building will 
place on the land. In a study by the 
author for the New York Regional 
Plan as to the traffic created in busi- 
ness districts, it was found that office 
buildings, lofts, and department stores 
vary as 16,9,and 8. That is, an office 
building 32 stories high will put the 
same vehicular traffic on the streets as 
a loft building 18 stories high or a 
department store 6 stories high. Ob- 
viously, a zoning ordinance must differ- 
entiate between the various uses to 
which buildings are put, if the bulk 
limitation is to have any meaning as 
affecting the land load. 

Since the existing street system has a 
definite capacity, it is logical so to re- 
strict the land load as to avoid traftic 
congestion. In studies made by the 
author for the New York Regional 
Plan, the average quantity of traffic 
created by each listed land use was 
found to be as follows: 


0.2 vehicle per day per family for de- 
liveries, including building ma- 
terial, groceries, and so forth; 
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0.85 vehicle per family, according to 
the automobile registration sta- 
tistics given in the United States 
Statistical Abstract, 1928; 

therefore, 0.2 + (0.85x%) = 1.9 
vehicles per family is the total 
traffic per family per day; 

6.0 vehicles per day per foot of front- 
age of a 100-foot lot in industrial 
sections; 

1.0 vehicle per day per foot of frontage 
in business districts; 

0.5 vehicle per day per foot of frontage 
in loft building districts; 

4.0 vehicles per day per foot of front- 
age in theater districts; 

0.5 vehicle per day per foot of frontage 
per story for department stores; 
or 

1.0 vehicle per day per 165 square feet 
of floor space for department 
stores; 

1.0 vehicle per day per foot of front- 
age for hotels (transients only). 


With the traffic capacity of the exist- 
ing street system assumed at its maxi- 
mum, the ultimate load on the land 
can easily be determined for the best 
use of the land, considering light, air, 
and access. This maximum capacity 
can be figured for any type of street 
from the tables of values given in the 
Highway Traffic Report, Volume III of 
the New York Regional Plan. 


BUSINESS AND INDUSTRIAL LOTS 


Various studies made by the Chicago 
Regional Plan have shown that the 
retail business frontage required per 
person is roughly 0.5 foot. For neigh- 
borhood business districts the frontage 
may be reduced to 1 foot per family, 
which is the equivalent of 1 foot per 
4.4 persons. This latter figure covers 
all the local necessary business frontage 
for subdivisions where recourse is still 
had to the large stores in the central 
area of the city. Both of these figures 
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apply to all kinds of communities, that 
is, residential, industrial, and so forth. 
Any greater amount of business area 
merely puts a false value on land zoned 
in excess of that required, and tens at 
the same time to lower the return on all 
of the zoned area, due to excessive 
competition. 

All business lots should have ade- 
quate area for light, air, and access. 
No front yards are usually required in 
these districts, but side yards or elleys 
should be required to allow free access 
in case of fire. Rear yards should also 
be required, especially where residen- 
tial buildings are constructed over the 
business structures. The rear yard 
should be deep enough to make a 45° 
angle of light available to the wicdows 
of the first floor. 

Where commercial buildings are less 
than 25 feet in height, the rear yard 
should be at least 10 feet wide to per- 
mit easy access in case of fire. No 
building should be higher than once 
the width of the street. This will 
make light and air accessible to the 
buildings on both sides of the street. 
According to good zoning practize, no 
building in a commercial district 
should cover more than eighty per cent 
of the lot, when used only for brsiness 
purposes. If used for both business 
and residence, this requirement is 
changed to fifty per cent. 

Using these three factors of frontage 
per family or per person, open areas 
required, and building bulk, the popu- 
lation density is materially restricted. 

In industrial sections the question of 
the limiting factors in the land load is 
more difficult, for the land uses of the 
different industries vary considerably. 
For instance, in a study made in the 
New York region, the land area per 
employee was found to range from 80 
square feet to 20,000 square feet, with 
a general average of 4,000 square 
feet. 
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However, from the point of view of 
fire hazard, it may be easier to limit the 
size of the buildings. For instance, 
while a non-fireproof unprotected build- 
ing should not exceed three stories in 
height and 6,000 square feet between 
fire walls, a fireproof building ade- 
quately protected by a sprinkler system 
may be eight stories in height and have 
20,000 square feet between fire walls. 
Adding to this requirement that of 
adequate alleys and rear yards for fire 
protection, and the further requirement 
of a rear yard deep enough to permit 
the 45° angle of light to reach the first 
floor, and a building height not to ex- 
ceed the width of the street, a zoning 
ordinance can be made which will 
impose the desired limitations. 

Due to the fact that a department 
store, for example, does not depend on 
daylight for illumination, the restric- 
tions of the zoning ordinance which 
provide for that feature may be set 
aside, so far as the department store 
itself is concerned. Where the store 
occupies a whole block, for instance, 
the building may occupy one hundred 
per cent of the lot area; but this should 
be allowed only if all loading and un- 
loading is done within the building. 
This hundred per cent coverage should 
not be allowed where the building occu- 
pies a part of a block and its lack of 
setbacks and/or yards would interfere 
wita the amount of daylight available 
to an adjacent building. 

Then again, in the case of a commer- 
cial hotel the amount of daylight and 
sunlight is not of primary importance, 
since the occupants are almost wholly 
night residents and transients, and the 
zoning ordinance requirements may be 
so made that the question of prospect 
does not enter. On the other hand, in 
the case of an apartment hotel the 
question of outlook is important and 
the zoning ordinance should provide 
for it. 
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Tan Fire HAZARD 


The use to which a building is put is 
a determining factor in its height limit 
with relation to the fire hazard, which 
increases with each additional story, 
other conditions remaining the same. 
The modern fire department isequipped 
to fight fires from the ground up to six 
or seven stories. With the aid of water 
towers and apparatus for delivering 
large streams of water at high pres- 
sures, the height limit goes up to ten 
stories. Above that the firemen must 
depend on such protection as is con- 
tained in the building itself, such as 
standpipes and sprinkler systems. 

Where these are not in good working 
condition or do not exist, firemen are 
helpless to do more than try to prevent 
the spread to other buildings of a fire 
which starts at the eighth or ninth floor, 
using ordinary ground equipment, or at 
the eleventh or twelfth floor if water 
towers are available. 

Although the question of fire-proof- 
ing buildings comes under the building 
code requirements, the zoning ordi- 
nance can limit the height of buildings 
according to use with special reference 
to the safety of the occupants in case of 
fire. A limit of ten stories or 125 feet 
seems reasonable in this regard. This 
may be expressed in terms of the width 
of the abutting street on which the 
building fronts. ‘Thus, if the street is 
80 feet wide, the height limit should be 
not more than 1.5 times the width of 
the street, so far as fire menace is con- 
cerned. 

Not alone must all these elements be 
considered, but also the sizes of yards 
and courts and the adequacy of light- 
ing. Unless yard dimensions are in- 
cluded in an ordinance, it is entirely 
possible for adjacent land owners so to 
place their buildings as to cut off all 
the light and the prospect from at 
least one building wall of each struc- 
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ture, if both are located close to and on 
opposite sides of the same lot line. 


SUBURBAN REGULATIONS 


In suburban areas the question of 
prospect is important, particularly in 
the residential districts. The majority 
of people who move to the suburbs do 
so for the sake of having such an out- 
look as is practically impossible in a 
city. Therefore, it is important that 
provision be made for it. Care is usu- 
ally taken of the problem of pleasing 
prospect in the suburbs by proper 
landscaping of the areas necessary for 
light, air, and access. 

Considering as an example an aver- 
age house 25 feet high, 25 feet wide, 
and 80 feet deep, on a 50-foot by 100- 
foot lot, adjacent to a 50-foot street, it 
is not difficult to determine what the 
dimensions of the open areas should be. 
For the purpose of obtaining sufficient 
direct sunlight and diffused sky shine, 
an angle of light of 45° should be the 
minimum required. This would allow 
& minimum distance apart of once the 
height of the buildings, measured from 
the sills of the first floor windows. 

For purposes of access in case of fire, 
the distance between houses should be 
not less than 10 feet. The area sur- 
rounding the house in this example, 
therefore, will be not less than 10 feet 
for the sake of access and not less than 
19 feet for the sake of obtaining the 
necessary sky light and direct sunlight, 
where the house is more than two rooms 
deep. For the sake of providing a 
good aspect, most houses are set back 
at least 10 feet from the street line. 
The house in the above example, 
therefore, will have front and side 
yards 10 feet wide, and rear yard 60 
feet deep. This allows a distance of 
70 feet between the fronts of houses 
across the adjacent street, 120 feet 
between the backs of the houses 
when they are placed back to back, 
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and 20 feet between the sides of the 
houses. 

Such a house should accommodate 
one family. If the building exceeds 
two rooms in depth and if the height is 
increased, the width of the side yard 
must be increased to permit the 45° 
angle of light to be available to the 
rooms of the first floor of the adjacent 
house. With such requirements the 
ultimate building bulk is automatically 
restricted by the size of the lot. Thus, 
by zoning for proper light, air, and 
access, the land load per family per lot 
can be held to the desired minimum. 


Tue Lot AREA PER FAMILY 

Again, in the case of multiple-family 
houses, the requirements for rear and 
side yards are limited to adequate 
access in case of fire, and adequate light 
as furnished by a 45° angle from the 
sills of the first foor windows. The 
front yard requirement is often reraoved 
in areas of multi-family dwellings. 
The minimum of lot area per family in 
such apartments should be 1,250 square 
feet. These requirements again limit 
the bulk and the family density per 
lot, even as the land density in single- 
family dwelling districts was restricted. 

In order to limit the load on land in 
residence districts, it is advisable to 
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require a certain lot area per family, ` 
since a pure bulk requirement can 
easily be circumvented by increasing 
the population within each building 
without increasing the bulk, thereby 
increasing the load on the land. 

The lot area per family required by 
good zoning practice may vary from a 
minimum of about 5,000 square feet 
for one-family dwellings to an absolute 
minimum of 750 square feet for large 
multi-family dwellings on high-priced 
land, where the apartment use seems 
imperative. This permits a load of 
from eight to fifty-six families per acre, 
respectively. In residence districts, 
buildings should cover only from 
twenty to fifty per cent of the lot area, 
the former in one-family house districts 
and the latter in apartment house areas. 

It is thus seen that the factors of use, 
light, access, and yard dimensions must 
be coupled with area and building bulk 
requirements tc secure adequate con- 
trol in any zoning ordinance. In other 
words, by proper selection of an ade- 
quate number of numerical factors, it 
is evident that any degree of control 
can be secured over those ideals usually 
included as basic in the drafting of a 
zoning ordinance, while omission of all 
except those of area and bulk or cubage 
might be inadequate. 
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ONING is intended to conserve 

and promote public health and 
safety and the general welfare of the 
community, including economie stabil- 
ity and esthetics. Zoning hasbeen suc- 
cessful and satisfactory as well as un- 
successful and unsatisfactory at the 
same time; and as a consequence, 
zoning activities are both praised and 
damned. 

Speaking in a nontechnical manner, 
the purpose of zoning has been largely 
to avoid the “scrambling” of districts 
with noncompatible uses (rather than 
nonconforming uses) and to “un- 
scramble” such situations where they 
existed, primarily with the view of 
value preservation. Whether the regu- 
lation of the use of real property 
creates or dissipates the confidence of 
the property owners depends upon the 
viewpoint of those affected, or in- 
terested. 


VIEWPOINTS OF ZONING 


There are two general classes inter- 
ested in zoning, namely, the utilitari- 
ans and the esthetes, and these two 
groups are oftentimes irreconcilable. 
The utilitarian judges the advisability 
of a zoning change entirely upon 
whether cr not the zoning will augment 
or dissipate property values; the æs- 
thete places beauty and his own per- 
sonal tastes above the desires of the 
masses. As a rule, the esthetic class 
are free from financial worries and 
possess education and leisure, and, 
while many times in the minority, yet 
because of influence and position in the 
community, they generally appear as 
the stronger. It is possibly because cof 


these conditions that, in retrospect, 
many zoning attempts appear abortive, 
and so long as human nature remains 
as it is, there appears but little hope oi 
changing the situation. 

Oftentimes the views of these two 
groups are hopelessly divergent. From 
whichever standpoint the problem of 
zoning be viewed, it must be recognized 
that either’s contention probably con- 
tains some merit; but in the final sense, 
there is but one practical test to apply, 
and that is, what action will benefit 
the greatest number? 

An interesting example of a clash 
between the utilitarians and the æs- 
thetes was as follows: In a certain 
Western city in which fire had razed 
the business district, a zoning ordinance 
fathered by the sesthetes was adopted, 
requiring all commercial buildings 
erected in the business district to con- 
form to a certain style of architecture 
which is somewhat more expensive than 
many other types, but also considerably 
more attractive. 

The utilitarians actively protested 
on the grounds that such requirement 
partially dissipated land values, and 
proved the point in the following 
manner: 


Cost of a store building as required by 
new ordinance. 50’ x 60’ =8,000 sq. ft. 
@ 88.25. 

Cost of store building not necessarily 
conforming to requirements of new 
ordinance, 50’ x 60’=3,000 sq. ft @ 


$2.50 7,600 





Excessive cost of building occasioned mis 


new ordinance. $2,250 
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The normal capital expense of building 
is eight per cent interest and six per 
cent for depreciation, taxes, insurance, 
upkeep, and repairs. Fourteen per 
cent of $2,250, the added expense of 
building, makes an excess cost of $315 
per year. This sum capitalized at six 
per cent reflects a value of $5,250. 

Inasmuch as the rental for the same 
space (50’ x 60’) would be the same 
almost regardless of type of archi- 
tecture, it follows that the excess cost 
occasioned by the new ordinance 
would dissipate the land value by 
$5,250, which is at the rate of $105 
per front foot. 

There being ten thousand front eet 
of property in the business district, it 
also follows that the dissipation in land 
value, in the aggregate would be 
$1,050,000. 

The effects of the ordinance then 
appear to have been to destroy $1,050,- 
000 of land value, and to cause a reduc- 
tion of $20,000 per year in tax collec- 
tions, being four per cent of $500,900. 

The æsthetes contended that the 
greater beauty of the business district, 


which would be created by commercial 


structures of a beautiful appearance, 
would cause the merchants to do a 
sufficiently greater volume of business 
to warrant paying a higher rental 
therefor. 

The utuitamans then argued as 
follows: If the merchants’ rent was 
increased to pay interest on this 
$1,050,000 of land value destroyed by 
the higher cost of building, the aggre- 
gate rent would be increased 884,000 
per year; if the merchants’ margin of 
profit is fifteen per cent, the aggregate 
volume of sales must increase $560,000 
per year; and if the town has a popula- 
tion of 20,000 persons, each man, wom- 
an, and child must purchase $28 worth 
of merchandise per year in excess af his 
custom, that being about $112 per vear, 
or 89.38 per month per family. 
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In the final analysis, the utilitarian 
has to pay the bill, or suffer the loss. 
The attack was successful. 


BENEFICIAL EFFECTS oF ZONING 


It is axiomatic that real property 
value is predicated upon type and 
intensity of use, and it therefore fol- 
lows that any legislation affecting use, 
ipso facto affects value; and anything 
which tends to preserve a property for 
its highest, best, and most profitable 
use will as a consequence preserve its 
greatest value. One of the primary 
purposes of zoning is to protect against 
noncompatible uses. Even the most 
bellicose antagonist of city planning 
would hurriedly seek the planning 
commission if there was a possibility of 
a mortuary or other objectional busi- 
ness establishment being erected on the 
lot adjoining his home. 

One of the value preserving activi- 
ties of a planning commission is to keep 
business development out of an apart- 
ment district; or apartment struc- 
tures out of a residential district; or 
poultry-slaughtering houses out of a 
neighborhood business district; or pickle 
factories, sausage works, sanitariums, 
mortuaries, and the like out of districts 
where such influence would be mimical 
to the highest value of adjacent and 
surrounding lands. These conditions 
are sometimes controlled through deed 
restrictions. However, often there is 
need to “dezone” below the deed 
restrictions, such as to zone for apart- 
ment use that which had previously 
been deeded for business purposes. 


Evi EFFECTS OF OVERZONING 


From an economic point of view, 
perhaps the most destructive phase of 
zoning is the unlimited and unwar- 
ranted designation of land for business 
usage. This is particularly so in the 
“shoe-strmg” business zoning of long 
streets, which ordinarily have a popu- 
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lation drainage area insufficient to 
support business on more than twenty 
per cent of the property so zoned. 
There is another phase of the same 
situation equally important; it is the 
zoning for business, that area which 1s 
best adapted for hotels and large 
apartment houses. There is a certain 
street in Hollywood, California, which 
has all of the environing factors neces- 
sary to make it one of the finest hotel 
and large apartment streets in the 
United States; but, probably because 
of pressure of the property owners, 
the property was and is zoned for busi- 
ness, for which use its value is negligi- 
ble. No one would think of building 
an apartment house or a hotel on this 
street, because of the existing business 
zoning; and as a result, the market for 
the property is frozen, it having no 
desirability now for either apartment or 
business dedication. 

This is an interesting, outstanding 
example of where overzoning has 
caused economic waste of millions of 
dollars and has precluded any profit- 
able use of the property. This loss is 
reflected not only directly, in the pock- 
ets of the owners of the properties along 
the street, but also in a diminution of 
the assessable value of the property 
and a consequent reduction in the 





Before change wn zoning 


Business district had 3,000 FF @ $1,400 per FF . 


Apartment district had 800 FF @ $150 per FF . 
Combined value of both districts 

After change tn zoning 

Business district had 3,000 FF @ $600 per FF. 
Apartment district had 800 FF @ $400 per FF 


Combined value of both districts 


Net Joss in aggregate value 
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amount of taxes that might be collected 
if the zoning had not precluded a profit- 
able development of the street. 


EXAMPLE 


The evil economic effects of improper 
zoning are well illustrated in a Pacific 
Coast city wherein a certain portion of 
the city had about three thousand front 
feet of property dedicated to commercial 
usage and earning interest on about 
$1,400 per front foot. Near by, but 
less favorably situated—in fact almost 
impossibly located for business pur- 
poses, considering the population drain- 
age area—was an apartment-house 
district in which there were approxi- 
mately eight hundred front feet of 
property worth about $150 per front 
foot. The owners of the apartment 
property succeeded in having their 
district rezoned for business, with the 
result that such property advanced in 
price from $150 to $400 per front foot, 
accompanying a diminution in value of 
the property in the older business 
district from $1,400 to 8600 per front 
foot, all of which occurred in approxi- 
mately one year. The effect of this 
change in zoning, so far as the aggre- 
gate value of the two areas was 
concerned, is approximately as fol- 
lows: 


Aggregate Value 


84,200,000 
120,000 


$4,320,000 
31,800,000 
320,000 
2,120,000 


$2,200,000 
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EXPLANATION 


The reason for such loss in land 
value is clear when it is understood 
that the value of busmess property is 
not based upon the amount of money 
spent thereon, nor on the buying 
power of the population drainage area; 
but rather is it predicated upon the 
amount of money spent per front foot 
of business property. It has been 
demonstrated that as a merchant’s 
business doubles above his critical 
point of establishment, his ability to 
pay rent usually quadruples, and such 
increased rent will impute a land value 
which is more than proportionately 
greater. A simple illustration of the 
theory involved here follows: 

In a hypothetical case, a merchant 
proposes to engage in a retail business 
in which his margin of profit is fifteen 
per cent. Before locating, he esti- 


mates as follows: 





Personal cost of living .. 150 
Rent for storeroom .. ... ... 50 
Grogs expense or necessary profit} $850 


This $850 per month must represent 
fifteen per cent of his necessary volume 
of business. Therefore, he must sell 
$2,333 worth of merchandise monthly 
in order to stay in business and earn a 
living wage. This is called his “eriti- 
cal point of establishment.” 

Assuming that after a year or two 
his sales double, to $4,666 per month; 
then his gross income would be $700 
per month (fifteen per cent) further 
assuming that his expenses would be: 








Clerk hire . . 

Incidental expenses . 75 
Personal cost of living 200 
Gross expense (excluding rent) $425 
Gross income (15% of $4,666) . 700 


Available for rent . 






In this case it is obvious that as the 
volume of business increased 100 per 
cent above the critical point of estab- 
lishment, the ability to pay rent in- 
creased 550 per cent—from $50 to 
$275. 

Now, the efect of this increased 
rental upon the value of the real 
property may be shown as follows: 


Cost of store building, 16’ x 60’ 


= 960 sq. ft. @ 8225... | 88,160 


$600 per yr. 






Expenses P 
Interest, 8%; depreciation, 
insurance, taxes, upkeep and 
repairs, and vacancies, 6%; 


making 14% of building cost} 302 per yr. 


Net income imputable to land $298 per yr. 
This net income capitalized at eight 
per cent reflects a capitalized land 
value of $8,725. 

Assuming that the rent be raised to 
$150 per month as a compromise, al- 
though the tenant could afford to pay 
$275, we have the following: 


Income 
$150 per month..... 81,800 per yr. 
Eapenses 
14% of building cost .. (8802 
Increased taxes—esti- 
mated ... ..| 48 
~ 380 per yr. 
Net income imputable to 
jand..... Seb: e $1,450 per yr. 
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This net income capitalized at eight 
per cent reflects a capitalized land value 
of $18,125. 

In this case, an increase of 300 per 
cent in rent—from $50 to $150 per 
month-—-has produced an increase of 
500 per cent in land value—from 
$3,725 to $18,125. 

From this it may be easily under- 
stood that a merchant’s ability to pay 
rent will increase more than proportion- 
ately to an increase in his business. 
It may be stated that the ability to pay 
rent is approximately proportionate 
to the square of the increase above 
the critical point of establishment; 
e.g., as the business doubles, the 
ability to pay rent increases 400 
per cent; as the business trebles, the 
ability to pay rent increases 900’ per 
cent. Conversely, if the volume of 
business per front foot diminishes, the 
ability to pay rent will diminish more 
than proportionately. This is the 
point. 

The aforementioned apartment prop- 
erty which was changed to business (?) 
by zoning, ever since has been what 
might be termed a “sick” business 
district, excepting about two hundred 
front feet of it. 

The circumstances attending this 
change were of the gravest conse- 
quence; tenants who were occupying 
the property on long-term leases were 
forced to discontinue business, in the 
absence of rental readjustment suff- 
ciently downward; foreclosures, liens, 
and suits in unlawful detainer were 
common, and the demoralizing effects 
produced were incalculable. The loss 
in taxable wealth in the two districts 
was $1,100,000 (fifty per cent of actual 
value)—a direct tax loss of $55,000 per 
year; and the loss of confidence of the 
people in their planning commission 
has militated greatly against the 
activities of this body in that city ever 
since. 
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Evit EFFECTS or UnpERZONING 


On the contrary, underzoning for 
busmess usage may also bring about 
subnormal values. A commercial dis- 
trict requires different classes of busi- 
ness in order to exert the maximum 
tractive force impelling people to trade 
there. Department stores, office 
buildings, and the like, are not monu- 
ments to man’s industry but rather to 
his laziness; people trade at those 
places where they can accomplish the 
greatest number of objects with the 
least amount of effort, and as a general 
statement it may be said that the 
number of people using a business 
district is proportional to the square of 
the diversification of business. 

However, as a general proposition it 
may be said that it is better to. zone 
against business than to follow the 
opposite course. 


MISUSE or ZONING AUTHORITY 


The misuse of zoning authority may 
be classified under two general head- 
ings, as follows: (1) ignorance of eco- 
nomics and other vital zoning matters 
on the part of the planning commis- 
sion; and /or (2) the exercise of political 
pressure against the legislative body. 
Therefore, the improper use of zoning 
authority may be culpable or otherwise. 
In either case the effect is the same, 
i.e., harm to real property values. 

Ignorance of factors inherent in and 
environing real property is the reason 
for much miszoning. It is readily ap- 
parent that a knowledge of mathemat- 
ics 1s a prerequisite to the solution of a 
problem, and any solution made in the 
absence of adequate knowledge of the 
subject will doubtless be fallacious; 
similarly, “use zoning” of real property 
in the absence of an adequate knowl- 
edge of the factors affecting the use to 
which such property may be profitably 
dedicated, may produce similar results. 


Economo EFFECTS OF ZONING 


I am reminded of a case in point in 
one of the San Francisco Bay cities, in 
which a lot that had great value for 
business purposes and negligible value 
for any other purpose, was zoned 
against business. The economiz fac- 
tors environing this property wer2 such 
as to permit of legal action to stccess- 
fully invalidate the entire zoning 
ordinance by the Supreme Court of the 
state. It is the writer’s belief that the 
arbitrary stand taken by the planning 
commission in that city may De at- 
tributed to ignorance. 

Then, too, there is ignorance on the 
part of property owners, beteving 
their property more valuable for busi- 
ness than for apartments, and sa forth, 
and having strongly insisted, on the 
grounds that they being the owners, 
would also be the sufferers, the; have 
brought about unsound changes to 
which the advisory or legislative bodies 
have reluctantly acquiesced. 

Political pressure is commonly used 
for the purpose of obtaming zoning 
variances, usually of a “spot” or iso- 
lated nature. More often than not, 
such variance is granted by the legis- 
lative body of the city, against the rec- 
ommendations of the planning com- 
mission, 

CONCLUSION 


Inasmuch as all benefits arising from 
the ownership of real properzy will 
occur in the future (past rights and 
benefits having expired) it is obvious 
that any act dealing with the use to 
which property may be dedicated in 
the future must be duly recognized. 

A destination cannot be effciently 
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attained unless the goal is known 
beforehand; zoning, which prescribes 
future use of property, cannot be 
efficiently done without an estimate of 


future changes in the environing fac- 


tors of the district. This is a pre- 
requisite to intelligent zoning. From 
this it is reasonable to conclude that 
prior to zoning enactment there should 


be made a comprehensive economic 


survey of the community in general 
and the district in particular, for the 
purpose of acquiring adequate knowl- 
edge of all factors having any bearing 
upon warranted use. This includes a 
knowledge of the existing supply of 
vacant property of various types and 
the rate of absorption thereof; the 
directional trend of the city with re- 
spect to various types of property; 
accessibility to the general scheme of 
life, such as transportation, schools, 
churches, stores, amusements, and so 
forth; to population and to buying 
power per capita, and buying power 
per front foot of property in use; condi- 
tions of the population drainage area; 
and other factors. 

Planning commissions should be 
manned by those possessing adequate 
knowledge of the subject and invested 
with more power, at the expense of the 
legislative body of the municipality. 
This would eliminate politics and tend 
toward greater efficiency and reason- 
ableness. 

The attitude of the public should 
be thoroughly considered and means 
adopted to secure support of the 
public in constructive zoning measures, 
through a campaign of zoning educa- 
tion. 


The City Plan and What It Is 


By Joas M. GRIES 


Economist; Executive Secretary, The President’s Conference on Home Building and 
Home Ownership, Washington, District of Columbia 


INCE the development of a city 
plan involves an expression of the 
combined viewpoints of many technical 
groups, it will easily be seen that in- 
dividual definitions must vary. It 
may be more to the point, therefore, to 
discuss a general conception of the city 
plan and what it is rather than to at- 
tempt further definition. 

While it may not be possible to es- 
tablish complete agreement on what 
the city plan is, it is possible to note 
the basic elements around which most 
_ definitions have been constructed. 

Planners agree that if a city is to realize 
its fullest possibilities, a program of 
physical development must be planned 
and carried out, instead of leaving the 
growth of a city to chance. This leads 
to the idea of a visualization of in- 
dividual projects, which, in the aggre- 
gate, and properly correlated, will 
bring about the desired development. 
These projects physically represented 
in a series of maps and drawings mak- 
ing up a tangible guide for the develop- 
ment of the city are then generally 
spoken of as the master plan. 

A visit to the drafting room of any 
planning office or department will bear 
out the suggestion that the purposes of 
the city planner, reduced to a series of 
maps and drawings, constitute the mas- 
ter plan. This plan, being the correla- 
tion of all the unit plans that have been 
developed through codperative effort, 
will have required many preliminary 
studies. They will be represented in 
base maps of topography, of physical 
conditions, of areas, of existing streets, 
and other fundamental features. There 
will be maps outlining proposed changes 


and suggested new developments, and 
superimposed arrangements of these 
on the maps of “existing conditions.” 
There will be supplementary charts of 
assessed valuations, of growths, shifts, 
and densities of population, and of 
traffic loads and peaks, and of many 
other pertinent facts to which consid- 
eration must have been given before 
final conclusions could be made. In 
addition to these graphic representa- 
tions, there will be found detailed in- 
terpretations of procedures that must 
be observed if the plan as outlined by 
the maps is to be carried out. 

A general paper on the city plan and 
what it is must necessarily deal with 
these purposes and interpretations of 
the planner in an attempt to bring out 
the essential features of the elements 
that are common to all comprehensive 
city plans, and it is proposed to show, 
through a brief analysis of these ele- 
ments, the chief factors that must be 
taken into account in the development 
of a typical city plan. 


Waar Is Ciry PLANNING? 


Before a plan can be reduced to a 
series of maps that will set forth the 
line of development calculated to be 
most satisfactory for a city’s various 
requirements, the present and probable 
future needs of the community— 
physical, economic,.and social—must 
be thoroughly sifted and analyzed in 
order to be certain that the project 
that is urged as a present necessity will 
also be sound from the point of view of 
ultimate demand that will be made 
uponit. City planning is the science of 
evaluating such factors, cotrdinating 
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the solutions offered, and buldmg 
around them a scheme of development 
which, publicly controlled and directed, 
will shape the physical growth cf the 
municipality to the best interest of the 
city as a whole. 

While the master plan presents the 
result of this cotrdination, it does not 
disclose the various agencies that may 
have contributed to it. Many city 
departments, such as the school board, 
the hospital or health board, and the 
park board, as well as public utilities 
and private owners and developers of 
land, will all have had their part in the 
final result through the plans they have 
worked out in collaboration with the 
expert planner and others concerned 
in preparing the master plan. It is 
desirable to encourage these public and 
private agencies to contribute in this 
way to the creation of the city plan, 
when the city planner or planning com- 
mission maintains contact with them 
and keeps the larger picture of the city 
plan before them. In planning the 
work under their charge, the city de- 
partments have a definite obligation to 
keep the comprehensiveness of the final 
plan in mind. 

Usually. in order that the master 
plan may rest on a solid foundation, it 
is necessary to make a basic survev of 
existing conditions to provide definite 
information as to these conditions and 
to reveal the trends that must be pro- 
vided for. Even then, in a growing 
city, a plan cannot live for long in its 
original state as a hard and fast line of 
procedure. New requirements, impos- 
sible to be foreseen, will be constantly 
arising and crowding the plan, and the 
test of city planning technique is to 
devise a plan that will be suffiziently 
flexible to allow incorporation of these 
new developments without radically 
shifting the plan’s original concepts. 

The physical objective of a city plan 
is to express, on the ground, the under- 
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lying motives that bring about its crea- 
tion. Some of these motives are to 
provide a maximum of convenience, 
economy, and efficiency; to conserve 
health and to promote safety; to en- 
courage educaticn and to foster beauty. 
City planning succeeds in the degree in 
which these aims are realized. Failure 
of realization may not result from in- 
ability of city planners to cope with the 
physical problems presented, but rather 
from the failure of the public to com- 
prehend fully what the plan can give it 
in community benefits. 

There is a growing insistence on the 
part of the public that these benefits be 
available, but this insistence has not 
yet crystallized to the poit where it 
will completely override the influences 
that are limiting the ultimate possi- 
bilities of city planning. When the 
general public has gained a fuller appre- 
ciation.of these possibilities, the com- 
munity’s interests will be placed above 
some of the okstacles of personal in- 
terest that have obstructed the work, 
and the planner will have a freer hand 
to bring about a more complete direc- 
tion of growth of the modern city. 


How THE Puan 1s MADE 


As has been suggested, the prelimi- 
nary work in constructing a plan is 
research that will provide fundamental 
data enabling the planner to get a 
reasonable picture of the present and 
future needs of the city. The creation 
of the plan itself is the conception and 
the delineation of necessary physical 
projects that will satisfy these needs. 
But the effective city plan must limit 
its proposals to what may reasonably 
be expected to be carried out. Of 
course, an ideal plan may be drawn up, 
particularly where the city can be 
planned from ihe very beginning, but 
this is only an occasional opportunity. 
The effort usually is a combination of 
replanning to eliminate the worst short- 
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comings of the city as it has grown, and 
of advance planning to guide its future 
development. 

Replanning a city is perhaps the 
most difficult phase, not only because 
of the permanence that the initial de- 
sign of a city assumes, but also because 
of the reluctance of the public to go to 
the great expense necessary for rear- 
rangement of an already grown-up 
city. Costly as this procedure is, how- 
ever, a certain amount of it must be 
done when the original layout does not 
meet modern requirements, and the 
planner must satisfy himself as to what 
can reasonably be done in the near fu- 
ture toward thisend. This short-range 
plan, however, must fit into the wider 
plan based on a vision of the city’s fu- 
ture, if the mistakes of the past are not 
to be repeated. 

A long-range plan contemplates the 
courdination of all the elements that 
enter into the city’s internal and ex- 
ternal activity. A city today cannct 
be looked upon as an isolated unit set 
apart from its surrounding territory 
and without relation to other near-by 
cities. The region about it exerts 
powerful influences and determines 
much that the city planner will incor- 
porate in his completed plan. If a 
regional plan has already been devel- 
oped for the area in which the city is 
situated, the problem of properly re- 
lating the city to its region is much 
simpler; but in any case, the city 
planner must go beyond the immediate 
city for his perspective. Of the many 
elements that are to be arranged in 
a city plan against this perspec- 
tive, there are seven of major im- 
portance. They are listed here without 
any attempt to arrange them ac- 
cording to their importance: zoning; 
transportation; streets and roads; sub- 
division and suburban development; 
public buildings; open spaces; and 
utilities. 
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ZONING 


A discussion of the place of zoning in 
the city plan is to be presented in an- 
other paper in this symposium, and 
only a sketch of its importance will be 
developed here. Zoning has been de- 
fined as the creation by law of districts 
in which regulations, differing in 
different districts, prohibit injurious or 
unsuitable structures and uses of struc- 
tures and land. ‘Through these regu- 
lations it seeks to control the uses to 
which buildings may be put, the height 
to which they may be erected, and the 
area of lots that must be left unbuilt 
upon. 

In practice, and from the point of 
view of its relation to the city plan, 
adequate zoning exerts a desirable 
control over the physical make-up and 
character of the city. It does much to 
counteract the tendency toward in- 
stability and shifting about of uses, and 
at the same time makes provision for 
the necessary expansion of use districts 
and the location of new neighborhood 
and local business centers as these needs 
arise through increase in population, 
changes in conditions, or other valid 
causes. Since it tends to control the 
density of use in various parts of the 
city, it enables officials to adopt meas- 
ures of permanent value for the pre- 
vention or the relief of congestion. 

These facts were realized in the 
earlier history of modern city planning, 
but it was not until legal machinery 
began to develop around the theory 
and the practice of zoning that city 
planners could count upon the degree 
of stabilization that proper zoning en- 
courages. With the constitutionality 
of zoning established, however, it is 
possible to proceed with greater sure- 
ness in laying down plans that will be 
more permanent. 

Formerly, in the absence of zoning 
regulations, the street plan, for in- 
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stance, had to be looked upon more 
or less as a framework upon which to 
hang the various uses of land. With 
the aid of zoning, streets can now be 
planned primarily from the point of 
view of serving their areas—residen- 
tial, commercial, and mdustrial—with 
reasonable assurance that the uses of 
these areas will remain relatively 
stable. The importance of zoning in 
the city plan lies in the fact that, with- 
out assurance that the localities of 
various activities of the city will not 
shift about haphazardly, a plan which 
may be highly suitable for the existing 
set of conditions, may quickly become 
obsolete. ‘The application of zoning in 
the early stages of the development of a 
city plan enables the planner to see 
much more concretely the situation he 
must provide for, and to avoid the 
looseness that otherwise may creep 
into a plan. 


TRANSPORTATION 


It is a significant fact that pressure 
for modern city planning and the 
growth of up-to-date planning tech- 
nique have arisen concurrently with the 
development of rapid transit facilities. 
As a rule, the physical arrangement of 
unplanned cities has been in accordance 
with the mode of transportation in 
effect at the time of their early growth. 
As a result of this influence, most of the 
older and larger cities in the United 
States have been laid out to accommo- 
date a medium of transportation that 
has definitely passed out of existence. 

Horse drawn transportation facili- 
ties have left their mark on practically 
all the older cities, just as the newer 
ones are showing the influences of the 
automobile and other modern methods 
of transportation. Any number of 
instances testify to the fact that a city 
will not satisfactorily answer the trans- 
portation demands made upon it if its 
growth isleft undirected. The planned 
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city, on the other hand, will reflect the 
recognition of probable future maxi- 
mum demands on transportation facili- 


„ties, and will provide more adequately 


for them. 
Although a city may draw heavily 
upon the resources of the area immedi- 
ately surrounding it, still it cannot be 
self-sufficient. Specialization is so def- 
initely a part of the present economic 
system that the smallest as well as the 
largest city must depend upon import- 
ing necessities from distant sources and 
must count on disposing of many of its 
products in outside markets. Along 
with this increase in commodity trans- 
portation, there is now a much greater 
traveling public than formerly, and the 
transportation question presents the 
problem of providing the most satis- 
factory arrangement for handling this 
incoming and outgoing flow of people 
and goods. Then, there 1s the ever in- 
creasing movement attending activity 
within the confines of the city. ‘The 
master plan attempts to codrdinate 
into a smoothly functioning system the 
facilities by which both the internal 
and the external activities are carried 
on. 
There are several factors that assume 
major importance in the development 
of a plan for transportation needs. 
Railroads and waterways are the 
principal long distance carriers of 
people and goods. The proper loca- 
tion, with reference to the various use 
districts established by the zone plan, 
of the entrances, the bridges, and the 
terminals in the case of railroads, and 
of dock and pier facilities in the case of 
waterways, is of primary importance in 
order that distribution may be accom- 
plished with the least degree of 
inconvenience. Some long distance 
passenger traffic and a great deal of pas- 
senger movement to and from near-by 
points are handled by motor hus, and 
this presents the additional problem of 
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bus terminals and routes. Air trans- 
portation requires airports located 
within reasonable distance of business 


centers in order that full advantage. 


may be taken of the potential time 
saving offered by air service. 

Within the city itself the transpor- 
tation plan should provide proper solu- 
tion of the problem of moving people 
and goods from one point to another 
in the quickest possible time and with 
a minimum of interferences. The 
planner recognizes two types of traffic 
movement, viz., pedestrian and vehicu- 
lar. In connection with the latter, the 
rail and street systems must be co- 
ordinated in such a way as to develop 
their maximum possibilities, under 
existing conditions or through changes 
that are within the possibility of reali- 
zation. The problem of pedestrian 
movement is a matter more or less of 
local concern, but the vehicular traffic 
problem is city-wide. It consists of 
routing vehicles in such a way that they 
may best serve all sections of the city, 
and also of devising methods for the 
separation of through and local traffic, 
as well as the separation of slow, heavy 
traffic from the faster moving, lighter 


type. 
THE STREET SYSTEM 


The problems of transportation and 
street system in the city plan are in- 
separably linked together. Once the 
transportation requirements of the city 
are fully determined, the plan for street 
arrangement must be shaped in accord- 
ance with the demands made by the 
quantity, the direction, and the type of 
street traffic. The basic motive be- 
hind the development of a street system 
is the same for every city—to provide 
a coördinated arrangement of streets 
that will afford the freest possible cir- 
culation between various sections of 
the city, as well as to provide for 
trafic that originates in the city and 
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has a destination at some more or less 
distant point, or the reverse. An addi- 
tional essential is that the plan shall 
provide for a factor of probable growth, 
so that necessity for periodical adjust- 
ments will be largely avoided. Failure 
in the earlier history of our cities to give 
sufficient weight to the probable growth 
factor is largely responsible for the 
costly but necessary changes that must 
be made today. 

Few cities are fortunate enough to 
have been developed along the lines that 
are in harmony with modern conditions. 
Consequently, the existing streets and 
buildings limit the approach to an ideal 
street system, and the city planner 
must work over the old streets as best 
he can through a plan for widening or 
straightening, or introducing advanta- 
geous connections wherever possible. 
The results of a transportation survey 
will immediately disclose that traffic 
seeks the line of least resistance, and 
that a certain intensity and type of use 
attaches to one street rather than to 
another. It is from the point of view 
of accommodating this natural usage 
that an effort should be made to recon- 
struct the street plan wherever free 
circulation is cramped or likely to be 
restricted. 

The American city tends to grow 
outward from a focal point in the cen- 
tral business district. The average 
city has found that most of its original 
streets which attract and carry the 
greatest amount of traffic into and out 
of this district are inadequate to take 
care of increased use resulting from the 
growth of the city and modern types of 
transportation. It is essential that 
these major thoroughfares be made 
adequate, both in capacity and direct- 
ness. The whole major street system, 
consisting of this series of radial 
arteries running from the central dis- 
trict and of cross-town or belt connec- 
tions at necessary intervals, should 
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form a skeleton to which all other 
streets may be properly related in their 
function as feeders or relievers. In 
connection with the major street sys- 
tem it is important to discourage the 
tendency to construct bridges so nar- 
row and approaches so ill-designed or 
otherwise inadequate that they con- 


stitute bottle necks or other inter- 


ferences with traffic. 

A distinction must be made between 
the major streets which end withm the 
city and those which continue on to 
outlying districts. The ultimate use 
of streets that are of major importance 
within the city can be fairly well esti- 
mated, because the use of the district 
which they serve can be rather defi- 
nitely controlled by a zoning plan; but 
considerable flexibility has to be pro- 
vided for routes which lead beyond the 
city, to allow for the development of 
the areas which they tap. 

Another type of traffic way which is 
of major importance because of the in- 
creased number of motor vehicles in 
use, is one that will lead through 
traffic, coming from a point outside the 
city and having a destination beyond 
the city, around the outskirts and thus 
avoid imposing an additional and un- 
necessary burden on the street system 
within the city. This by-pass arrange- 
ment may also be used in a similar 
plan within the city to avoid sending 
through the central or most congested 
districts, traffic whose destination does 
not lie in that section. 

In addition to the arterial streets and 
the lesser major streets, the planner 
must carefully appraise the minor 
street requirements. Such streets 
should be designed not only to serve 
adequately local needs, but also to 
discourage use by traffic having no 
purpose in the locality. If the plan 
provides for this, then minor streets 
may be, without undesirable conse- 
quences, as narrow and as lightly 
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paved as will satisfy the local: needs. 
They may freely follow contours, under 
certain circumstances the cul-de-sac 
may be used, and they may be more or 
less irregular. But the important 
consideration here is to provide, 
through proper and early zoning, that 
these streets shall maintain their origi- 
nal function and shall not be called 
upon to assume a burden for which 
they will be entirely unsatisfactory. 

Along with a plan for rearrangement, 
widening, and elimination of various 
unsatisfactory physical features of the 
existing street system and for the 
routing of traffic according to kinds and 
types considered under the head of 
transportation, the plan for the street 
system should provide a guide for 
street arrangement in undeveloped 
sections. Since the development of a 
new section offers an opportunity to 
apply from the very beginning the 
principles of good planning, the direc- 
tion of subdivision growth should be 
considered as a major element of the 
complete city plan. 


SUBDIVISIONS AND SUBURBAN 
DEVELOPMENT 


The making of the plan for a new 
subdivision is the initial step in creat- 
ing a new area that will eventually be- 
come, for practical if not for political 
purposes, an integral part of the urban 
district. It is the tendency of a 
metropolitan arza to extend gradually 
to outlying areas, and planning ahead 
for the interrelaiion of these sections is 
a logical and sensible part of any city’s 
plan. It is the one phase of planning 
where opportunity is offered to shape 
the development of a section ahead of 
its growth, without the compromise 
necessary in replanning. Neglecting 
to take advantage of this opportunity 
is simply a continuation of the policy 
that has involved so much expense in 
correcting conditions that could haye 
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been prevented by farsighted planning 
in the earlier stages. It is safe to say 
that the fullest possibilities of a sub- 
division will never be realized unless, in 
laying it out, its ultimate relation to the 
greater city area is given careful study. 

The first responsibility for the proper 
orientation of new subdivisions rests 
with the municipality to provide in- 
formation upon which a subdivider may 
draw for his basic data before he begins 
a physical layout of the tract. This 
can best be supplied in the form of a 
master plan that has fully considered 
the future trends of the city; and the 
possibility that a new subdivision can 
be so shaped in the beginning as to 
serve most effectively the immediate 
and future demands that may be made 
upon it, depends upon the existence of 
such a plan. 

The existence of a master plan, how- 
ever, 18 no assurance that new sub- 
divisions will be developed in harmony 
with it. The more progressive sub- 
divider will realize the value of having 
his plans conform to it, but many 
subdividers are not concerned with the 
social consequences of a misdeveloped 
section. Therefore, a definite control 
over the arrangement of new sections is 
necessary. Since the effects of a poorly 
planned subdivision are not generally 
apparent for a considerable time, and 
since consequences fall upon the com- 
munity as much as upon the individual, 
public control of the layout of new sec- 
tions, requiring that their development 
be in the best interests of the commu- 
nity, is completely justified. The full 
control over outlying areas that is exer- 
cised by some of the European citiesmay 
not be possible under existing conditions 
in the United States, but there must be 
a more general adoption of extraterri- 
torial control, such as is in effect in 
some of our cities, before haphazard 
suburban development can be checked. 

Where a subdivider knows that his 
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plan must be acceptable to the local 
authorities, he is more likely to lay out 
his subdivision in accordance with the 
master plan, which, in its major street 
layout, indicates the thoroughfares 
that are to serve as main arteries, not 
only for the city proper but for outly- 
ing sections. With these streets well 
defined, the subdivider’s problem þe- 
comes one of properly relating to this 
skeleton the internal arrangement of 
the streets of the new section consistent 
with the uses and the locations of the 
various districts within the tract. 
This relation involves a proper connec- 
tion with the thoroughfares so that 
traffic will flow naturally and easily 
into the larger system, and once the 
main streets of the subdivision are 
established to this end, more latitude 
may be permitted in the arrangement 
of the less important streets, enabling 
a suitable conformance to the topog- 
raphy, and otherwise providing an 
opportunity for expressing the in- 
dividuality of the tract. 

Lining up the subdivision with a 
system of major streets will not be the 
only task in the new section. The 
matter of dovetailing new areas one 
with the other must also be taken into 
account, for while each subdivision in 
itself may be perfect in its relation to 
the major street plan, streets ending at 
the boundary of one subdivision may 
be entirely unrelated to those of a 
neighboring section in the absence of 
planning for proper integration. Es- 
pecially may this be the situation where 
a subdivision is independently de- 
veloped between two undeveloped 
tracts. It so frequently happens that 
if this possibility is not recognized and 
the plan shaped accordingly, there will 
be a confusion of dead-end streets, 
jogs, and misfits when these outlying 
sections are finally built up. 

Factors other than the direction, the 
location, and the continuity of the 
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streets, such as street widths, block 
widths and lengths, lot sizes, alleys, 
and open spaces exercise an umpcrtant 
influence on the final effectiveness of a 
subdivision, and they must also be care- 
fully worked out from the point of view 
of their relation to the complete plan. 
Adequate widths for different types of 
streets under varying conditions have 
been worked out in various parts of 
the country. Yard requirements es- 
tablished by zoning, and land set aside 
for planting strips, will allow for extra 
street widths should they become neces- 
sary through a change of conditions. 

Block widths and lengths are matters 
permanently decided by the arrange- 
ment of streets in the original layout, 
and the plan should not neglect this 
factor. Blocks that are too long are 
an inconvenience to pedestrians, and 
it is a difficult matter to introduce new 
cross-streets after the section is once 
built up; too short, they increase the 
original cost of paving and present a 
greater number of traffic hazards 
through the added number of intersec- 
tions. Too wide or too narrow blocks 
involve uneconomical division into in- 
dividual lots, and complicate utility 
services. Alleys through wide blocks 
between lots of unusual depths, have 
a tendency to encourage the building 
of rear dwellings, and, in effect, they 
become undesirable streets. The shape 
and the size of the block also admit or 
preclude the possibility of an internal 
open space, and the question of suff- 
cient and varied types of open space in 
a subdivision is as important on a 
smaller scale as is the park system of 
the city and the region. 


OPEN SPACES 


The experience of cities that have 
grown up without provision for suff- 
cient open space in the form of small 
play areas, playgrounds, community 
centers, and parks of various kinds, kas 
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been so unfortunate and expensive 
that no modern city plan can be re- 
garded as comprehensive unless it m- 
cludes full provision for these areas. 
Wherever advantageous, it may be ad- 
visable to acquire these in advance of 
the time when they will actually be 
needed. In the earlier development of 
the city, open space abounds, and the 
fact is not appreciated that in the fu- 
ture its scarcity will be keenly felt. 
Land suited to this purpose that could 
have been secured by the municipality 
for relatively little, has been permitted 
to be built up with improvements. 
When bought later to be converted 
into open space, the tremendous cost 
is a heavy penalty for earlier short- 
sightedness. The growing volume of 
this experience, however, and the fact 
that people now, much more easily 
than formerly, can avail themselves of 
the advantages of open areas have 
combined to make the park element of 
a city plan one of the most important. 

The function of open spaces being to 
offer recreational relief from the pres- 
sure of congestion and to provide a 
place to which people within the city 
can turn for a change of atmosphere 
and for play, it is essential that both 
the type and the location of these 
areas be thoroughly considered in 
adapting them to the needs of the com- 
munity. Thought today is turning to 
their serviceability as well as to their 
beauty, and their real value is lost if 
some factor, such as accessibility or 
suitability to serve the people whom 
they naturally should attract, is over- 
looked. Generally speaking, the ques- 
tion of adequate open space is tied up 
with the distritution and the future 
trends of population, and the park 
plan should be developed with this 
distribution as a foundation. 

The city plan, as a whole, is built up 
generally with reference to adult ac- 
tivity, but in the plan for open spaces, 
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a great deal of consideration must be 
given to the requirements of minors. 
Recreation facilities must provide for 
the younger as well as the adult groups, 
and in the development of the smaller 
units for recreation, such as interior 
block open spaces, the playground and 
the play field, the children’s interests 
are paramount. ‘These smaller areas 
do not involve the same consideration 
of the street system as is necessary 
with larger recreation areas, since the 
smaller areas usually have only a local 
value and can generally be situated be- 
tween existing streets in some available 
and satisfactory unbuilt space. 

The next group, 1. e., local squares 
and neighborhood parks, while m- 
tended for a somewhat different use, 
come in for the same general treatment 
in regard to sites. The essential fea- 
ture of all these smaller areas is that 
they should exist in sufficient numbers 
so that at least one of them shall be 
within a reasonable walking distance 
from any part of the city. 

The larger units of the park system 
must be properly related to both the 
street system and local transportation 
if their maximum use is to be realized. 
They are not intended to serve neigh- 
borhood needs, but to draw from all 
sections of the city. Usually they are 
in the outlying sections, and, to be 
properly accessible, a system of road- 
ways or parkways, which in them- 
selves should have a type of park value, 
is necessary to bring these areas into 
closer relationship with the street sys- 
tem of the city proper. Provision for 
easy travel from one park to another, 
independent of the commercial or resi- 
dential streets of the city, is very de- 
sirable. A boulevard system designed 
primarily for pleasure traffic, and link- 
ing up these units, tends to coérdinate 
the entire park area and to increase tts 
usefulness. 

The automobile has so increased the 
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territory that can be easily reached 
that there is a great demand for suit- 
able park areas outside the city. 
Many municipalities are attempting 
to satisfy this demand by a system of 
outlying forest preserves or reserva- 
tions. Sections suitable for little else 
can be made to yield a high recrea- 
tional return at small cost if they can 
be opened to the public by making 
them a part of the park plan, connected 
by adequate traffic ways. This type 
of area also has increasing value as 
population grows, and insures against 
insufficient open space in later years. 


PUBLIC STRUCTURES 


An important element in the city 
plan is the selection of sites for public 
structures. ‘These consist of buildings 
for the conduct of government busi- 
ness, educational and entertainment 
buildings, hospitals, bridges, shrines 
and other memorials, monuments, 
and so forth. 

It is Just as true with public as with 
private buildings that with the pass- 
ing of the years their location may 
no longer be suitable, or they may 
have depreciated or become obsolete. 
Many of these, built upon narrow lots, 
cannot be altered to take care of the 
increased usage resulting from normal 
expansion of the activities they now 
accommodate; or their present location 
may, by the growth of the city away 
from them, have left them in an incon- 
venient situation. In replacing or 
relocating these buildings, the plan- 
ners should take into consideration 
their present and expected use, the 
proper relation to the street system, 
the necessary open spaces, the conveni- 
ence of the people, and the general de- 
sirability of the site from the point of 
view of the future growth and devel- 
opment of the city. 

The location and the setting of its 
public buildings influence to a large 
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extent the character and the beauty 
ofacity. Itis a mistake to locate one 
of these buildings on a lot of such in- 
adequate size as to preclude erther 
possible future enlargement of the 
building or the maintenance of suitable 
surrounding lawns or open spaces. To 
so place it in relation to the s-reet 
system that its architectural beauty 
may not be appreciated because of 
improper setting or lack of proper 
approaches, is also unfortunate. In 
many instances, fine public struccures 
are so situated that it is impossible to 
find a spot from which the buiding 
can be viewed as a whole. 

In many cities public buildings are 
at present located at random, and the 
architecture is of a heterogeneous char- 
acter. The grouping of public build- 


ings is becoming more and more a, 


feature of the planning schem2 for 
bringing about efficiency in the conduct 
of public business as well as development 
in civic art through harmonious archi- 
tectural treatment. A natural group- 
ing might be that of such buildings as 
the Federal and county buildings, and 
the city hall; or another, the public 
library, the art museum, and build- 
ings of a similar nature. The group- 
ing would depend upon the size of the 
city and the number of its public build- 
ings. In smaller communities the 
principal public buildmgs may form a 
single group, while in larger cities 
there may be more than one such civic 
center in addition to a number cf cut- 
lying community groups. 

Such centers not only facilitete the 
use of the buildings but, when care- 
fully planned and artistically exe- 
cuted, they create a civic development 
of which the city may be proud and 
which will also remain for many years 
without any change necessitated by the 
growth of the community. 

Shrines and memorials erected not 
for use but as structures of beauty to 
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perpetuate the memory of men or 
events, should be properly located so as 
to facilitate access by the numbers of 
people who will want to visit them. 
This means a careful coédrdination 
with the street system. In addition, 
their beauty is enhanced by proper 
settings with well-conceived vistas. 
Monuments, erected for much the same 
purpose, present about the same prob- 
lem on a smaller scale, which yields to 
a similar solution. 

Bridges and viaducts constitute el- 
ther contmuations of routes for pub- 
lic utilities or of streets. Planning for 
a bridge as a part of a public utility 
route involves taking care of neces- 
sary grade separations and, in general, 
harmonizing it with its surroundings. 
The planning for a bridge or a viaduct 
as a continuance of the street system, 
however, raises the additional impor- 
tant problem of providing adequate. 
approaches to take care of traffic using 
the bridge, so as to avoid congestion 
in the streets at either end. 

Public structures may be Federal, 
state, county, or municipal, and in the 
planning of sites for other than munici- 
pal structures there will be mvolved 
the matter of coöperation with the 
authorities of the other government 
concerned. The sites ‘should offer 
such advantages as will warrant ap- 
proval upon their merits. When a 
selection of this kind is made, it is be- 


‘lieved that the governments, recog- 


nizing the growth of the zoning and 
city planning movement, will be will- 
ing to codperate in carrying out well- 


defined programs of city planning. 


UTOITES 


Public utilities must be included as 
one of the important elements of the 
city plan, to which they bear some- 
what the same relation -as does trans- 
portation, in that routes must be pro- 
vided for the conveyance of services 
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throughout the city. These utility 
groups include the water supply and 
sewage systems, gas, electricity, and 
telephone service. While the water 
and sewage systems are generally 
owned and operated by a municipality, 
the others are more often privately 
owned and operated. All are, how- 
ever, operated for the public benefit, 
and even those privately constructed 
and maintained must utilize sites and 
routes on property within the city, and, 
being subject to the approval of the 
city, they may be made to conform to 
the city plan. Routes for utilities 
generally follow streets, though some- 
times easements are acquired through 
the interior of blocks. Where they 
follow streets, they may affect the 
street plan in the determination of 
widths, grades, or types of paving. 
The various utilities have the com- 
mon objective of service to the individ- 
ual consumer, and present somewhat 
similar problems of location and dis- 
tribution. These are the selection of 
sites for buildings connected with 
the source of supply, and routes and 
types of conveyance. In the case of 
sewerage the problem shifts from a 
question of supply to one of disposal, 
but, in the main, calls for similar 
treatment so far as any effect in con- 
nection with the city plan is concerned. 
To the planner, then, these utilities 
present the problem of the location of 
sites with suitable relation to the use 
districts established in the zoning plan, 
and the street and transportation sys- 
tems. The gas production and the 
electric generating plants, for example, 
must be provided for in locations easily 
served by fuel Welivering facilities. 
Also reservoirs, pumping stations, and 
purification plants of the water systems 
require suitable location with reference 
to the districts to be served thereby. 
One of the major considerations in 
this phase of the plan is to codrdinate 
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the capacity of service provided and 
the uses established through the zoning 
plan. The stabilization of districts 
through zoning makes possible a much 
more perfect determination of neces- 
sary capacity, obviates expensive ex- 
cessive installation, and reduces the 
necessity of changes and relocations. 


WHAT THE Crry PLAN ACCOMPLISHES 


No matter how thorough and sat- 
isfactory individual plans for the vari- 
ous elements may be, if they have not 
been constructed with a full apprecia- 
tion of the relationship that exists þe- 
tween them, much of the larger purpose 
of the city plan will not be realized. 
But where these elements have been 
properly related and woven into a 
comprehensive master plan which may 
be kept up to date and strictly adhered 
to, the first accomplishment is the sub- 
stitution of definiteness for uncer- 
tainty, that puts a municipality in the 
position of knowing where it is going 
in the matter of its physical growth. 
Àt its best, a city plan can effectively 
direct this growth. It can revamp or 
create a city or a town, so providing it 
with amenities that it will draw to it- 
self the highest type of population and 
activity through the economy, the con- 
venience, the beauty, and the general 
advantages that it offers. 

What the city plan accomplishes in 
economic saving can hardly be esti- 
mated. No one can place an accurate 
dollar value on the elimination of 
waste through the anticipation of 
probable needs of the city for streets, 
parks, and public buildings and the ac- 
quisition of sites in advance of private 
development. ‘The saving of losses 
through stabilization of land values, 
likewise, 18 an indeterminate figure. 
The losses through blighted districts 
that need not have become blighted 
can be reckoned in millions of dollars 
annually. More easily estimated is 
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the cost of condemnation purchases 
that must be made simply to destroy 
buildings or other improvement in 
order to provide a wider right of way 
or to secure a badly needed site. No 
immediate costs connected with tke 
development of a city plan can be rea- 
sonably offered as an excuse for not 
planning, in the face of what it has 
cost cities to undo the results of un- 
planned growth. 

But the final and most mportant 
accomplishment of the city plan is the 
social benefits that are to be derived 
from a well-planned city. In the ad- 
vances made in public recreation alone, 
which have been given great impetus 
by the city planning movement, the 
public of many planned cities has gained 
a social value that in itself justifies the 
expense involved in a planning program. 
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Zoning, with its provisions for ade- 
quate light and air and its beneficial 
effect on housing conditions, contributes 
immeasurably to the health and the 
general welfare of the people. No 
single one of the elements considered 
is without its social consequence, and 
while the city plan concerns itself on 
the surface with the physical develop- 
ment of the city, the accruing social 
‘benefits are the real purpose behind the 
drive for efficient planning. The fact 
that at present there are more than 
seven hundred and fifty official city 
planning commissions in the United 
States indicates the growth in appre- 
ciation of the value of city planning in 
the last few years, and the growing 
public understanding of the nature 
and the possibilities of the modern 
city plan. 


Aesthetics of Zoning 


By Russert VanNest BLACK 


Planning Engineer; Member, American City Planning Institute, and American Society of Civil 
Engineers, Philadelphia, Pennsylvania 


ONING is a negative art. It 

creates beauty less than it pre- 
vents ugliness. Only the absence of 
zoning 1s usually noticeable. 

Much has been said and written 
about the evolution of the picturesque 
New York skyscraper from the “ Zon- 
ing Envelope” as devised by America’s 
first zoning commission. It is doubt- 
ful if the framers of that first zoning 
ordinance foresaw the beauty of form 
which grew out of its setback provisions 
and which has since been copied so 
widely, in zoned and unzoned cities 
alike. Zoning setback regulations 
were not the inspiration of skyscraper 
design. They were but obstacles to 
normal procedure, challenging the 
architects’ and engineers’ ingenuity. 

By means of front and side yards and 
height regulations, zoning impresses 
certain regularity upon new develop- 
ment. Houses set back to regular 
building lines on wide, tree-framed 
avenues present a certain charm and 
attractiveness of appearance Impossi- 
ble in the hapbazard placing of 
buildings, and improve and protect the 
outlook of the individual home owner. 
Here, zoning prevents ugliness and un- 
pleasantness, but is powerless to create 
that greater beauty which might be 
gained by designed irregularity oi 
street facade—such an irregularity as is 
prohibited under the broad general! 
provisions of most zoning ordinances. 

Zoning encourages and frequently 
compels homogeneity of neighborhood 
development. Like uses are placed 
with like uses. Garages, stores, junk 
yards, and factories are kept out of 
residential districts. Continuous lines 
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of street trees are made possible. 
Glaring signs, noises, and odors are 
prohibited in residential areas. Close, 
encompassed view from the normal 
city dwelling is saved the eyesore of the 
grocer’s back yard and the miscel- 
laneous junk pile of the neighborhood 
garage. The billboard nuisance is 
minimized in that the most objection- 
able signs are commonly excluded from 
residential areas, and in some states 
zoning power is extended to country 
districts, offering much hope of elimi- 
nating billboards and roadside stands 
from long stretches of the country 


highway. 


Court RECOGNITION OF ASSTHETICS 
IN ZONING 


These are a few of the many and 
similar phases of zoning which touch 
upon sesthetics m that they promote 
the orderly and livable development of 
our cities. They represent the degree 
to which present-day zoning attempts 
to deal with esthetics. It will be ob- 
served that in all these respects zoning 
is still the negative force preventing 
unsightliness. To the point of uphold- 
ing such regulations, the highest courts 
of the land recognize æsthetics as one 
incidental factor. At the present writ- 
ing there appears to be only one case 
holding that ssthetics alone justify the 
police power of zoning.! Only in very 
recent years have the courts been will- 
ing to recognize the legitimacy of 
sesthetic considerations in zoning. 
There are still many courts which are 
reactionary in this respect, and from 
these courts have come a number of 

1 Ware v. Wichita, 118 Kansas 158. 
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decisions during the past year ho-ding 
that esthetics may not be regarded as a 
reason for exercising police power in 
zoning. 

On the other side of the picture we 
have the encouragement of the decision 
of the Supreme Court of the United 
States in the Euclid Village case, which 
holds that esthetics may be considered 
incidentally and as one of the objects 
to be accomplished. 

Mr. Rollin L. MeNitt, in his book 
The Law of Zoning, cites two interest- 
ing court cases as follows: 


If by the term “esthetic considera- 
tions” is meant a regard merely for out- 
ward appearances, for good taste in tae 
matter of the beauty of the neighborhood 
itself, we do not observe any substential 
reason for saying that such considerat_on is 
not a matter of general welfare. The 
beauty of a fashionable residence neigabcr- 
hood in a city is for the comfort and happi- 
ness of the residents, and it sustains in a 
general way the value of property im the 
neighborhood. It is, therefore, as much a 
matter of general welfare as is any other 
condition that fosters comfort or happiness, 
and consequent values generally of the 
property in the neighborhood. Why 
should not the police power avail as well to 
suppress or prevent a nuisance committed 
by offending the sense of sight, as to sup- 
press or prevent a nuisance committed by 
offending the sense of hearing, or the olfac- 
tory nerves? An eyesore in a neighbor- 
hood of residences might be as much a 
public nuisance, and as ruinous to property 
values in the neighborhood generally, as a 
‘disagreeable noise or odor, or a menaze to 
safety or health. The difference is not in 
principle, but only in degree.? 

The benefits to be derived to sities 
adopting such regulations may be summar- 
ized as follows: They attract a desirable ard 
assure a permanent citizenship; they foster 
pride in and attachment to the city; they 
promote happiness and contentment; they 
stabilize the use and value of property and 
promote the peace, tranquillity, and goad 
order of the city... . It is not necessary 

2 State ex rel. Civello v. New Orleans, 154 La. 
271, 33 A. L. R. 260. 
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for us to consider how far æsthetic con- 
siderations furnish a justification for the 
exercise of the police power. But one case 
has been called to aur attention which holds 
that esthetic considerations alone justify 
the exertion of that power. . Other 
cases hold that sesthetic reasons may be 
taken into consideration, but that they 
cannot furnish the substantial basis for the 
exercise of the power. . It seems to us 
that æsthetic considerations are relative in 
their nature. With the passing of time, 
social standards conform to new ideals. 
As a race, our sensibilities are becoming 
more refined, and that which formerly did 
not offend cannot now be endured... . 
The rights of property should not be sacri- 
ficed to the pleasure of an ultra-sesthetic 
taste. But whether they should be per- 
mitted to plague the average or dominant 
human sensibilities well may be pondered.’* 


ZONING ORDINANCES Lack 
AESTHETIC STANDARDS | 


But such decisions, while increasing 
in number and importance, are still the 
exceptions, and, perhaps largely be- 
cause of this reluctance of the courts to 
sanction expansion of zoning into the 
field of esthetics, there are few if any 
zoning ordinances which set up re- 
quirements of esthetic standards. 
Probably the nearest approach to such 
enactments appears in the Shipstead 
Act applying to the District of Colum- 
bia, where it is required in certain dis- 
tricts that a building design be sub- 
mitted to the Commission of Fine Arts . 
for certification, in effect, that the 
design is not such as would havean 
“unreasonably” injurious effect upon 
the esthetic values of the localities in 
question. But even this requirement 
appears to be limited to those localities 
in which public buildings and public 
parks are the dominating factors in 
both appearance and real éstate values. 

There are other ordinances that re- 
quire that certain semipublic and pub- 

2 The Supreme Court of Wisconsin—State ex 


rel. Carter v. Harper, 182 Wis. 148, 33 A. L. R. 
278. 
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lic utility structures conform in stand- 
ards of appearance to those of the 
districts wherein they are proposed to 
be located. But in all ordinances and 
In most discussion of zoning, whether 
in court or out, the word “sesthetics’’ is 
studiously avoided. Such small at- 
tention as is given to this important 
element in our everyday life is cloaked 
under another name. This, again, is 
undoubtedly due to the unwillingness of 
the courts tomove rapidly into this field. 

There is without question much 
justification for the attitude of the 
courts. It is difficult and dangerous to 
enact general law compelling such an 
inexact thing as a standard of beauty. 
It cannot be accomplished on basis of 
cost. Five thousand dollars may pro- 
duce a masterpiece of good taste, while 
a hundred thousand dollar mansion 
may be a monstrosity of color and 
form. It is difficult to administer the 
law of sesthetics through a jury. Mat- 
ters of beauty and taste are too subtle, 
too indefinite, and too much subject to 
variation In individual points of view to 
be defined by law. A normal city 
commission is mcapable of uniform 
judgment in matters of design. 

And yet esthetics rightfully should 
be and must become a legitimate factor 
in zoning regulations and zoning deci- 
sions. Zoning practice is faced with 
the real problem of determining first of 
all what degree of esthetic standards 
may reasonably be subjected to legal 
definition and police, power enforce- 
ment, and then how these provisions 
may be equitably administered. 


ENGLISH PRACTICE 


Some light comes from practice and 
experience abroad. The American City 
of November, 1930, reports certain 
English practices under the title of 
“Keeping British Streets Presentable.” 

The English Town Planning Act gives 
power to the Minister of Health to permit a 
local authority (municipality) to prepare a 
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town planning scheme prescribing the space 
about buildings, or limiting the number of 
buildings to be erected or prescribing the 
height or character of buildings for any 
area, whether built upon or not, if it appears 
to him that a scheme is expedient for 
preserving the special architectural, his- 
toric, or artistic character of the locality. 
It is said that such schemes are already be- 
ing prepared for the historic cores of such 
cities as Canterbury, Exeter, Oxford, 
Southampton, and Winchester. 


The American City also reports that 


in 1925 the Corporation of the City of 
Bath, which has much fine architecture, 
was authorized by Parliament to make by- 
laws requirmg elevations to be submitted to 
them. These by-laws provided that where 
the Corporation considered that the height 
of a proposed building or addition or chim- 
ney, or the design of the materials to be 
used, would seriously disfigure the city, it 
might refer the elevations to an advisory 
committee. The same powers have since 
been granted on petition to certain other 
local authorities... . 

The Brunswick Square and Terrace Act 
is cited as an interesting hundred-year-old 
example of permanent control by a private 
act. It was passed in 1830, and provides 
for the management and maintenance of 
the squares and terraces of the Wick Farm 
Estate, Hove, a town adjoining Brighton. 
One of the clauses provides for preserving 
uniformity of appearance in the front 
facades of the houses erected and to be 
erected. It governs such matters as front 
railing and balconies; it also requires the 
fronts of the houses to be covered with 
cement of a uniform stone color, and the 
front elevations to be maintained unaltered 
and without variations. The outside of the 
houses must be painted in uniform color 
every three years, and there is a penalty for 
lapses in this particular. This Act is ad- 
ministered by the Hove Town Council, and 
the Borough Engineer selects the color and 
issues the notices to the owners to paint. 


Our nearest approach to this reported 
English practice is the functioning of 
art juries in such private developments 
as that of Palos Verdes, and of munici- 
pal art juries, whose authority is 
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generally limited to the control of 
design of public buildings and other 
public structures. It is probable that 
our general standards of good taste 
will need to be considerably elevated 
and much more uniformly accepted 
before zoning can be safely intrusted 
with the power of such regulaticn of 
sesthetics as is suggested by these Eng- 
lish acts. Possibly nothing further 
should be asked now in this country 
than the broader interpretation of the 
usual statement of the purpose of zan- 
ing to the effect that it is necessary to 
the public interest, health, comfort, 
peace, safety, morals, and general 
welfare. 


Constructive DESIGN NEEDED 


If, however, the architectural design 
and the general beauty of American 
cities is to be improved greatly, it is 
probable that this advancement must 
spring from something other tkan 
regulatory law. The creation of 
beauty is something above any law or 
restriction. In some instances a de- 
gree of beauty may be a by-product of 
law, but the making of beauty must 
come out of constructive design. It is 
not a special phase of city building. It 
should be an essential factor in all 
work, just as important and as neces- 
sary as strength and sufficiency to 
purpose. 

This is not intended to suggest that 
the function of zoning in the matter of 
sesthetics may not well be improved 
and expanded. Zoning principles have 
made surprisingly little progress during 
the fifteen years of their recognition in 
this country, in spite of the very wide 
and rapid expansion of their applica- 
tion. This is due in part to the fact 
that much of this preliminary period 
has been devoted to the establishment 
of the fundamentals of zoning in the 
courts. That has now been accom- 
plished. The constitutionality of zon- 
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ing has been confirmed in practically 
every state in the Union. The way is 
now open for development of zoning 
principles to serve better the complex 
requirements of everyday life. 

It is probable that zoning of the fu- 
ture will give more and more regard to 
sesthetics. The preservation of beauty 
will undoubtedly be recognized as one 
of its prime purposes. Whether or not, 
however, zoning can ever be made very 
much of an instrument for the creation 
of beauty is problematical. 

Society places a criminal behind bars 
in order that he may inflict no further 
injury. He does not thereby become a 
constructive and useful citizen. Re- 
striction of his evil actions likewise 
limits his potentialities for creation and 
production. Zoning, in degree, places 
the builder and the architect behind 
restrictive bars. They are prevented 
from doing many bad things which in 
the long run are not to the advantage of 
either their clients or their clients’ 
neighbors. But, in the clamping down 
of general arbitrary Jaw, there is no 
stimulation toward the positive crea- 
tion of beauty. Frequently the best in 
architecture is discouraged or pro-- 
hibited. To this extent, present-day 
zoning practice may be accused of 
fostering mediocrity. It eliminates 
the most objectionable ugliness, but 
may and sometimes does prohibit the 
highest in architectural beauty. 

Zoning needs wider judicial recogni- 
tion of the importance of sesthetics; but 
more than that, it needs to be opened 
atthe top. The bottom cannot be too 
tightly closed to keep out ugliness and 
incongruities. But there should be no 
discouragement of efforts to evolve new 
architectural forms, new types of 
street layout, and new arrangements of 
houses, out of which may grow a much 
needed something more adaptable to 
the requirements of the motor age than 
is the present city structure. 


Progress in the Science of Zoning ' 


By Jacos L. CRANE, JR. 
Consulting Engineer, Chicago, Ilinois 


MERICAN zoning as a science is 
“A only fifteen years old. More 
than one student of zoning proposes the 
question of whether this branch of city 
planning has been progressing or retro- 
gressing during that period. The pres- 
ent paper undertakes to outline briefly 
some of the more important points of 
change in the development of American 
zoning practice, without attempting to 
analyze the deeper economic, social, 
and esthetic effects. 

Most notable in the progress of zon- 
ing in the United States is its phenome- 
nal spread, beginning with a single city 
and running like prairie fire over the 
- country until, in a brief decade and a 
half, something like a thousand towns, 
including nearly all the big cities, 
are operating municipal zoning plans. 
Along with this dramatic spread of the 
idea there has followed a rapid change 
of public attitude, a change from skep- 
ticism to an almost universal accept- 


1 This paper is a composite of data furnished by 
several zoning authorities. The writer asked a 
number of professional friends to give their views 
on zoning progress, agreeing to acknowledge the 
courtesy of each. It now appears impossible to 
mention the source of each item separately or the 
total of the suggestions made by any individual 
contributing to the data. Many items of the 
progress in soning were cited by two or more, 
many were overlapping and had to be regrouped, 
and many have been readapted from earher work 
Hence it is impossible to portion out the “credit” 
justly, and the writer wishes this to be both an 
acknowledgment of assistance and an apology for 
being unable to name those who helped with sug- 
gestions. ‘The ordinances mentioned in the text 
and the footnotes are not offered as the first nor 
necessarily the best illustrations of the points. 
With something like a thousand ordinances now 
in force, ıt has been necessary to mention only 
those which happened to bring the points to light. 


ance of the zoning idea. The use of 
zoning throughout the country as a 
measure of municipal control over city 
building has, of course, been made pos- 
sible by the rapid recognition of its gen- 
eral legal validity by the courts. 

This fifteen-year period has been one 
of experimentation and, to some de- 
gree, of trial and error in determining 
sound zoning methods. The studies 
and reports? of the American City 
Planning Institute’s Committee on 
Zoning Standards and Principles touch 
upon many of the fundamental ele- 
ments of zoning science: zoning is a 
part of city planning; it should be 
utilized comprehensively and region- 
ally; the zoning plan should have a 
basis of specific design; the district 
classification should be graded, and 
borderline adjustments made possible; 
frontage consent in a neighborhood 
should not be considered a criterion for 
zoning; regulations such as those for 
yard areas should be adjusted to real 
human needs and not to common 
building practice. Volume VII of the 
New York Regional Survey * includes 
graphic descriptions of the theory and 
the operation of zoning. 


DEFICIENCIES IN ZONING METHODS 


As something of a criterion against 
which to measure the progress of zon- 
ing, it may be appropriate to mention 
several of the basic deficiencies in pres- 
ent methods as suggested by those who 


? Published by National Conference on City 
Planning, 180 E 22nd St., New York. 

3 Neighborhood and Community Planning,” 
Regional Survey of New York and Its Environs, 
Vol. VIL, New York. 
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contributed material for this paper. In 
some minds there is a question whather 
zoning attacks the real defects in Amer- 
ican city-building, or only recognizes 
and confirms primary economic causes 
of these defects, such as speculation in 
land values. 

The New York zoning plan, arising 
complete out of a short two or three 
years of work, may have tend2d to 
crystallize the whole structure of zon- 
ing theory, which has in the mair been 
carried along from one city to the next 
without great basic change. Partly as 
a result of this perhaps premature de- 
termination of principles, and >artly 
because of lack of time and funds for 
real studies, there has been a deplorable 
tendency for each town to copy a 
previous ordinance both in form and in 
provisions, and this has produced a uni- 
formity which may help to focus public 
interest and support, but which has im- 
posed upon some cities regulations not 
suited to them. 

There is a question whether the seg- 
regation of uses has not been carried to 
an extreme. Lacking other means of 
control, particularly over architectural 
design, most zoning work, aiming at 
orderly development, has resorted to 
the very closely limited segregation of 
types of use, ignoring certain advan- 
tages of mixing uses. The common, 
and perhaps unavoidable practice of 
recognizing as standards the or-dinary 
customs in building, and particularly 
the recognition of property values, 
existing and anticipated, tend t> stabi- 
lize conditions and prevent them from 
becoming worse, but also tend to retard 
the improvement of standards. Quite 
generally, the requirements of zoning 
in the large cities have been based on 
standards lower than our sociel needs 
and our prosperity would justify. 

Finally, zoning tends to >roduce 
monotonous development, particularly 


in such matters as uniformity of-front 


£: 
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building lines and lot sizes, and rows of 
buildings of a similar type and class. 
These items are derived from the writ- 
er’s experience and from the comment 
of others, and each one can probably be 
considered from at least two points of 
view; but they are given here to aid in 
determining whether the changes which 
have been going on in zoning practice 
will serve to remedy or accentuate these 
possible weaknesses. 


TENDENCIES TOWARD [IMPROVEMENT 

Zoning authorities may take pride in 
several general tendencies which must 
work for the improvement of the sci- 
ence and help to eradicate its defects. 
Many zoning plans are now being 
drafted and many old ones redrafted 
not so much by offhand appraisal of a 
situation as by actual design based on 
facts. This applies particularly to the 
assignment of proportions of a city’s 
area or amounts of street frontage tothe 
various classes of use, ‘such as industrial 
and apartment house areas and busi- 
ness frontage, designed for definitely 
anticipated growth of commerce and 
population. There is a danger of over- 
standardizing, but the tendency is 
probably good. 

Zoning ordinances have been greatly 
clarified as a result of experience in us- 
ing them. Correspondingly they be- 
come more reasonable, more easy of 
application, and more sound legally. 
There has also been a good tendency to 
simplify the terminology of ordinances, 
even though they become longer and 
more specific. Two outstanding illus- 
trations are, first, the increasing num- 
ber of ordinances in which the use, 
height, and area districts are conter- 
minous, and second, those in which the 
regulations are given in tabular form, 
making them more understandable 
and easier to operate. 

There has been a growing realiza- 
tion of the need for more spaciousness, 
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higher standards, and more precise 
consideration of means for getting sun- 
light into buildings, and this has 
strengthened zoning practice. There 
has been great improvement in the 
text of definitions, several items such as 
the definitions of “private garage,” 
“front of lot,’ “home occupation,” 
“professional office,” and so forth, 
having come through a process of 
evolution generally, and of variation 
specifically, applying to special local 
situations. 

A few quite difficult problems and 
unusual proposals for the use of zoning 
have arisen during the last few years; 
for instance, the control of oil well 
operations in California and Oklahoma, 
the application of zoning to agricultural 
areas, and the suggestion that even a 
limitation upon the production of 
crops might be effected through zoning. 
The history of zoning in Brookline, 
Massachusetts, clearly illustrates one 
interesting point, namely, the change 
from an earlier conception of zoning as 
a means for controlling buildings only, 
to the principle that it may and should 
be applied to the use of all land areas, 
whether or not built upon; and along 
with this tendency, a more specific 
statement of the types of use to be per- 
mitted in each class or district. 


Tue Prositem or Excuusive Use 
DISTRICTS 


As pointed out above, the setting 
up of districts intended to be used 
exclusively for single residences, for 
two-family residences, for apartment 
houses, for business, and for industry, 
is open to some question. For ex- 
ample, without zoning, most heavy in- 
dustries will locate near railroads in an 
industrial belt, but some lighter electri- 
cally-powered works might well be 
placed in the neighborhoods where their 
operatives live. Plainly, we are work- 
ing counter to one phase of sound city 
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planning when we confine all factories 
to the areas most remote from residence, 
so that transportation becomes more 
and more difficult, irksome, and expen- 
sive. The same is true of a too con- 
fined central business district. 

A tendency to recognize this difficul- 
ty is shown in several Indiana zoning 
ordinances,’ where the board of appeals 
is endowed with power to permit busi- 
ness and semi-industrial uses of prop- 
erty in residence districts, subject to 
certain regulations. Some Massachu- 
setts ordinances permit stores on the 
ground floors of apartment houses—a 
type of development quite common 
in Europe. The zoning ordinances 
of Montgomery and Prince Georges 
Counties in Maryland give the county 
commission certain specific powers to 
vary the uses. One of the principles of 
the Radburn development is the provi- 
sion for possible intermingling of sev- 
eral types of residence buildings and 
even of industry near or within resi- 
dence districts. The writer antici- 
pates a great extension of this tendency. 


NONCONFORMING AND SPECIAL UsEs 


Nonconforming uses have been the 
source of much difficulty in zoning 
practice, and the manner of treating 
them has been changing and becoming 
more specific and more directly related 
to local conditions, particularly on such 
points as permission to reconstruct or 
extend them, and the determination of 
technical discontinuance; more re- 
cently, there have been very interesting 
provisions aimed at their eventual 
elimination. In two new Michigan 
ordinances’ the board of appeals is 
given the power to revoke, after three 
years from the date of the ordinance’s 
passage, the certificate of occupancy 
under which a nonconforming use is 
operated, public hearing being required 

* Gary, Hammond, East Chicago, and Marion. 

t Also in New Orleans, La. 
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and the revocation taking effect six 
months after issuance. At least one 
ordinance ê treats a special type of non- 
conforming use, billboards, in such a 
way that they may be outlawed and 
their removal required. 

It is now generally recognized that 
certain special uses must be given spe- 
cial treatment: airports, public utility 
operations, municipal plants, and the 
like. Many ordinances now set up 
specific machinery by which the legisla- 
tive body, the board of appeals, the 
neighborhood, or some other agency 
may determine or prohibit these un- 
usual and special uses in any district. 
The airport presents one of the most 
difficult problems. Aviation authori- 
ties contend and insist that zoning 
should maintain an extremely low 
height ‘limit around airports. ‘The 
owners of adjoining property feel that 
the airport damages them, and that an 
added limitation on the use of their 
property only increases the damage. 
A legal opinion’? in Los Angeles County 
helps to clarify this situation in indicat- 
ing that aviation interests, either public 
or private, cannot expect to exert an 
unreasonable control over the use of 
property around an airport. 


SINGLE-Faminty Districts è 


Perhaps the most interesting feature 
of change in single-family district regu- 
lations, aside from their increasing legal 
security, is the tendency to require 
larger and larger lot sizes. Since Lake 
Forest, Illinois, introduced a 20,000 
square foot lot area regulation several 
years ago, other suburbs throughout 
the country have followed suit: Ban- 
nockburn, Ilinois, requires one acre; 

6 Oradell. New Jersey. 

7 With reference to the possibility of using the 
recently proposed San Diego type of regulation 
in Los Angeles County. 

8 An interesting comment appears on pages 288 
to 240 of the 1928 volume of the City Planning 
Magazine. 
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Ramapo Township, New Jersey, 25,000 
square feet (one resident contends that 
the requirement should be twice as 
large); Montecito, California, one acre; 
and now a St. Louis suburb is attempt- 
ing a four-acre requirement. e 
legal soundness of such extreme regula- 
tions applied under police power has 
not been established so far as the 
author knows, but there are certain 
to be court findings within a short 
time. 

Another interesting development of 
single-family district regulations is the 
imposition of lot width requirements. 
It is held that a lot 80 feet wide and 300 
feet deep may be just as objectionable 
so far as the character of development 
is concerned as a lot of that width and 
only 150 feet deep, even though the 
former contains the fairly large area of 
9,000 square feet. Some authorities 
feel that a lot width regulation is un- 
wise, but the author has found it 
useful. 

In towns where assessments for pav- 
ing, water, and sewerage are levied 
both on the frontage and the sideage of 
corner lots, there has been a marked 
tendency to use such lots for more than 
one house; and, with the greater light 
and air reaching the corner lot, some 
ordinances® have recognized this dif- 
ficulty by special provisions permitting 
smaller lot sizes at street corners. 

Much difficulty has arisen at the 
border line between single-family and 
other, particularly business and indus- 
trial, districts. It is not always pos- 
sible nor desirable to insert an apart- 
ment house classification as a buffer, 
and in such ceses several devices have 
been used: a small buffer park, front 
building lines and sometimes side lines 
for the adjoining business, or a lessened 
building line and lot area requirement 
for the residence lot or lots next to the 
boundary. l 


? Aurora, Ill 
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APARTMENT House STANDARDS 


During the past five years there has 
been a marked tendency no longer to 
recognize existing habits of apartment 
house construction as normal and 
inevitable. For example, several or- 
dinances’® now require wider side yards 
for apartment houses than for single or 
duplex houses; some New York and 
New Jersey ordinances™ require park- 
ing space and play space on the apart- 
ment house private property; and a 
number of ordinances” have inserted 
special apartment house regulations of 
high standard, either requiring or tend- 
ing to procure deep front building lines, 
larger open spaces, and smaller bulk of 
buildings. 

One of the common apartment house 
problems arises where older large 
single-family, houses are ready for con- 
_ version into flats but where it is not 
justifiable to take down the old build- 
ings. Provisions aiming to take care of 
such situations are finding their way 
into zoning ordinances, applying in 
some cases to older houses in certain 
- sections of single-family districts, and 
in some cases to the conversion of old 
houses in apartment districts. ‘There 
has been progress toward the eventual 
elimination of the “‘shoe box flat,” but 
if genuinely high standards are to be 
established in the larger cities, a great 
deal has still to be done. 

One of the problems still unsettled in 
certain regions is the matter of apart- 
ment buildings in residential suburbs. 
Here opinion appears to be divided, 
with the suburbanite population gen- 
erally opposed to the owners of those 
lots zoned for residence use but lying 
so close to other property as to be difh- 
‘ cult to utilize. This is leading to the 


10 Montgomery and Prince Georges Counties, 
Md.; Highland Park, Ill.; Memphis, Tenn. 

u E.g., Hillsdale, N. J. 

1? Hastings, N. Y.; Highland Park, HI 
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creation of very carefully restricted 
apartment house districts in many 
suburban communities. 


He1aut AND BULK AND Oran Spaces 


In the larger cities, no other issue in 
zoning has caused so great controversy 
as has the matter of height regulations. 
The outstanding development has been 
the change from flat height limits to 
bulk or volume limitations, and most of 
the larger cities now have at least their 
downtown regulations set up in this 
way. The Chicago zoning ordinance 
set the pace, and most of the others are 
adaptations or variations of the Chi- 
cago volume method.“ The study of 
building height and volume being car- 
ried out at the Harvard School of City 
Planning should aid greatly in rede- 
termining principles and revising our 
methods. One minor but interesting 
point suggested by a Western ordi- 
nance* is a provision aimed to grade off 
heights at the boundaries between 
districts. 

The fundamentals of area regulations 
have not changed greatly, but stand- 
ards tend to become higher, and a num- 
ber of interesting newer provisions are 
now to be found in various ordinances. 
One very interesting newer method of 
applying area regulations calls not for 
so much lot area per family, but so 
much open space in proportion to the 
gross floor area of the building; e.g., 
one square foot of open space for each 
two square feet of gross floor area in the 
building. This requirement will per- 
mit only forty per cent of the lot area to 
be covered by a three-story building 
and a smaller percentage by a higher 
structure. 

Princeton, New Jersey, allows the 
Borough Council to vary the yard ar- 
rangement almost without limitation, 


13 Dayton, Ohio; Mt. Vernon, N. Y.; and Con- 
cord, N. H , show interesting variations. 
4 Spokane, Wash. 
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except that the total area must meet 
a set standard. This ordinance also 
requires increasing yard width with 
increasing building height, the latter 
being the application of a principle 
used in different ways before. The 
Sanford (Florida) and a few similar 
ordinances permit the open space to be 
distributed at the owner’s option, and 
establish standards for front yards in 
accordance with the character of the 
street. 

Quite a number of ordinances now 
require front building lines, and a few 
require side yards, on business lots ad- 
joining residence property, and some 
are calling for loading space hehind 
every business building—an extremely 
important thing. Correlative with 
yard and area regulations, provisions in 
many newer ordinances take care of the 
location of accessory buildings where 
the rear of one lot forms the side of an- 
other lot, regulate walls and fences 
outside of the building lines, and 
maintain vision clearance at street in- 
tersections. 


Mzruop or Maxine CHANGES , 


Many good zoning ordinances and 
plans have been seriously upset or en- 
tirely destroyed by the habit of making 
ill-considered changes to meet the needs 
of only one or a few property owners. 
Indignant protests, law suits, and sug- 
gestions for a new policy on making 
changes have followed. There is now 
general acceptance of the principle that 
no change, however small, should be 
made except after a careful and com- 
prehensive investigation of all the fac- 
tors involved and of the effects. which 
might result. One attorney with long 
experience in zoning stoutly contends 
that there should be a time period es- 
tablished within which no changes can 
be made; and even though this would 
seem to be difficult from both the legal 
and the practical standpoint, it is a 
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direct expression of the protest against 
so many hasty changes. 

It is around the board of appeals that 
the great majority of court cases on 
zoning revolve. Beginning with the 
idea that a board of appeals should 
have extremely wide powers of varia- 
tion, even to the point of permitting 
prohibited uses in any district, the bat- 
tle over this problem has waged back 
and forth until now it seems clear that 
the exercise of this power should be 
limited to cases where legislative action 
is impracticable and where the ordi- 
nance if literally applied would work 
an unnecessary hardship which may be 
relieved without damage to neighbor- 
ing property. The Ilinois Supreme 
Court, pending an opinion on rehearing, 
has stated that the entire power of varia- 
tion under the Illinois statute is invalid. 

Some ordinances still grant a wide 
power of variation to boards of appeals, 
but the general tendency is to more and 
more specifically limit that power,” 
and it is to be expected that within a 
few years a sound policy applicable to 
nearly all circumstances will be evolved. 
One point seems to be clear, namely, 
that a board of appeals should not at- 
tempt to change the classification of 
property or the terminology of an 
ordinance without an act of the legisla- 
tive body. 

In the field of variation, the idea, has 
been applied in Rhode Island and New 
York legislation” that the precise zon- 
ing of open, unplatted land can best be 
determined when the subdivision is 
laid out, and these laws permit the 


38 See City Planning Magasins, July, 1930, fora 
statement on this point. 

18 A new ordinance for Glencoe, Illinois, pro- 
poses to establish mathematical limits within 
which boards of appeals may vary the require- 
ments for yards, height, and so forth; but there 
is a difference of opinion among authorities as to 
whether this will operate successfully. 

Y The statutes, and the ordinance of Westerly, 
RL 
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planning board to readjust the zoning 
at that time. 


Burprne Lines 


The manner of applying front build- 
ing lines has been changing in a number 
of important ways. Most early ordi- 
nances establish the front building line 
at the front wall of the building, per- 
mitting open porches to extend into the 
front yard. Inthe northern part of the 
country, where open porches are, later, 
often enclosed, this has been found un- 
satisfactory; and now many ordinances 
require shallower front yards but keep 
all porches, open or closed, back of the 
front building line. 

In suburban towns the depth of the 
building line has tended to increase, but 
where existing buildings establish the 
line, modifying clauses are now found 
setting a maximum beyond which the 
building need not be placed, and also 
specifying that no building need set 
more than a few feet deeper than an ad- 
joining building. It is now common 
for ordinances to permit a grading off of 
the front building line at the boundary 
between districts of different front yard 
requirements, in order to alleviate 
what would otherwise be a hardship on 
the first lot or two where the deeper 
line is required. 

Perhaps the most significant building 
line development is that of requiring 
building lines deeper than those other- 
wise necessary, for the purpose of pro- 
tecting future street widenings. Prob- 
ably a dozen ordinances now carry such 
provisions. Their legal validity is not 
yet clearly established, but where the 
machinery is set up for taking the 
ground within a reasonable time, and 
for taking it immediately where a 
definite hardship results, this extremely 
valuable use of the police power under a 
zoning ordinance, for a general city 
planning purpose, seems destined to 
legal security and wide use. 
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ZONING OUTSIDE CORPORATE LIMITS 


It has long been realized that where 
zoning ends at the limits of a city, great 
damage may be done in unzoned terri- 
tory just outside. In a number of 
states, county zoning authority has 
been established by statute and its use- 
fulness clearly demonstrated. In New 
York and New Jersey, where the stat- 
utes apply to cities and townships alike, 
it is possible to zone the entire land 
area. Notable extraterritorial zoning 
has been accomplished under a special 
act in Montgomery and Prince Georges 
Counties, Maryland, and under state- 
wide permissive statutes in Los Angeles 
and Santa Barbara Counties, Califor- 
nia, and in Milwaukee, Kenosha, and 
Racine Counties, Wisconsin. An in- 
teresting special provision of the Mont- 
gomery and Prince Georges Counties 
zoning law requires a permit of the 
county commission for barbecue stands 
or garages anywhere, and for billboards 
or nuisance industries in industrial dis- 
tricts only. 

Much of the county zoning has been 
carried out a section at a time. In 
Santa Barbara County, for instance, a 
strip five hundred feet wide along the 
principal highways is being placed un- 
der control first. The California City 
Plan Act may be considered the stand- 
ard for all states in which the great bulk 
of the territory is unincorporated, New 
York and New Jersey being the most 
important .exceptions. 

The new Kentucky planning and 
zoning statute for second-class cities 
establishes a new principle which may 
prove to be of the greatest value. In 
that state a city plan commission is 
composed of both city and county 
members, and acts both as a city and as 
a regional planning commission, and 
this commission is given authority to 
determine by its own action the geo- 
graphical limits of a zoning ordinance, 
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the only limitation bemg that the area 
shall not extend outside the county 
under one commission. By using this 
power, Lexington and Covington have, 
for the first time in this country, es- 
tablished zoning ordinances to direct, 
under one set of regulations, the 
growth of the corporate municipal area 
and also the surrounding unincor- 
porated land. 

It is in extramunicipal zoning of ter- 
ritory outside corporate limits that the 
great future of zoning lies, but in such 
territory the difficulties of foreseemg 
future tendencies and logical develop- 
ment are even greater than within a 
city, and hence the need for more 
exhaustive study. 


CONCLUSION 


The underlying principles of Ameri- 
can zoning have not greatly changed 
from the first conception as applied 
in New York—a governmental police- 
power measure which attempts to 
exert over private property the will of 
the community to promote orderly city 
building, with all of the resultant 
economies and other benefits, the 
method being to classify private land 
on the basis of its presumably most 
appropriate exclusive use and to limit 
and regulate the construction of build- 
mgs and the use of premises accordingly. 

While the zoning theory remains al- 
most unchanged, the technique of 
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applying that theory has changed a 
good deal. Practically every phase of 
the typical zoning ordinance has been 
modified, elaborated, strengthened, and 
clarified during these pioneer years of 
readaptation to meet previously un- 
foreseen situations of importance from 
the practical, the legal, or the ad- 
ministrative angle. 

The readjustment of zoning details 
has served to strengthen the position of 
the zoning theory, which has been ac- 
cepted as unquestionably sound and 
immaculate. In practice, zoning tech- 
nique has been forced to adjust itself 
to that inviolable theory. Hence, until 
the principles have been more thor- 
oughly restudied and better estab- 
lished, it is difficult to measure absolute 
progress in the application of zoning. 
The fundamentals are gradually being 
tested out in the courts and in studies 
like this symposium. Meanwhile, the 
science of applied zoning has pro- 
gressed, or at least changed, at a great 
many points. 

All told, zoning is serving an ex- 
tremely useful purpose, and it has suc- 
ceeded astonishingly well. Without 
much evidence of critical reéxamina- 
tion of the primary theories on which 
zoning is based, there has been much 
change and progress in the details of 
zoning practice, and it must continue 
to be intensively studied and restudied 
before it will be completely sound. 


A Danger Spot in the Zoning Movement 


By Warum B. Monro 
Member of the Executive Council, California Institute of Technology, Pasadena, California; Vice- 
President, National Municipal League; formerly, Professor of Municipal Government, 
Harvard University 


ANY years ago, when I began my 

career as a college teacher, one 

of my former masters said to me by 
way of good advice: 

If you are wise you will never try to give 
your students more than one idea per hour. 
On the other hand, if you can put across 
one idea per hour in your classroom, you 
will have a good batting average at the end 
of the year. 


I have found that to be wise advice. 
If you and I, in going around the world, 
could pick up one sound idea for every 
hour of the working day, we would have 
a very considerable inventory of ideas 
before we were through with life. So 
there is only one idea in this article, 
although I shall try to indicate some 
of its implications. 


ORIGINAL PURPOSE or ZONING 


The most interesting step forward in 
our day, along the line of city adminis- 
tration, the most fruitful, the most in- 
teresting, the most hopeful, is repre- 
sented by the city planning movement; 
and more particularly by that phase 
of city planning which has interested 
us all under the name of zoning. It 
has been my privilege to be somewhat 
associated with this zoning movement 
from its very inception. I recall the 
National City Planning Conferences 
at which the policy of zoning cities in 
this country was first propounded. 
The idea came from one of the most 
progressive German cities of that day, 
Frankfort-on-the-Main, where the gen- 
eral principle of controlling the use of 
private property had been put into 
operation, with conspicuously advan- 


tageous results, under the leadership of 
Burgomaster Adickes. 

In all these early discussions of 
zoning, twenty-five years ago, the prob- 
lem was approached from the stand- 
point of the public authorities. The 
chief argument in favor of zoning was 
that it would simplify some serious 
difficulties in municipal administration. 
It was pointed out that the invasion of 
an industrial section by residences, or 
the invasion of a residential section by 
industries or business, always resulted 
in complicating the tasks of the city’s 
administrative departments. 

Assessors, for example, pomted out 
the difficulty of making fair valuations 
in areas which were being transformed 
from residential to mercantile use. 
The school authorities drew attention 
to the trouble which frequently re- 
sulted through rapid changes in the 
character of a district. I recall hearing 
one school superintendent complain 
that certain schools in a large Eastern 
city had lost nearly half their capacity 
enrollments through the exodus of 
families due to the incoming of indus- 
tries. The cost per pupil in these. 
half empty schools, he explained, was 
clearly excessive. 

It was so with other branches of 
public administration. Police costs 
were said to be forced up by the mter- 
mingling of diverse activities in a single 
area. With the encroachment of fac- 
tories and shops, a district became less 
desirable for residential use; its dwell- 
ings and tenements were often trans- 
formed into cheap lodging houses or 
worse. The effective policing of a 
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city, it was said, would be greatly 
facilitated if the integrity of residential 
districts could be preserved. 

It was the same with fire prevention 
and fire protection. Men did not need 
to argue that the invasion of a home 
area by factories and shops brought 
greater fire hazards and accentuated 
the difficulty of providing adequate 
fire protection except at increased cost. 
Street maintenance provided still an- 
other argument for zoning. Engineers 
pointed out that it was impracticeble 
to provide any type of paving which 
would be wholly suitable for a street 
that had become half industrial and 
half residential. 

A representative of the United 
States Government at one of these early 
conferences said that a zoning ordi- 
nance would very greatly simplify the 
whole matter of postal deliveries; be- 
cause a business section sometimes re- 
quired four deliveries a day, whereas 
a residential section was entitled to 
only two. Hence, when a district be- 
came mottled, the postal authorities 
hardly knew how to solve their prob- 
lem. So the zoning idea came not 
from the property owner but from the 
officials of city administration, and its 
first advance was with the purpose 
of helping public administration by 
making it more orderly, diminishing 
its difficulties, and reducing needless 
outlays. 

This point cannot be too strongly 
emphasized. ‘The pioneers in the field 
of American city planning were not 
thinking primarily of zoning laws as a 
means of stabilizing property values, 
although it was confidently hoped and 
expected that such stabilization would 
ensue. They were thinking of a zoning 
ordinance in the same general sense as a 
traffic ordinance—as a means of pro- 
moting the welfare of the whole com- 
munity and guiding its growth along 
orderly lines. 
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POPULAR IDEA or ZONING ` 


Zoning, however, quickly became 
popular. Hardly anything else in 
municipal administration has had so 
rapid a spread in the cities of the United 
States durnig the past fifteen years. 
And one of the principal reasons can be 
found in the fact that real estate agents 
and promoters throughout the country 
got behind the movement. They saw 
in it an opportunity to boom their busi- 
ness. With a city entirely zoned, they 
could assure purchasers of residential 
property that their neighborhoods 
would never be encroached upon by 
business, while on the other hand, 
zoning would give business property a 
touch of monopoly value. Accord- 
ingly the signs went up on vacant lots: 
“Zoned for business,” or “Zoned for 
apartments,” with the definite implica- 
tion that such action on the part of the 
public authorities had resulted in 
giving the property a higher and more 
assured value than it would otherwise 
have. 

As a result of all this, we seem to be 
in danger of forgetting the original 
purpose of the zoning process as a 
whole. The rank and file of the people 
are coming to look upon it as merely a 
matter of maintaming or increasing 
property values. Whenever a ques- 
tion of rezoning comes up, the issue is 
not usually approached from the stand- 
point of what the city needs, but of 
what the private owners desire and 
what their immediate neighbors feel 
disinclined to let them have. 

A hearing on a petition to change 
any parcel of land from one zone to 
another almost always develops into a 
battle royal between two sets of private 
interests, namely, those who own the 
property in question and expect to 
profit by the change, and those owners 
of neighboring property who fear that 
the change will result in a loss to them- 
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selves. All other considerations, for 
the most part, are lost to view. Noone 
thinks to ask whether the change, if 
made, will increase or simplify the diff- 
culties of municipal administration, 
or whether it is in line with the process 
of orderly, planned, and regulated 
growth which the municipality has laid 
out for itself. The hearing too often 
becomes a contest—not an inquiry. 

Many downers of residential property, 
by reason of the assurances given to 
them by enthusiastic real estate dealers 
at the time of purchase, have come to 
feel that they have a vested right in 
the provisions of the zoning ordinance, 
and hence that any change in it, if 
made to their detriment, is a breach of 
faith on the part of the public author- 
ities. “I bought this place because it 
was in the restricted, single-residence 
zone, and the city council has no right 
to let a duplex house be built mght 
across the street from me. That’s a 
deprivation of my property without 
due process of law.” 

“I acquired this lot and built on it,” 
said a remonstrant at a recent hearing 
in Los Angeles, “so that I wouldn’t 
have to live alongside a butcher shop 
or a service station. Now you propose 
to break faith with me.” One hears 
something of this sort whenever special 
permits are sought in opposition to 
neighborhood wishes, even when the 
granting of the concession is clearly for 
the public advantage. 


Private INTEREST SUBORDINATE TO 
PuBLIC WELFARE 


Such a point of view, although nat- 
ural enough, betrays a false philosophy 
of law and public administration. The 
purchase of property in a zoned area 
carries no guarantee, express or implied, 
that its environment will never be 
suffered to undergo a transformation. 
Zoning is not intended to serve as an 
impregnable defense to private prop- 
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erty against the vicissitudes of time and 
circumstance. No one can acquire a 
vested interest in public policy or in 
the laws of the land or in the city or- 
dinances. That is elemental, or ought 
to be. It stands to reason that so 
long as we have a system of government 
by all the people, there must be reason- 
able discretion on the part of legisla- 
tures and city councils to modify the 
laws and ordinances in the general in- 
terest, provided they keep within their 
constitutional limitations of power. 

No man has either a moral or a legal 
right to insist that any ordinance 
(whether it relates to zoning, to traffic, 
or to the salaries of public officials) 
shall never be amended if such amend- 
ment happens to be in conflict with 
what he believes to be his own private 
interest or advantage. To concede 
any such right, even by implication, 
would be to clog the wheels of civie 
progress and made the whole process 
of zoning a barrier rather than an in- 
centive to orderly municipal growth. 
Salus populi est suprema lex. That 
principle must apply to zoning and re- 
zoning, to regional zoning and to spot 
zoning, as to every other phase of public 
administration in a democracy. 

We should not confound effect with 
purpose. Zoning ordinances are en- 
acted by city councils in virtue of their 
police power. They are based upon 
the community’s right to make reason- 
able regulations in the interest of public 
health, safety, morals, and conven- 
ience. It is quite true, of course, that 
one effect of a well-framed zoning 
ordinance is to stabilize property values 
in different sections of the city, and 
that is all to the good; but city councils 
have no power to legislate for that pur- 
pose alone. Stabilization of values is 
merely an incident to the major pur- 
pose and should not be permitted to 
make us lose sight of the latter. Any 
city council that undertook to enact an 
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ordinance with the sole purpose of 
” assuring the maintenance of existing 
property values, without reference to 
considerations of the public safety, 
health, or convenience, would promptly 
find its action held invalid by the 
courts. 


FLEXIBILITY OF ZONING SYSTEMS 


The essence of a good zoning system 
is that it shall be flexible. Flexibility 
implies the right to change. And 
changes wul not please every one 
equally. The individual who acquires 
property in a designated zone must 
content himself with the confidence 
that his elected representatives will 
accord him protection against the in- 
vasion of his neighborhood unless and 
until the public interest requires them 
to do differently. He has no right to 
ask assurance beyond that point. ‘The 
obligation of a city councilman or a 
member of a city planning commission 
is to look upon the ordinances as the 
expression of the community’s judg- 
ment. ‘They have a far larger purpose 
than that of conserving the atmosphere 
and the market value of any man’s 
house and. lot by assuring him a pro- 
prietary right in the continuance of 
existing rules. Zoning is in the inter- 
ests of order; but as John Stuart Mill 
once pointed out, the purpose of order 
is to facilitate Progress - nor to stand 
in the way of it. 

On the other hand, there is such a 
thing as too much flexibility m the 
zoning regulations. In some com- 
munities, the habit is to make changes 
every time the city council meets. 
Anybody can have his property rezoned 
if no one raises an objection. In some 
cities it seems to be nobody’s business 
to look out for the larger interest of the 
whole municipality when these requests 
are brought in. In most cities, to be 
sure, there is a planning commission, 
whose function is to keep an eye on such 
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matters, and all petitions for rezoning 
are customarily referred to it. But 
the members of this commission are 
unpaid; they are for the most part busy 
with their own affairs, and their pow- 
ers are merely of an advisory nature. 
Final authority rests with the munic- 
ipal legislature, which sets aside the 
commission’s recommendations when- 
ever it is minded to do so. 

The practice of spot zoning has been 
responsible for much chicanery and 
political favoritism at the city hall. 
Small parcels of land, sometimes single 
lots, are lifted bodily out of one zone 
and placed in another, while all the 
surrounding land remains as before. 
Somebody with sufficient political or 
personal influence wants the place as a 
location for a gasoline station or a baby 
golf course or a block of stores. He 
and his friends set to work on the 
councilmen, one by one, until by dint 
of persistence they get what they are 
after. The arguments which they use 
i many cases are sheer sophistry. I 
have seen a special permit given for 
the erection of an eight-story hotel in 
the very heart of a fine residential dis- 
trict, on the theory that the building 
would provide “a great deal of work for 
local contractors and their employees.” 
Any large construction, no matter how 
Inappropriate to the neighborhood, 
could be justified on that theory. 
Indeed, the more inappropriate the 
structure in a residential district, the 
more “‘work for the unemployed” it is 
likely to provide. l 


WISE ADMINISTRATION NEEDED 


The danger is that these glaring in- 
equities in the administration of the 
zoning laws will sap public confidence 
in the integrity of those ‘laws. Great 
numbers of people have the fixed im- 
pression that such laws are for the 
protection of existing property values, 
and if the laws seem to be failing in 
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this respect, these people are likely to 
conclude that we would be as well off 
without zoning regulations. 

Two things are needed, therefore, if 
the whole zoning movement is to be 
safeguarded from a serious check. The 
first is to get the public mind away from 
the notion that a city is zoned for the 
benefit of any section or neighborhood 
or individual plot of land. More par- 
ticularly we should strive to eradicate 
the widespread current delusion that 
individual property owners have any 
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sort of vested right, either express or 
implied, in the zoning regulations as 
they exist at the time a purchase is 
made. 

Second, there is need for a halt in the 
freehanded practice of spot zoning for 
the benefit of any one who happens to 
have sufficient influence with the pub- 
lic authorities. The inconsistencies 
and the palpable inequities which ac- 
company this practice are fraught with 
danger to the whole zoning move- 
ment. 


A Realtor’s Viewpoint on Zoning, Present and Future 


By Harry H. CULVER 


Past President, Los Angeles Realty Board, 1927; California Real Estate Association, 1928; National 
Association of Real Estate Boards, 1929; Culver City, California 


Y approach to zoning is from 
a realtor’s viewpoint. To me, 
zoning either aids or retards the devel- 
opment of real estate. It either adds 
to or detracts from the salability of the 
commodity I am handling. The re- 
altor’s concern with zoning, therefore, 
centers around its effects on property 
as such, and not property as an incident 
to the city as a whole. The law justi- 
fies zoning on the grounds that it 
affects favorably certain phases of 
urban life, such as the general welfare, 
the health, the safety, or the morals of 
the community; but the law has little 
to say as to the effect of zoning òn 
property values, general prosperity of 
the community, salability of property, 
or any other of the hundred and one 
economic phases of the community life. 
In this discussion it will be my purpose 
to touch upon zoning in its econamic 
effect on property. 


EFFECT UPON PROPERTY VALUES 


First: Indiscriminate, illogical, and . 


hasty zoning creates a condition hurtful 
to the community at large and inimical 
to property development; and if we 
must choose between this type of 
zoning or none, let us forget zcnmg 
entirely. When we move in with a 
zoning ordinance and arbitrarily clas- 
sify a man’s property, we in a large 
measure evaluate it as well. By so 
doing we may place such property in a 
classification where an assumed value 
based on its zone will have no relation 
to its actual or economic value, and 
thus make it possible for that owner 
to sell his property on an entirely false 
basis. 


For instance, suppose a street or an 
intersection is arbitrarily zoned for 
business use in a district where possible 
utilization of business property is not 
present and may not be present for 
years to come. Immediately people 
assume that that section of the street 
or the intersection ts business property, 
because so zoned, and buy on such 
assumption. They are being defrauded 
if they pay business prices for such lots. 
Eventually, in the development of the 
district it may be necessary to rezone 
that property for some phase of resi- 
dential use, and the new owners suffer 
considerable economic loss. 

Likewise, should the zoning power 
persist in maintaining as residential 
property areas which, because of the 
development of the urban community, 
are logically business centers, the own- 
ers are forced to suffer an unwarranted 
economic hardship. 

Second: Zoning by political prefer- 
ment has become a curse in some 
American cities, and every effort must 
be made to keep the zoning power free 
from political control. So long as the 
zoning power is subject to political 
control there will never be found the 
confidence in zoning which it deserves. 
The granting or the withholding of 
zoning changes frequently stagnates or 
makes fluid the value of property, and 
if this power, with its vast effect upon 
the economic value of real property 
descends into political channels, it 
opens the way for a “racket” out of 
which irresponsible political agencies 
can coin millions of dollars. 

Third: So far as possible, zoning must 
be stable. It must be certain. It 
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must be as nearly as possible, uniform. 
If zoning ordinances are subject to 
change each month, each year, or each 
five years, and this change is arbi- 
trarily made without due regard to the 
needs of the city, there is created an un- 
settled condition in real estate that is 
reflected in a lack of confidence on the 
part of the people and an unwillingness 
to buy this basic commodity. Noman 
will buy a lot and build a substantial 
home on it if he feels that within a short 
time there will be constructed next to 
him a business structure, an industrial 
plant, or even an apartment hose. 
He wants to feel secure in the invest- 
ment in his home, and he cannot have 
this feeling of security if the zoning 
record of his community shows an 
erratic, illogical, and unstable handhng 
of cases. 

Deed restrictions prove far more 
effective in protecting the home owner 
than do zoning ordinances; but wher- 
ever possible, the zoning and deed 
restrictions should be so applied that 
they complement each other and thus 
present a uniform set of rules governmg 
urban development. Zoning, there- 
fore, should be applied to land before it 
is subdivided, to assure a uniformity of 
application of both zoning and deed 
restrictions, and likewise as a guard to 
the unthinking buyer. The buyer woo 
is fully protected by the zoning law and 
the initial restrictions knows just about 
what he is getting when he invests. 

Fourth: Zoning, in order to be fully 
effective, must be comprehensive. 
That is, it must be so planned that 
every use necessary in the city’s d2- 
velopment will be amply provided for, 
and then that use must be protected 
when it establishes itself in the district 
set aside for it. With the modern de- 
velopment in urban life there are com- 
ing into existence many types of use, 
many vocations, and many callmgs un- 
dreamed of a few years ago. Each of 
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these uses, vocations, or callings con- 
tributes something to the welfare of the 
city, each is necessary to the full de- 
velopment of city life, and zoning, if it 
lives up to its obligations, must so 
district the city that each use is 
allotted a sufficient area to care for its 
needs, and then protect it in that area. 


Economic WASTE 
Fifth: Zoning must be used for the 


economic good of the community. By 
proper and comprehensive zoning, re- 
sulting in a logical distribution of 
population, business, industry, and so 
forth, it is possible to develop urban 
life at a minimum of loss and waste. 
One of the greatest curses in our present 
life is the colossal waste of time, land, 
raw materials, and energy that we find 
around us. Our losses from waste of 
time in transportation alone are un- 
believably large. Our waste of land by 
reason of blighted districts, frequently 
traceable to improper zoning or lack of 
zoning, runs into countless millions; 
and all around us we find these eco- 
nomic wastes which are crying for 
correction. With proper, corrected, 
comprehensive zoning, this wastage 
could be reduced to a minimum. It 
would seem that if this matter were 
properly presented to the courts, these 
courts would find a new reason for sus- 
taining zoning—a reason far more 
potent than those thus far advanced. 
Let me cite one exaniple of waste that 
could have been prevented by proper 
ZODINE. 

A certain city of California is situated 
on a flat terrain. ‘This city some years 
ago planned and laid out a sewerage 
disposal plant with mains reaching the 
various sections of the city. Large 
mains were provided for those districts 
where business and industry were 
located, and small mains for the resi- 
dential districts. A creamery bought 
a site and erected its plant in a sparsely 
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settled residential district, and as soon 


as it commenced to operate, the water 
and other fluids discharged by it in the 
city sewer lines overtaxed them, back- 
ing the sewage up into the homes 
around the plant. In order to protect 
the health of its citizens, this city was 
forced to lay several miles of large 
sewer pipe to carry off the wastaze of 
that creamery. This economic lass to 
the city could have been prevented by 
a zoning ordinance restricting indus- 
tries to a certain place and then provid- 
ing for their necessities at that place. 

Thus, from a realtor’s standpoint, 
zoning is highly acceptable if it is han- 
dled logically, sanely, and only after 
proper and due consideration; if it is 
kept free from the control of political 
forces that might seek to use it for 
selfish ends: if it is stable, certain, and 
uniform; if it is comprehensive; and 
lastly, if it is used for the economic 
good of the community in which its 
principles are applied. 


Warat tHe REALTOR Expects 


Assuming, then, that the realtor 
accepts zonmg and seeks to work in 
harmony with the application of its 
principles and in harmony with those 
persons who are applying those prin- 
ciples, what is he going to expect from 
the bodies having control of the appli- 
cation of zoning principles? 

First, he expects that those persons 
dealing with zoning shall be practical 
and sane in their thought, and that they 
shall be willing to give and take. It 
will probably be readily admitted that 
it is utterly impossible to take a city 
that has grown to a population of a 
few thousand or more, and zone it one 
hundred per cent. He who seeks to do 
such a thing is attempting the im- 
possible, and his attempt will alienate 
many property owners and realtors 
from the cause of zoning. Therefore, 
he who seeks to zone must approach 
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his problem from a sane, practical 
viewpoint. 

Second, the realtor fears the theorist 
—fears the man who has some theo- 
retical plan whereby the ills of society 
may be rectified. He who comes for- 
ward with nice-sounding plans but 
with an apparent lack of practical 
knowledge, skill, or understanding will 
harm rather than aid the cause of 
zoning with the practical realtor. 

Third, the zoning power should be 
able to demonstrate that in addition to 
having relation to good morals, health, 
protection, and general welfare of the 
community, zoning has some relation 
to’ the general prosperity and to the 
general land values of the community, 
as well. 

With the acceptance of the zoning 
program with these three reservations, 
the practical realtor looks forward to 
seeing zoning accomplish, in whole or 
in part, many things, all of which will 
be of value to him in his profession; for 
it is by translating the results of zoning 
into practical usefulness that the 
realtor is won over to its cause and 
becomes its supporter. 


Wuat Zonine Can AccoMPLISH 


The realtor hopes that zoning may 
aid in decreasing the costs of govern- 
ment and thus relieve land from undue 


‘ taxes and assessments. He feels that 


in a properly and scientifically zoned 
city, opening and widening proceedings 
on streets will be reduced to a mini- 
mum by building the city to a zoned 
plan and providing avenues and streets 
in the first instance adequate to care 
for the population that will be per- 
mitted to congregate in any given dis- 
trict of the city. If this can be 
accomplished, the land of the city will 
be saved a high percentage of the taxes 
and assessments with which it is now 
charged to remedy mistakes or guesses. 

The realtor has noticed that fre- 
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quently an area in a city develops as a 
home district, and after a time, when 
most of the district has been built up, 
a few speculators move in, take over 
vacant lots, and build large apartment 
houses next to nice homes. The result 
is a destruction of home value and a 
blighting of the district; that district 
is not yet able to absorb many apart- 
ment houses, and thus the home value 
is prematurely destroyed and no real 
value created. Likewise, under such 
conditions, it is noticed that frequently 
the public utility services—water, gas, 
electricity, sewerage, and so forth—are 
not sufficient to carry the load placed 
upon them by the apartment-hcuse 
usage, and replacement is necessary, 
probably at great economic loss. 
Streets are torn up and replaced, truck- 
ing and heavy traffic break down the 
light paving provided for the home 
district, and in the period of transition, 
lasting sometimes many years, prop- 
erty values are uncertain and unstable. 
Zoning, properly administered, can 
prevent these conditions, and the 
realtor expects the zoning power to 
do this. 

The realtor hopes to see zoning 
stabilize real estate values and prevent 
sudden and unwarranted fluctuations, 
substituting in place thereof a steady 
growth of values. He feels that zoning 
ean accomplish this by planning ahead 
for the development of the city in such 
a way that the growth will be dis- 
tributed to those districts ready to 
receive that growth. A steady, uni- 
form, consistent, and well-directed 
growth will of necessity bring with it a 
uniform mcrease of prices and values 
in land, preventing sporadic booms in 
one section of the urban area, to be 
followed, as is frequently the case, by 
a break in prices and values that upsets 
an entire market. 

The realtor expects the zoning power 
comprehensively to zone the urban 
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area, and by so doing to give to him a 
picture of that area upon which he may 
predicate his value charts, trace his 
trends, and plan his sales campaigns. 
Also, by such zoning, by districting the 
city and allotting to each district its 
logical use, the realtor hopes to see the 
zoning power go a long way in pre- 
venting the occurrence of blighted 
districts. Properly controlled, the 
single-family residence district should 
last a longer period of time than it now 
lasts. Add a few years to the life of 
such a district, and the length of the 
period of transition from the single- 
family to the apartment-house dis- 
trict will be materially decreased. The 
blighted district is an economic burden 
which reflects its waste in higher taxes 
and assessments on all property in 
contiguous districts. If, by proper 
zoning, some control can be had of 
these blighted areas so prevalent in 
American cities, a great economic loss. 
can be prevented. 

One of the great hazards the realtor 
faces is that he may sell property 
basing his sale upon the assumption 
that that property can be used for cer- 
tain purposes, and then learn that the 
neighbors object, or that’public utility 
facilities are inadequate, or that there 
is some other deterrent decreasing the 
efficiency of the property for the use 


‘for which it was sold. By proper, 


comprehensive zoning, this danger can 
be reduced to a minimum. 


Mopern Crry DEVELOPMENT 


Now as to prophecy: A proper ap- 
plication of zoning principles to the use 
of urban property can do much to make 
possible the concentration of millions 
of people in limited areas, and yet hold 
friction and discord to a minimum. 

Statisticians tell us that the metro- 
politan area of Los Angeles is destined 
to house a population of fifteen millions. 


If this comes about, there will of 
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necessity have to be provided for this 
vast horde, various types of residential 
areas, various areas devoted to the 
mighty industrial development which 
will follow such concentration of per- 
sons, and many business districts to 
care for the demands of these people. 
Such concentration of people in urban 
centers is not confined to the Los 
Angeles area, so our, problem here is 
duplicated in every other section of 
the country. 

The modern type of city develop- 
ment shows a concentrated business 
district surrounded by numerous satel- 
lite cities and local retail business 
districts, with the areas between this 
main center and the satellite districts 
devoted to residential and industrial 
uses. 

Following this general scheme, I can 
look forward to a development under 
proper zoning control, whereby the 
central business district will progress 
in such a way that its area can b2 used 
to a maximum of efficiency and that the 
load on the land at this point will be so 
controlled that transportatior and 
transit facilities can adequatel: care 
for the incoming and outgoing workers 
and the shoppers and others having 
business in the downtown section. 
This control will so distribute the popu- 
Jation over the areas between the down- 
town center and the neighborhood cen- 
ters or satellite cities that, so far as 
possible, these areas will be developed 
logically and systematically, elimi- 
nating to a great extent blighted dis- 
tricts, which in unzoned cities present 
such a great economic problem. 

By this zoning control, the period of 
usefulness of a first-class residential 
area, can be materially lengthened, 
and the period of transition fron single 
to multiple residential, shortenzd. In 
the younger life of a city it was possible 
for the first-class residential district to 
be moved to new areas each few years; 
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but there is a limit brought about by 
land utilization, and under future con- 
ditions it is going to be necessary for 
the high-class residential districts to 
give much longer service than ever be- 
fore. Under a condition where the 
life of such districts can be prolonged 
to a fair length, city authorities will 
be able systematically to plan public 
utility services to last the expected life 
of the district, and during the shortened 
period of transition to install other 
services adequate to care for the load 
on the land permitted by the new zone 
provided for the district. 


Tae Crry PLANNING PROGRAM 


Under this envisioned era during 
which proper zoning wil be possible, 
the multiple residential areas can be so 
planned that they will be adequately 
provided with proper transit facilities, 
proper and adequate street service, and 
all the other services necessary in urban 
life. When city authorities find it pos- 
sible to plan a district to care for a pre- 
determined number of people, it will be 
very easy for them to provide all the 
necessary services at a minimum of cost 
and friction. 

Industrial districts will be carved 
out of the city’s area, and the more ob- 
jectional industries surrounded by 
lighter uses, so that residential neigh- 
borhoods will be far enough removed 
from heavy and objectional industrial 
uses that there will be no conflict of 
interest. Thus, a home owner will not 
be annoyed by smoke, fumes, noises, or 
vibrations arising from the industrial 
plants, and ‘such plants will not be 
menaced by home owners seeking to 
abate them as nuisances. Leading to 
these industrial areas will be. proper 
transportation facilities, so that home 
owners and workers will find it possible 
to live at a reasonable distance from 
their places of employment. 

To accomplish all this it will be neces- 
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sary to use phases of the city plan other 
than zoning. I look upon zoning as 
only one phase of the city plan program, 
and I look forward to the coérdination 
of all city planning activity in such a 
way that zoning can function to its 
utmost efficiency. 

These various phases of development 
I view from the position of a realtor, a 
dealer in lands, and I favor them þe- 
cause, properly handled, they spell eff- 
clency and economy in city government, 
and efficiency and economy in city 
government is easily translated into an 
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increase in land values. These phases 
of development ‘likewise spell a de- 
crease of friction in urban life, with a 
corresponding increase of desirability, 
which in turn means added land values. 
In fact, as an opportunist, I see in 
zoning and city planning a method 
and a means whereby real estate 
values may be maintained and sta- 
bilized and land values may be in- 
creased, and I am heartily in favor of 
the fullest possible utilization of a 
sane and consistent zoning and city 


planning program. 
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ton, The Division, January 13, 1981. Mimeographed. 57 p-+18 p. 
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Wallis, R. S. Zoning for cities and towns. Ames, Iowa, State College, May 
10, 182%. 15 p. (Engineering Extension Department, Bulletin no. 52.) 


ECONOMIC AND SOCIAL ARGUMENTS 


Ackerman, F. L. Preliminary to city planning—zoning. (Journal of the 
American Institute of Architects, Jan. 1920; vol. 8, p. 15—18.) 
A protest against zoning under our present system of land development. 


Adams, T. Efficient industry and wholesome housing true aims of zoning. 
(American City, Mar. 1921; vol. 24, p. 287, 289.) 
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William P. Gest of Philadelphia. (National Municipal Review, Feb. 1925; vol. 
14, p. 74-77.) 


Arthur, U. N. Gas tanks and zoning in Pittsburgh. (American City, Jan. 
1928; vol. 88, no. 1, p. 177. Illus.) 


Ball, C. B. The health value of city zoning. (National Real Estate Journal, 
Apr. 10, 1922; vol. 28, p. 20-25.) 
Rewritten from an address before the American Public Health Association 


The case for zoning, briefly and forcefully presented. (American City, Oct. 
1929; vol. 41, no. 4, p. 17.) 
From a bulletin of the New York State Conference of Mayors and Other 
Municipal Officials. : 


Cheney, C. H. How zoning standardizes values. (National Real Estate 
Journal, Nov. 1919; vol. 20, no. 4, p. 21-24. Illus.) 








. Removing social barriers by zoning. (Survey, May 22, 1920; vol. 
44, p. 275-278. Hus., plan.) 
A reply to an article by B. Lasker in Survey, Mar. 6, 1920; with restatement 
by Mr. Lasker, p. 278-279. 


Comey, A. C. The value of zoning to business. (Current Affairs, Boston 
Chamber of Commerce, Feb. 12, 1928; vol. 18, no. 89, p. 6-7, 18. Illus.) 
Also reprinted. 


Devine, E. T. Health values in zoning. (In Proceedings of 10th National 
Conference on Housing, Housing problems in America, 1929, p. 321-324.) 
Paper by executive officer, Bellevue-Yorkville Health Demonstration, 
New York City. See also following paper, Health and zoning, by G. J. 
Nelbach, executive secretary, State Committee, Tuberculosis and Public 
Health, New York. 


Ford, G. B., assisted by A. B. Randall and L. Cox. Building height, bulk, and 
form: how zoning can be used as a protection against uneconomic types of 
buildings on high-cost land. Cambridge, Harvard University Press, 1931. 
180 p. Photos., plans, diagrs., tables and graphs. (Harvard City Planning 
Studies, Vol 2.) 


. Zoning can help the farmer. (National Municipal Review, Dec. 
1929; vol. 18, p. 742-744.) 
“Farmers living in small communities are subject to similar possibilities of 
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injury by improper land uses as are their city brethren. How they may 
protect themselves is illustrated by suggested specifications governing way- 
side stands.” Summary in American City, Dec. 1929. 


Grinnalds, J.C. Series of articles on zoning and its advantages. (Municipal 
Journal, Baltimore, beginning Oct. 8, 1920, and ending Oct. 7, 1921.) 


Haldeman, B. A. The relation of zoning to the housmg problem. (In 
Proceedings of the American Society’ of Civil Engineers, Feb. 1922; vol. 48, p 
213-218.) 

States economic and social advantages. 


thider, J. City zoning is sound business. (Nation’s Business, Nov. 1922; vol. 
10, no. 12, p. 19-20.) 
Also reprinted. 


The influence of zoning on the design of public utilities: a symposium. (In 
Proceedings of American Society of Civil Engineers, Feb. 1925; vol. 51, p. 219- 
261; with discussion, Mar. 1925, p. 447-455. Folded map, tables, diagrs.) 


Contents: The relation of zonmg to the design of drainage and sewerage 
systems, by P. Hansen; The induence of zoning on the design of the street 
system, by T. G. Phillips; The influence of zoning on the design of a tele- 
phone plant, by A. P. Allen; The influence of zoning on the design of public 
recreation facilities, by C. E. Brewer; The influence of zoning on the design 
of transportation services, by J. R. Bibbins; Zoning and water supply, by 
H. M. Pirnie. 


MacLaurin, R. D. Where zoning fails. (National Municipal Review, May 
1928; vol. 17, p. 257-260.) 
See also answer by C. Herrick m June 1928 issue, p. 359-860, and further 
reply by R. D. MacLaurin in Sept. 1928 issue, p. 504-507. 


McNamara, K., comp. Some rerent references to arguments for zoning. 
(City Planning, July 1925; vol. 1, p. 185-140.) 


Morrow, C. E., and C. Herrick. Blighted districts, their cause and cure. 
(City Planning, Oct. 1925; vol. 1, p. 160-172.) 
F. B. Williams City Planning Prize Essay, 1925. 


Mulvihill, F, J. Does zoning retard building operations? {Jn Proceedings of 
American Society of Municipal Engineers, 1980-1981, p. 61-74. Diagr., 
tables.) 

Pollard, W. L. Economic effects of zoning a city. (Jn National Association 
of Real Estate Boards, Annals of real estate practice, 1929, p. 501-512.) 

Also reprinted by the Association. 


Rankin, E. S. The relation of zoning to the work of the city engineer. (In 
Proceedings of American Society for Municipal Improvements, 1920, p. 70—72.) 
Economies effected by zoning in pavements, water supply and sewerage 
systems. Also abstracted in several engineering magazines, including 
Engineering News-Record, Nov. 4, 1920. 
Whipple, G. C. Zoning and healta. (Jn Proceedings of American Society 
of Civil Engineers, Feb. 1925; vol. 51, p. 154-164.) 
Reprinted in Bulletin of Massachusetts Federation of Planning Boards, no. 
18, Mar. 31, 1925. 


SELECTED REFERENCES ON ZONING IN THE UNITED STATES 228 


Zoning. (In Proceedings of 9th National Conference on Housing, Housing 
problems in America, 1923, p. 217-257; with discussion, p. 887-359.) 
Contents: What the citizen thinks of zoning, by L. Purdy; What the banker 
thinks of zoning, by J. S. Edie; Whaz the city engineer thinks of zoning, by 
E. P. Goodrich; What the architect thinks of zoning, by H. W. Corbett; 
What one realtor thinks of zoning, by J. W. Cree, Jr. Part also in National 
Municipal Review, Dec. 1923. 


Zoning aids land values. (Housing, Dec. 1929; vol. 18, p. 802-804.) Includes 
quotation from statement of National Association of Real Estate Boards in which 
it is pointed out that zoning is one of the greatest factors of the present day in 
preserving and increasing land values. 

See also in same number: What one may expect from zoning: words of 
wisdom from a realtor. 
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ATRPORTS 


Codperative committee on airport zoning organized. (American City, Apr. 
1980; vol. 4%, no. 40, p. 167.) 
Statement of purpose and personnel of committee formed by the Aéronautics 
Branch of the Department of Commerce. 


Hubbard, H. V., M. McClintock, and F. B. Williams, assisted by P. Mahoney 
and H. K. Menhinick. Airports: their location, administration and legal basis. 
Cambridge, Harvard University Press, 1980. 190p. Photos.,plans, map, tables, 
charts. (Harvard City Planning Studies, Vol. I.) 

The first of a series of research studies to be prepared by leading experts 
with the collaboration of the Harvard School of City Planning. 

Keally, F. How airports will affect zoning laws: a glimpse at future problems 
that should be solved to-day. (American Architect, Dec. 1929; vol. 136, no. 
2578, p. 20-21, 100, 102. Illus., cross-section.) 

San Diego limits height of buildings near municipal airport. (American 
City, Mar. 1981; vol. 44, no. 8, p. 129.) 

APARTMENT HOUSES 

Whitnall, C.B. What about apartments? (Parks and Recreation, Jan.—Feb., 
1929; vol. 12, p. 105-112. Illus.) 

Woodbury, C. Some suggested changes in the control of urban development. 
(Journal of Land and Public Utility Economics, Aug. 1929; vol. 5, p. 249-259.) 


Argument for admission of group-house construction in single-family district, 
as well as for changes in subdivision control. 


BUILDING LINES 
McNitt, R. L., and G. Whitnall. Building lines or front yard requirements. 
(In Proceedings of 20th National Conference on City Planning, 1928, p. 79-84.) 
Sheridan, L. V., and J.C. Hoffman. Building line zoning. (Jn Proceedings of 
American Society of Civil Engineers, Feb. 1925; vol. 51, p. 214-217.) 
Substantially same in Proceedings of National Conference on City Planning, 
1925. 
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BUSINESS DISTRICTS ; 
Aronovici, C. Business districts in subdivision planning. (National Munici- 
pal Review, July 1980; vol. 19, p. 464—470.) 
“New methods of estimating area needed for business districts in a zone 
plan must be developed. There is no cut and dried formula.” 


Child, S. Restricted traffic district proposed, a suggestion for solving the 
problem of extreme traffic congestion in the central portions of cities, by an ex- 
tension of the zoning principle. (American City, Apr. 1927; vol. 36, p. 507-510. 
Illus.) 

Kingery, R. Determining the size of retail districts in zoning cities and vil- 
lages. (American City, Feb. 1927; vol. 86, p. 246-248. Table.) 

Chicago regional planning experience. Retail business frontage diagrams 
will be found in City Planning, Apr. 1928. 

Lewis, H. M., and others. Land values: distribution within New York region 
and relation to various factors in urban growth, by H. M. Lewis, W. D. Hey- | 
decker, R. O’Hara, with an introduction by T. Adams. New York, Regional 
Plan of New York and Its Environs, 1927. 72p. Illus., plans. (Engineering 
series monograph no. 38.) 


Nichols, J.C. The planning and control of outlying shopping centers. (Jour- 
nal of Land and Public Utility Economics, Jan. 1926; vol. 2, p. 17-22.) 
Reprinted in National Real Estate Journal, Mar. 22, 1926, and in Proceed- 
ings and reports of Home Builders and Subdividers Division, Association of 
Real Estate Boards, 1926, Annals of real estate practice, vol. 3. 


Pollard, W. L. Determining the amount, character, and location of busmess 
property a subdivision needs. (In National Association of Real Estate Boards, 
Annals of real estate practice, 1928, p. 621-632.) 

Also reprinted. 


Suggestions from Milwaukee and Los Angeles for planning of local business 
districts. (American City, Feb. 1928; vol. 38, no. 2, p. 144. Plan, sketch.) 


Whitten, R. Business centers. (Ir his The economics of land subdivision, 
published as Part 3 of monograph 8, of The Regional Plan of New York and Its 
Environs, volume 7, 1929, p. 340-841.) 

Original publication of study under the joint auspices of Syracuse University 
and Regional Plan of New York. 
New feature in Denver zoning ordinance. (City Planning, July 
1925; vol. 1, p. 12%.) 
Adequate loading space for trucks provided. 

Williamson, A. E. Relative proportion of business to population. (Com- 

munity Builder, June 1928; vol. 2, no. 1, p. 7-16. Diagr.) 
Also reprinted. 





GARAGES 
Fox, J. P. Public garages and filling stations: their proper location and legal 
control. (American City, Aug. 1929; vol. 41, no. 2, p. 184-136.) 
Discusses proper location of public garages and filling stations. See also 
article on antiquated garage and zoning laws in Pacific Municipalities, 
Sept. 1929. 
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HEIGHT OF BUILDINGS 


Chicago Real Estate Board. Studies cn building height limitations in large 
cities with special reference to conditions in Chicago. Proceedings of an investi- 
gation of building height limitations conducted under the auspices of the Zoning 
Committee of the Chicago Real Estate Board, compiled by C. M. Nichols. 
Chicago, The Chicago Real Estate Board Library, 1923. 299p. Ilus., maps. 

A useful study. 


Ford, G. B., assisted by A. B. Randall and L. Cox. Building height, bulk, and 
form: how zoning can be used as a protection against uneconomic types of 
buildings on high-cost land. See reference under Economic and Social Arguments. 


Goodrich, E. P. The influence of zoning on high buildings and stteet traffic: 
the relation of building bulk to street traffic. (In Proceedings of 17th National 
Conference on City Planning, 1925, p. 489-478; with summary in English, French, 
and German, p. 474-485.) 


New York (City). Heights of Buildings Commission. Report to the Com- 
mittee on the height, size and errangement of buildings of the Board of Estimate 
and Apportionment of the City of New York. Dec. 28, 1913. 295 p. Illus. 

Comprehensive information on zoning to 1918 in Europe and America, com- 
piled for the promotion of zoning in New York. An historic document. 


LANDSCAPE PRESERVATION 


A by-product of zoning: the control of billboards. ‘Housing, June 1929; vol. 
18, p. 128-188.) 


Crawford, A. W. Prevention of billboards in residential districts. Zoning 
and billboards. (In his The billboard nuisance, American Civic Association 
pamphlet, Series LI, no 18, revised 1920, p. 15-20.) 

Reynolds, H. A. Zone the state highways: the lesson of the Mohawk Trail. 
Boston, Mass., Massachusetts Forestry Association, 1928. 6p. Illus. (Bulle- 
tin no. 146.) | 

Gives text of an Act for the establishment of a Division of Planning within 
the Department of Public Welfare with authority to restrict the use of 
premises bordering state highways. Discussed by E. T. Hartman in 
American City, Mar. 1928. f 

Wiliams, F. B. Esthetic regulation in city planning. (City Planning, July 
1928; vol. 4, p. 189-198.) 

Adapted from a lecture at Harvard University. 


PARKS 
Grinnalds, J.C. The relation of parks to zoning. (In Proceedings of Ameri- 
can Society for Municipal Improvements, 1924, p. 175-180.) 
REGIONAL AND COUNTY ZONING 


County zoning. (Housing, Sept. 1929; vol. 18, p. 236-287.) 
A brief discussion of proposed Illinois measure to take care of the develop- 
ment of communities lying within the same county. 


Glynn County, Georgia. Zoning ordinance. Brunswick, Ga., 1928. 24 p. 
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Howard, E. A. Planning for Milwaukee County. (City Planning, Oct. 
1929; vol. 5, p. 214-221. Illus. plan.) 
The Milwaukee County zoning ordinance is one of the first county zoning 
ordinances adopted in the United States, and probably the first one based 
upon a state enabling act. | 
Zoning of metropolitan districts. (National Real Estate Journal, 
Mar. 8, 1926; vol. 27, no. 6, p. 62-64. Tus.) 


Whitnall, C. B. Zoning river valleys. (Civic Comment, American Civic 
Association, Nov. 1929; no. 26, p. 11-18.) 


Whitten, R. Regional zoning. (In Proceedings of 15th National Conference . 
on City Planning, 1923, p. 85-114; with discussion, p. 185-144.) 





VISION CLEARANCE 


Buffalo zones for “vision clearance.” (American City, Mar. 1927; vol. 36, 
p. 407.) 


Fisher, C. F. Zoning as a traffic safety measure, creation of blind corners pre- 
vented by special provision for “‘vision clearance.” (American City, Feb. 
1924; vol. 80, p. 144-145. Ilus.) 


LOCAL EXAMPLES 


Bankson, P. A. Nine years of suburban city zoning. (American City, 
Feb. 1931; vol. 44, no. 2, p. 159.) 
New Rochelle, N. Y. experience. 


Bartholomew, H. Zoning experiences in many cities. (National Real Estate 
Journal, Mar. 1, 1920; vol. 21, no. 5, p. 19-22.) 


Bassett, E. M. Control of building heights, densities and uses by zoning: a 
discussion of zoning law and practice in the New York region. 
See reference under Legal and Constitutional Aspects. 


Boston, Mass. City Planning Board. Zoning for Boston: a survey and a com- 
prehensive plan. Law enacted by Massachusetts legislature, Chapter 488, Acts 
of 1924, in effect June 5, 1924. Boston, 1924. 64 p. Dlus., maps and plans 
(part folded). 

Includes a full account of procedure. 


Bryant, L. The two-family house in zoning: the experience of Milton, Massa- 
chusetts. (City Planning, July 1928; vol. 4, p. 288—240.) 


Ford, G. B. New York City building zone resolution, restricting the height 
end use of buildings and prescribing the minimum sizes of their yards and courts, 
‘with explanatory notes that will be helpful to owners, builders, and architects. 
Completely revised for third edition. New York, Title and Mortgage Com- 
pany, 1929. 44p. Diagrs., maps. 

. The notes are unofficial, expressing only Mr. Ford’s personal interpretation 

of the law. i 


Jester, L. A. Des Moines experience with zoning. (City Planning, July 
1980; vol. 6, p. 164-167.) 
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Lindholm, S. G. Experiences with zoning in Washington, D. C., Sept. 1, 
1920—-Dec. $1, 1929. Washington, The Zon:ng Commission, 1980. Mimeo- 
graphed. 23 p. Map, tables. 


Los Angeles County, Calif. Regional Planning Commission. Guide to Los 
Angeles County zoning ordinance. Los Angeles, Aug. 1929. 28 p. Diagr., 
charts. | 

The purpose of the book is to be of assistance in finding information in the 
county zoning ordinance. It contains a few instructions as to how to pro- 
ceed in using the ordinance. 


New York (City). Commission on Building Districts and Restrictions. 
Final report, June 2, 1916. New York, Board of Estimate and Apportionment 
Committee on the City Plan, 1916. 100 p. Tllus., plans. 

A compendious record of New York procedure, and a valuable work of 
reference on zoning. 


Niagera Frontier Planning Board. Zoning regulations for villages and towns 
of New York State with model forms therefor. Tonawanda, N. Y., The Board, 
1927. 14 p. 


St. Louis, Mo. City Plan Commission. Zoning for St. Louis: a fundamental 
part of the city plan. St. Louis, Mo., The Commission, 1918. 
See also Present status of zoning in Missotri by H. Bartholomew, in National 
Municipal Review, Dec. 1924, and Planning progress in St. Louis, by the 
same author in City Planning, July 1929. 


St. Paul, Minn. City Planning Board. The building zone ordinance: five years 
of performance. St. Paul, 1924. Mumeographed. 19 p. 
An interesting record of progress. 


Suls, M. Zoning and its importance. (Baltimore Municipal Journal, May 
80, 1980; vol. 18, no. 22, p. 3-4.) 
“A comprehensive story of zoning and its growth in Baltimore and through- 
out the country.” 


Sumner, C. K. How zoning works in Palo Alto. (Pacific Municipalities, 
Jan. 1927; vol. 41, p. 10.) 


United City Planning Committee of Cincinnati. Statement and evidence 
submitted on pending zoning ordinance to City Council of Cincinnati on the 24th 
day of January, 1924. 61 p. 


Waterman, J. S. Zoning of towns and cities in Arkansas. Fayetteville, 
Ark., The University of Arkansas, 1926. 14p. (University of Arkansas Bulle- 
tin, General Extension Service, June 1926, val. 20, no. 7.) 


Whitten, R. The Providence zone plan: report outlining a tentative zone 
plan. Providence, R. I., Joint Standing Committee on Ordinances, 1928. $1 p. 
Ilus., folded plan, charts. 

See also A. Year of zoning in Providence, by C. F. Fisher, in American City, 
Nov. 1924, and article by A. Mangiante, in City Planning, Jan. 1927. 
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Eumet, Boris. Departmeni Stores. Pp. 


xxiii, 214, California: Stanford Uni- 

versity Press, 1930. $4.00. 

This book deals with three distinct as- 
pects of department stores: ‘Present 
Conditions in Department Stores”; 
“Trends”; and “Detailed Information.” 
While the second and third sections will 
have a real interest for students of depart- 
ment stores and department store execu- 
tives, the first may be read with gain both 
by them and by all who are interested in 
marketing. 

The author, who presents his work in a 
vigorous and interpretative style, has pro- 
vided a very interesting, readable, yet 
solid, discussion of the department store 
and its problems. Far from being a glori- 
fication of department stores, it proceeds, 
after crediting them with certain important 
achievements, to discuss at much greater 
length the difficulties and faults as the 
author sees them. 

One of the outstanding contributions of 
department stores, as the writer sees the 
matter, is the influence which they have 
exercised on the general character of retail 
distribution. ‘This, he believes, :s out of all 
proportion to the relative importance of 
their volume of trade which is less than one 
fifth of the total in the United States. De- 
partment stores, the author points out, 
constitute the most important medium for 
the popularization of fashion and for the 
establishment of standards in service, re- 
turns, and credit terms. 
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The pace and the tone set by the metro 
politan department stores have been greatly 
felt in small cities and smaller retail out- 
lets and have been in no small degrze 
imitated by them. “Department store 
policies, methods, and terms... have 
become the general standard for retail 
performance.” The author is not unduly 
enthusiastic, however, about the pace and 
the tone whick the department stores have 
set. He gives them praise but believes 
that credit, return, and service policies 
have all been overdone and have led to an 
excessive cost of doing business. 

The declinmg earnings and the increasing 
expenses of department stores during 1829 
—when according to Harvard figures fifty- 
eight per cent of those reporting showed an 
operating loss—are analyzed by the author. 
He believes that department store exezu- 
tives, seeing this change, have opposed it 
with improved system and technique, end 
by mergers. He does.not feel that these 
efforts are likely to bring success in restoring 
the department store to a satisfactory place. 
The way to salvation, in his judgment, is 
rather through the abandonment of the 
idea, that the department store is a self- 
constituted guardian of a communizy’s 
taste, and the adoption of policies which 
will distribute up-to-date merchandise more 
economically than at present. 

The discussion of operating trends, ccsts, . 
earnings, returns and allowances, mark- 
downs, and collections, and the detailed 
information on operating results, customer 
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returns by departments, mark-downs by 
departments, stock turnover by depart- 
ments, and sales and stocks, cannot appro- 
priately be handled in a brief review but will 
repay examination by those particularly 
interested in these matters. 

The pleasing physical appearance of the 
volume adds a window display touch well 
worth observing. 

LEvVERETT S. LYON 

The Brookings Institution 


Mercaur, Henry C. Business Leader- 
ship. Pp. vi, 357. New York: Isaac 
Pitman & Sons, 1981. $38.00. 


Dr. Metcalf has made a notable contribu- 
tion to the literature of management in 
presenting in book form the series of lec- 
tures on business leadership which was 
given under his direction before the Bureau 
of Personnel Administration by twenty-five 
“Specialists in Human Behavior.” We 
have heard much about leadership during 
the past ten years, and its importance in 
business has been clearly recognized; but 
few minds could meet in agreeing on what 
constituted leadership. In this thought- 
provoking volume, the biological, engineer- 
ing, psychological, historical, industrial, 
political, and many other approaches are 
interestingly presented. 

In such a comprehensive volume one 
will find some things with which he will not 
agree, but the preponderance of usable 
material is so great that it is reasonable to 
suppose that the majority of alert-minded 
executives will find it imperative to study it 
carefully. They will do this for at least 
two reasons: first, because they will find 
therein a basis for searching out their own 
weaknesses and strengths as leaders, and 
second, to discover those of the important 
staff executives and department heads. 
This will lead to the correction of weak- 
nesses and the development of better 
qualities of leadership. 

Percy 8. Brown 

Chicago 


Hess, Herset W. Advertising: Ite Eco- 
nomics, Philosophy and Technique. Pp.v, 
516. Philadelphia: J. B. Lippincott 
Company, 1981. $5.00. 


Perhaps no other phase of business sci- 
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ence has been discussed so frequently and 
to such small purpose as advertismg. So 
much has been written that is futile, so 
many sugarcoated maxims have been pro- 
claimed and so many trite aphorisms 
quoted, that any new advertising book is 
at once suspected of tiresome repetition. 
Happy is the writer who can speak to some 
purpose. 

Yet Dr. Hess, in his newest work, does 
make a definite contribution in that he more 
nearly codrdinates the economics of ad- 
vertising with its practices than does any- 
thing hitherto written. For many years 
Dr. Hess has been recognized as a pioneer 
explorer of the psychology and philosophy 
that have been the basis for the develop- 
ment of advertising technique. He has 
long maintained that the teaching of ad- 
vertising rests upon the recognition of 
fundamental principles, and the roots of his 
teaching have been deeply embedded in 
the sciences that relate to both psychology 
and philosophy. Now he anticipates the 
understanding of economic development 
through a not unsuccessful attempt to in- 
terpret the advent of a new era in terms of a 
clearer concept of the economics of distribu- 
tion. 

In recent years, faculties of schools teach- 
ing business practices have been constantly 
wrestling with a new (yet to most teachers 
unseen) problem that has been creeping 
slowly into the curriculum. Possibly this 
is due to the fact that the teaching of 
economics has dealt primarily with the 
economics of finance and of production. 
Comparatively small attention has been 
paid to the economics of distribution, and 
where distribution has been recognized, 
teaching has been factual and hustorical 
rather than interpretive. Transportation 
and geography have been the recognized 
factors, rather than advertising and selling. 
Groping blindly, mevertheless progressing 
steadily, these two purely human phases 
have exercised a growing influence that now 
ig more accepted than understood. 

But, to the careful reader of Dr. Hess’s 
new book, there are unmistakable signs that 
a new concept of the influence of mass psy- 
chology and practical philosophy is growing 
in conscious appreciation. Throughout the 
book is a recognition of the relation between 
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increased consumption (that is to say, 
higher living standards) and the economics 
of distribution. 

More than half the book is devoted to a 
discussion of the factors that enter into 
advertising appeal, from the viewpoints of 
both physical and mental impression. 
While written primarily for use as a text- 
book, there is, nevertheless, an underlying 
current of philosophical thought that 
represents a distinct step forward in the 
presentation of a sane, definite concept of 
the economics of advertising. 

The philosophy of the book is interesting 
in that it represents interpretation rather 
than opinion. The appallmg egotism of 
the average writer on advertising is refresh- 
ingly absent. Dr. Hess has undertaken to 
present and synchronize interpretations of 
human reactions in terms intelligible to the 
student of economics. His is a pleasantly 
detached and impersonal outlook. He rec- 
ognizes the importance of relativity in idea 
as well as fact. For this reason, if for no 
other, the work becomes a practical hand- 
book for the adaptable mind. Provided 
that as teachers recognize the almost limit- 
less fundamentals upon which the work is 
based, it is probably the most satisfactory 
textbook for academic work that has yet 
been devised. 

_ Haroun H. Kynerr 

Aitkin-Kynett, Advertising Agency, 

Philadelphia 


Das, Rasant Kanta. The Indusinal Efi- 
ciency of India. Pp. xi, 212. London: 
P. S. King and Son, Ltd., 1980. 8s 6d. 
The Industrial Efficiency of India is a 

study of the productive capacity of the 

country based on the utilization of its re- 
sources of minerals, man power, and capi- 
tal. The author, who has written four 
previous books on the problems of factory 
and labor, considers that India’s funda- 
mental difficulty is not overpopulation or 
foreign exploitation, but her inability to 
make the best use of her potential resources. 

The book is divided into two perts. The 

_ first considers the extent and the causes of 

inefficiency as they relate to the waste or 

undeveloped state of her resourees and to 
social and human difficulties. This is the 
most valuable part of the book, for it pre- 
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sents statistics and definite situations. In 
discussing India’s mineral resources, how- 
ever, Das states that the reserves of iron 
ore rank next to those of the United States 
and France. Actually, India stands at 
least sixth, and much of her ore 1s of low 
grade. Furthermore, her coal supplies are 
limited. India’s largest resource is her 
man power; but due to under-employment, 
the average cultivator or artisan does not 
have work for more than seven months in 
the year. The average length of life, 
furthermore, is but 24.75 years. While the 
author briefly refers to the fluences of the 
geographic environment, he dismisses the 
problems of the tropics by saying that they 
can be solved by human intelligence. 

The second and larger part of the book 
deals with the achievement of the maximum 
efficiency as it may be secured through 
better health, social and political reor- 
ganization, and industrial reconstruction. 
Here the author tends to become theoreti- 
cal, and frequently argues that rationaliza- 
tion and scientific management are suff- 
cient to solve the problems. In several 
instances there is a tendency to propose 
political remedies for economic problems, 
although there is a general restraint in 
criticizing Great Britain. The conclusion 
of the author is that the Government 
should establish a board of industrial 
efficiency, for only through efficient in- , 
dustry can she “fully utilize her immense 
resources of land, labor and capital for the 
wealth and welfare of her people and lay 
the material foundation for their moral and 
intellectual progress.” 

GEORGE B. CRESSEY 

Clark University 


Voskurm, Warrer H. Minerals in Modern 
Industry. Pp. ix, 350. New York: 
John Wiley & Sons, Inc., 1930. $3.75. 
Minerals in Modern Industry is a publica- 

tion devoted to a study of the economics of 

the mineral industry, and provides essential 
facts relative to their occurrence, produc- 
tion, and utilization, and their relation to 
transportation, manufacture, and com- 
merce. The discussion is confined largely 
to conditions existing in the United States, 
with occasional reference to foreign trade. 

The work supplements in a most excel- 
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lent manner other publications devoted 
more specifically to certain phases of the 
production and the use of minerals. It 
furnishes a comprehensive although not too 
detailed review of the occurrence and the 
use of the essential economic minerals. 
The book is an important and valuable 
addition to the literature on a subject that 
is becoming of increasing importance with 
the extension of research into the utilization 
of the varied and growing supply of min- 
erals, the use of which is developing new 
industries and supplementing the already 
well-known application of minerals to all 
phases of our industrial activity. 

The discovery of large deposits of low- 
grade minerals has promoted research into 
means of utilization, and the successful 
accomplishment of the seemingly impossi- 
ble has acted as a stimulant to expansion in 
many other lines. Furthermore, the rapid 
development of the mineral industry has 
brought the country face to face with the 
need for conserving certain mineral sup- 
plies. However, such a policy should mean 
a wise use rather than a cessation of use. 

The book will prove to be a valuable addi- 
tion to engineers’ libraries as well as an im- 
portant reference work for all libraries. 

W. R. CRANE 

Salt Lake City 


Oil Conservation and Fuel Oil Supply. Pp. 
xiv, 165. New York: National Indus- 
trial Conference Board, Inc.,1930. $2.50. 
This is a statistical and analytical 

study of trends in fuel oil consumption. 

Part I is devoted to a consideration of the 

competitive position of coal, oil, kerosena, 

gasoline, natural gas, and hydroelectr-c 
power as sources of energy; Part I to an 
analysis of the world supply and consump- 
tion of fuel oils; Part III to an analysis cf 
the production and the consumption cf 
fuel oil in the United States; and Part IV to 

a consideration of the effects of a possibl= 

decline in fuel oil supply. 

The authors conclude that the presenz 
level of fuel oil consumption has been made 
possible only by an overproduction of crude 
oil, and that although a further increase in 
fuel oil supply may temporarily develop, 
there are grounds for believing that the 
period covered by the present survey is one 
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of probable maximum consumption. They 
base this belief on the fact of a slow increase 
in fuel oil consumption since 1927 despite a 
marked decline in prices, on the increasing 
supply of natural gas in fuel oil consuming 
areas, and on the assured ability to convert 
a part of the present oil supply into gaso- 
line through improved methods of refining. 
In the face of a decline in fuel oil consump- 
tion, they anticipate that marine and do- 
mestic heating will be the most persistent 
uses, and that railway and manufacturing 
use will decline most. 

The study contains a wealth of statistical 
and graphic material useful to any one in- 
terested in the market problems of the oil 


industry. GEORGE WARD STOCKING 


University of Texas 


Foreign Countries, U. S. Department of 
Commerce, Bureau of Foreign. and Do- 
mestic Commerce, Commerce Yearbook, 
1930, Vol. IX. Pp.v,701. Washington: 
U. S. Government Printing Office, 1980. 
$1.00. 


This is the fourth issue of the volume on 
foreign countries. Like its predecessors, it 
is divided into two parts. The first pre- 
sents a brief review of recent economic 
conditions in sixty-six countries. The 
second part comprises comparative world 
statistics on major subjects. These in- 
clude, besides the important commodities 
of international commerce, climatic condi- 
tions, population, water and electric power, 
vessel entrances and clearances, merchant 
marine, communications, gold and silver 
production, note circulation and reserves, 
stocks of money, foreign exchange rates, 
wholesale price, retail food price, and cost of 
living indices, and the amount of life in- 
surance in force. A number of interesting 
maps are given. 

No better handy reference work on fun- 
damental world economic conditions and 
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University of Pennsylvania 


Sontey, Wurum T., and Prvenrron, 
Paut W. Corporation Accounting. Pp. 
xv, 570. New York: The Ronald Press 
Company, 1981. $5.00. 

The purpose of the book, according to the 
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authors, is to present “an intensive con- 
sideration of accounting situations of a 
distinctively corporate character.” The 
authors have very ably performed the task 
which they set for themselves. 

The forty-seven chapters comprising the 
text have been classified by the reviewer 
under the following headings: Corporate 
Organization and Stock Issuance, 10 chap- 
ters; Surplus Analyses, 9 chapters; Cor- 
porate Bonds, 7 chapters; Corporate 
Mergers and Consolidations, 10 chapters; 
Reorganization, Receivership, and Bank- 
ruptcy, 8 chapters; Corporate Financial 
Statements, Treasury Stock, and No Par 
Stock, 1 chapter each. Considering the 
importance of financial statements, treas- 
ury stock, and no par stock, it is to be re- 
gretted that the authors did not devote 
more of their discussions proportionately 
to these phases of corporate accounting. 
This is particularly true with respect to the 
amount of surplus which becomes unavail- 
able for dividends in many of the states 
when treasury stock is purchased, and with 
respect to the methods followed by corpora- 
tions in stating no par stock upon their 
, balance sheets. 

In the opinion of the reviewer the book 
has real merit. In the first place the au- 
thors have made an exceedingly illuminat- 
ing and critical analysis of corporate ac- 
counting problems. Second, the authors, 
having an appreciation of the business, 
legal, and accounting problems involved 
and the lack of standardization of treatment 
by accountants, have made no attempt to 
be dogmatic in their discussions, illustra- 
tions, and suggested procedures. ‘Third, 
the wealth of detail information makes the 
book a valuable reference work for ac- 
countants, to whom, by the way, the book 
is dedicated. 

The authors have probably given us the 
best and most extensive analysis that has 
yet appeared in text form of the many 
corporate problems confronting account- 
ants. The chapters dealing with Surplus, 
Corporation Consolidation, and Forfeited 
Stock are especially called to their atten- 
tion. 

J. Lockwoop 


University of Pennsylvania 
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Curtis, Roy Esxmrson. The Trusts and 
Economic Control. Pp. x, 525. New 
York: McGraw-Hill, Inc., 1981. $4.00. 
With half of the country’s wealth already 

reported to be in the hands of less than one 
half of one per cent of the people, the 
present integration movement in the United 
States raises issues of vital concern, not 
only to alert business executives, but to 
students of current affairs and the public 
in general. We are constantly bombarded 
with newspaper accounts of mergers, car- 
tels, and bankers’ control, while occasional 
editorials urge greater governmental su- 
pervision, although others, still clinging to 
the laissez faire concept, solemnly warn of 
the dangers of political interference in 
business. 

This volume is one of facts, figures, and 
data, dealing with the special problems of 
corporateintegration—the control of wealth 
by the few. It is a symposium in eight 
parts. In the first, “The Early Trust 
Movement,” the compiler canvasses 
twenty volumes, magazine articles, and 
court opinions, for excerpts covering the 
causes, the progress, the forms, and the 
practices of successful and unsuccessful 
trusts. Second, he goes into the develop- 
ment of the “Substantive Law Relating to 
Trusts,” and sets forth the underlying 
principles of the common law, plus subse- 
quent statutory enactments. Next, the 
editor takes up four “Special Issues of 
Legal Policy,” that is, statutory exceptions 
to the Federal laws, trade associations, 
retail price maintenance, and unfair com- 
petition. This is logically followed by the 
“ Administration of the Law,” that is, 
whetker by courts or the Federal Trade 
Commission. Fifth, he discusses in brief 
form zhe anti-trust laws of ten other coun- 
tries, giving special attention to Great 
Britain, the British Dominions, and Ger- 
many. Although the sixth is labeled “The 
Economic Basis of Public Policy,” it really 
concerns the economies and the advantages, 
the success and the failure, of trusts, and 
the control of prices by them, with thirteen 
pages devoted to the support of competi- 
tion as a public policy. The seventh deals 
with the recent “‘ Concentration of Control,” 
ventilating the merger movement in the 
United States and airing the local European 
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and international cartels. The eighth is 
given over to the “Related Developments” 
of co¥perative associations, fiduciary con- 
trol, and the diffusion of stock ownership. 
In conclusion, Dr. Curtis presents the views 
of those who clamor for the repeal, the 
clarification, and the liberalization of the 
anti-trust laws, devoting a brief final 
chapter to the location of the power. 

The editor has defended no particular 
thesis. He has presented impartially, in 
concise form, a meaty book of varied ma- 
terials dealing with the growth of Cyclopean 
business enterprises, the concentration and 
the control of economic affairs, and the law 
—past, present and future—which neces- 
sarily must govern them. It is addressed 
to all who are affected by, or interested in, 
the solution of the trust problem and related 
questions. 

Jonn G. HERVEY 

Temple University, School of Law 


CARROLL, Mourre Ray. Unemployment 
Insurance in Germany. (Second edition, 
revised.) Pp. xi, 140. Washington, 
D. C.: The Brookings Institution, 1980. 
$3.50. 


The Germans are a thorough people. 
An excellent example of their thoroughness 
is their treatment of unemployment. No 
one considers for a moment that the Ger- 
man or any other European system for 
handling unemployment can be trans- 
planted unmodified to this country; but the 
German balanced program, in the opinion 
of one reviewer, has more than a few possi- 
bilities for American consideration. We 
Americans shudder at the thought of what 
straight unemployment relief might do to 
the vigor and the initiative of our workers. 
Uninformed on the operation of European 
unemployment plans, we worry a great deal 
unnecessarily. But it 1 true that moral 
hazard has to be combated, especially 
during such severe periods of unemploy- 
ment as follow a great war. The Germans 
know this, and to insurance benefits they 
have added what they call value-creat- 
ing unemployment relief and a compre- 
hensive system of vocational guidance 
and placement. ‘That is, they pay a man 
able and willing to work but unable to 
find a job, but only after a systematic at- 
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tempt to place him in public or private 
employment. 

Value-creating relief is something more 
than a new name for the old emergency 
stop-gap of public works. First, relief 
work is provided according to plan made 
ahead of the need. Second, the work is 
that which otherwise could not be done 
because of lack of funds; this to prevent the 
relief plan itself from throwing regularly 
employed workers out of ajob. Third, the 
work must be genuinely productive: land 
reclamation, waterways construction, road 
and dam building, or home construction. 
Fourth, wages received on a value-creating 
relief operation count in lieu of insurance 
benefits, and loans are made only on 
works employing persons eligible for 
benefits. While in practice there are ob- 
jections by various interests to this type of 
relief, German opinion in general strongly 
supports it. At present, only municipal 
enterprises are aided, generally through 
loans, although outright grants have been 
made. The bulk of the loan funds comes 
trom the state and federal governments. 

In the third part of their plan, the Ger- 
mans have probably gone farther than, 
any other people. Placement is an indis- 
pensable function of insurance administra- 
tion. The German labor exchanges do 
this but they also give an immense amount 
of vocational counsel, education, and re- 
education. The private, fee-charging em- 
ployment agency, incidentally, is extinct. 

Dr. Carroll in this revised edition of her 
earlier work gives an informed, sane, and 
highly objective analysis—especially ob- 
jective. Sometimes one wishes for a bit 
more warmth and color, to light up an 
intensely human experiment with a grave 
human problem. This, to be sure, is not 
a popular book, but even & scientist occa- 
sionally may take sides. One calls to 
mind, for instance, her treatment of the 
controversy over whether the labor ex- 
changes should or should not combine 
the functions of msurance administration 
and placement (pages 71~72). But this 
is caviling. Dr. Carroll has written not 
only a very fine book on her subject but 
also the only one of its scope in English. 

C. A. KULP 

University of Pennsylvania 
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STEWART, BRros M. Unemployment Bene- 
fite in the United States. Pp. xvii, 727. 
New York: Industrial Relations Counse- 
lors, Inc., 1980. 


Bryce M. Stewart, editor and compiler 
of this invaluable historical and source 
material, one of the outstanding experts in 
this field, has succeeded in presenting prac- 
tically everything that is to be known 
about unemployment benefit plans in the 
United States. He also briefly touches 
proposed legislation for compulsory unem- 
ployment insurance in the United States 
and announces that later volumes dealing 
with unemployment insurance in European 
countries are in preparation. 

Formerly Director of the Canadian 
Employment Service, Mr. Stewart is now 
Director of Research of the Industrial Re- 
lations Counselors, Inc., a trusteeship ad- 
ministered by Raymond Fosdick, John D. 
Rockefeller 83d, Owen D. Young, and others. 

About one third of the well-planned 
seven hundred pages are devoted to 
economic and historical background, imn- 
cluding an account of America’s changing 
approach io the problem of unemploy- 
ment. The principal causes and remedies 
are described with brevity and clarity. All 
existing unemployment benefit plans, 
whether by union, company, or joint agree- 
ment, are described in detail. Proposed 
legislation for compulsory unemployment 
insurance is shown to consist, up to 1929, 
of twenty bills in seven states, which are 
described without arguments for or against. 
The book substitutes analysis for argu- 
ment and offers complete knowledge about 
suggestive sources of material, well indexed. 

The final impression is that all this hard 
thinking and harder experience in attempt- 
ing to absorb the shocks of unemployment 
must not be in vain, and that where there 
i3 a will there must be a way. 

Orro T. MALLERY 

Philadelphia 


Croox, Witrrm H. The General Strike. 
Pp. xvi, 649. Chapel Hill: University of 
North Carolina Press, 1931. $6.00. 
Although this book claims to be a study 

of both the theory and the practice of the 

generel strike, the author is obviously 
more interested in the practice than the 
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theory—as is indicated by the fact that he 
devotes four pages to the theories of Sorel 
and two hundred and sixty-three pages to 
an analysis of the British general strike of 
1926. Other general strikes are likewise 
discussed in great detail. The book should 
serve as a corrective for that type of thinking 
which depends for its assumptions merely 
upon the speculations of abstract philoso- 
phers rather than upon careful analyses of 
particular situations. 

As a result of his study, the author con- 
cludes that the general strike is a weapon 
which may work untold harm to labor as 
well as to capital and to society, and that 
its achievements are likely to be of limited 
value even at best, but that it is at tumes 
the only weapon left to labor. As such, 
it may occasionally have to be used. Al- 
though it is an instrument of destruction, 
it has value in that it serves as “a perma- 
nent warning to governments and classes 
that are incapable of recognizing a sentient 
and intelligent humanity under the myriad 
overalls of the working class.” 

CARL BRENT SWISHER 

Columbia University 


Apvamic, Louis. Dynamite. Pp. x, 452. 
New York: The Viking Press, 1931. 83.50. 


One of the supposedly cardinal sins of 
historiography is the emphatic interpreta- 
tion of culture from one point of view — 
the use of a dominant hypothesis in histori- 
cal writing. The conventional historian is 
the pluralistic historian. The use of the 
same mental flashlight to explore social 
mechanisms is called one-sided, prejudiced, 
or even irresponsible. The truth, of course, 
is that the creative writer in what essentially 
is the fine art of historiography is invariably 
“prejudiced” ın the simple sense that he re- 
views social phenomenology with an inte- 
grated philosophy, which is clear to the 
degree in which it singularly reflecis his at- 
titude. He adds significance not by the 
amorphousness but by the sharpness of his 
outlook. And if he be truly significant he 
never claims, as for instance Marx never 
claimed, that his emphatic explanation is 
the total explanation. The emphatic ex- 
planation is a sociological key. 

Now, Mr. Adamic has by no means 
written a great book on American labor. 
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Though journalistic competence and aca- 
demic finesse are by no means exclusive, he 
undoubtedly has stressed the melodrama of 
Americin labor more than its detailed his- 
tory, though for his purposes he has kept his 
scholarship remarkably adequate. But he 
has written an enormously significant book, 
because he has very shrewdly and ably re- 
evaluated the history of our labor movement 
with one emphatic gauge, and a rather bril- 
liantly simple gauge. He believes that this 
history is the story of a class struggle; and 
accordingly he traces it in terms of physical 
violence, behavVioristically as it were. Since 
it takes two classes to make a class struggle, 
he makes it amply clear that in his view the 
violence of capital is the agent to which 
labor’s violence is the reagent. 

But the author is primarily concerned 
with the ideologies, the emotions, and the 
physical acts of industrial conflict as carried 
on by labor. He begins with the Molly 
Maguires, takes us through the Great Riots 
of 1877, the turbulent nineties, the early 
teens of this century, the Wobblies, the 
McNamara case, and then the contempo- 
rary ‘‘rackets.” 

The McNamara case Mr. Adamic con- 
siders the turning point in the nature of our 
class violence. Since then, the dominant 
labor movement has turned almost un- 
consciously to vicarious, hired violence to 
meet the hired violence of the employers. 
And thus the early violence of social ideal- 
ism has gradually turned into the purely 
criminal violence of the contemporary paid 
gangster and racketeer. 

Mr. Adamic does not tell the whole story 
of American labor. But he does tell it 
melodramatically, which is a very felicitous 
way of describing the war of the classes. 
And he sheds significant light. To this 
task he has brought the natural endowment 
of the born story teller and the formal train- 
ing to render his tale stranger than fiction 
because it is true. 

BENJAMIN STOLBERG 

New York City 


Mure, S., and Frercumr, J. F. The 


Church and Industry. Pp. xii, 278. 


New York: Longmans, Green and Com- 
pany, 1930. $2.50. 


The first part of this book is devoted to 
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a historical account of the movement for 
social Christianity in England and this 
country, with special reference to the 
Episcopal Church. Christian Socialism, 
The Christian Social Union, The Christian 
Socialist League, and The Church Associa- 
tion for the Advancement of the Interests 
of Labor are among the movements and 
organizations which blossom only to wither 
and die. There is much of names, dates, 
titles, meetings, prayers, resolutions, broth- 
erhood, fellowship, spiritual values, and 
something known as “The Kingdom” 
which supposedly is somewhat nearer for 
all this activity. An occasional stand for 
freedom of speech and now and then an 
arbitration achievement seem to constitute 
the nonspiritual gains, although there may 
be more to come. 

The most interesting part of the book is 
an account of surveys of the relation of 
church and industry in four localities in the 
United States. In each case, statistical 
material is presented concerning the condi- 
tions of work, and a judicious sampling is 
made of attitudes among various persons 
concerned. The evidence reveals earnest 
effort by clergymen but also resistance by 
vested interests, ecclesiastical and eco- 
nomic, in the localities. 

The book contains facts of interest 
to the secular reader, who is, of course, 
privileged to make his own interpreta- 
tion. 

CLIFFORD KIRKPATRICK 

University of Minnesota 


Lawrences, Josera Stace. Banking Con- 
centration in the United States. Pp. xv, 
818. New York: Bankers Publishing 
Company, 1930. $5.00. 


There is an almost unending procession 
now-a-days of little books on business sub- 
jects written for hasty readers, merely 
sketching the outlines of the topics of which 
they treat. They may do some good, 
especially if accurately written, by drawing 
the attention of a wider public to the topics 
dealt with. Occasionally they do harm by 
dogmatizing, asserting that given things 
are “undoubted” or “‘preposterous”’ or 
“absolutely certain” or what not, thus 
producing an erroneous impression of 
sureness in the reader’s mind. 
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Mr. Lawrence’s volume belongs to this 
group of books, but it is on the whole 
rather more likely to be helpful than harm- 
ful. The author sets out to consider the 
factors making for and against concentra- 
tion of banking control in the United States. 
He first traces the extent of the centraliza- 
tion as far as he thinks he can with the means 
at his disposal, then sketches the case for 
the large bank, follows it with a chapter on 
behalf of the small bank, then discusses 
the problem of safety, contrasts with it 
the economies and the cost of concentra- 
tion, reviews the working of the branch 
system in practice, studies the working of 
branch banking as a factor in the Federal 
Reserve System, and finally writes a con- 
elusion—which after all is no conclusion 
at all. 

In general, the author finds that, while 
for the time being the forces of concentra- 
tion are in the ascendant, ultimate concen- 
tration is not inevitable. There is no 
urgent need for legislation on the subject; 
yet if such legislation be undertaken, it 
may well direct itself toward examination 
and supervision of holding companies. 
Some protection for the “unsophisticated”’ 
stockholder “may” be required or at least 
desirable. Greater safety as a result of 
combination is an illusion, and protection 
for the public at large must be provided 
indirectly—through care in chartering, and 
raising the minimum capitalization of new 
banks. . 

Most of these notions are sound enough 
—at least when modified to meet the needs 
of actual situations as they must be. They 
reflect the prevailing talk on the, subject 
among tolerably informed and conserva- 
tive thinkers, with fair accuracy. The 
book, however, carries little conviction to 
the reader. It rests confessedly on Ameri- 
can and Canadian data almost exclusively; 
and it does not include the best even of 
these data. It gives no impression of 
independent investigation nor, on the whole, 
of independent judgment. It is not a 
volume that need be reckoned with very 
seriously by the student of contemporary 
banking. 

H. Parker Waus 

Columbia University 
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GranaM, Frank D. Exchange, Prices 
and Production in Hyper-Inflation: Ger- 
many, 1920-1928. Pp. xix, 362. Prince- 
ton, N. J.: Princeton University Press, 
1980. 88.50. 


“This study is the first of a series to be 
published under the auspices of the Inter- 
national Finance Section of the Depart- 
ment of Economics and Social Institutions 
in Princeton University.” The subject 
toward which inquiry has been directed is 
the changes in distribution of wealth and 
income in Germany during the critical 
postwar period, and “‘involves the status of 
Germany as a national unit only.” The 
book is an intensive study of local condi- 
tions. 

After a brief historical survey of the 
background upon which German effort to 
restore permanence or soundness in the 
monetary system during the postwar period 
was based, the work is divided into three 
main portions: one dealing with theories of 
inflation, the second with the statistical 
measurement of inflation in Germany, and 
the third with the effect of inflation on the 
Germany economy. The author remarks 
that it is his historical survey and his final 
chapter on inflation effects that will be of 
most interest to the general reader, while 
his study of theory and his statistical 
measurement of inflation will be chiefly 
interesting to technicians. In this we may 
generally concur. The book is, however, of 
substantial interest and value throughout 
to the student of finance. 

Professor Graham’s opinion is that 
“The ethics of reparations will perhaps 
always be an open question but on the 
possibility of payment and transfer, indis~ 
putable fact is laying an ardent controversy 
quietly to sleep. Nor is there any reason 
to suppose that the interest charges on 
the private debt obligations incurred 
by the Germans since 1924 or those 
which may hereafter be assumed, will 
obstruct the machinery of international 
finance.” 

A brief review like the present affords 
no space for discussion of either this sum- 
mary or the reasoning behind it. There 
will of course be great hesitation in ac- 
cepting it in this form, yet it represents the 
idea of a school of thought of growing 
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importance in the discussion of repara- 
tions. 

The volume under review shows the 
clear evidence of careful work and thorough 
study on the spot, and is therefore wel- 
come to the student’s table regardless of 
conclusions. 

H. Parker Wiis 

Columbia, University 


Gorovirsnrr, A. Les Révolutions. Pp. 
xvi, 222. Paris: Libraine Felix Alcan, 
1980. 15 francs. 


A. Gorovtseff, formerly Professor on 
the Law Faculty at Petrograd, believes in 
the “Great Man” theory of history. He 
explains the overthrow of the 1905 Revolu- 
tion and the triumph of Bolshevism in 
1917 as due to the difference between the 
personality and the tactics of Witte and 
those of the “‘psychologically pathologic” 
Kerensky. According to his thesis, Bolshe- 
vism was only the inevitable consequence 
of the absence of a great leader. Witte, 
the Czar’s Minister, in 1905 took strategic 
action along seven lines, on all of which 
Kerensky in his turn blundered. ‘These 
were: agricultural reforms, the labor 
problem, amnesty, freedom of speech 
and press, abolition of legal inequalities, 
the creation of a people’s assembly, and 
the establishment of a government news- 
paper. 

The book hardly deserves serious con- 
sideration, except possibly as an example 
of the warping effect which the back- 
ground and life experiences of an author 
may have on his theones. It nowhere 
proves its thesis or even amasses the eyi- 
dence on both sides. It is rather a polemic 
eulogizing the brilliant Witte and con- 
demning in scathing terms Kerensky, 
Mildukoff, and the policies of the Provin- 
cial Government. The scientific study of 
the causes of revolutions and their preven- 
tion and stimulation will gam almost 
nothing from this book. 

JEROME Davis 

Yale University 


STOWELL, Exuery C. International Law. 
Pp. xxvi, 829. New York. Henry Holt 
& Company, 1981. 


‘International law,” the author writes, 
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“might more properly be terrned supra- 
national law, since it is a law of su- 
pranational authority and of universal 
application to all humanity.” Of the 
volume here discussed, he says that it 
“is intended to present the system of 
rules which actually govern international 
relations.” 

To those who accept the premises in- 
volved in this definition of international 
law and the deductions drawn from them 
as demonstrable or demonstrated reality, 
the present work will be a welcome— 
because up-to-date—addition to the post- 
war literature of its kind. 

To those who, up to the present time, 
can view the acceptance of the doctrine of 
the supranational character of interna- 
tional law only as an experience of faith, 
the appearance of this volume is further 
proof of the propriety of their insistence 
upon the element of compliance or practical 
enforceability as an indispensable criterion 
of international as well as of national 
law. 

All, however, may well share in the hope 
that Professor Stowell’s book will serve to 
make humanity more international-law 
minded, so that the day may come when 
international law will actually govern inter- 
national relations. 

JOHANNES MATTERN 

The Johns Hopkins University 


TOYNBEE, ARNOLD J. (Assisted by Bovr- 
TER, V. M.). Survey of International 
Affairs, 1929. Pp. xi, 545. London: 
Oxford University Press, 1980. $7.00. 


Dr. Toynbee’s annual surveys have 
become an indispensable part of the equip- 
ment of every student of international af- 
fairs. The latest of the series nat only 
carries the documented story through 1929 
but includes a new departure in the form of 
two chapters on economic affairs written 
by specialists in this field. C. R. S. Harris 
contributes a chapter on international 
economic conferences, and R. J. Stopford 
and J. Menken, a study of recent develop- 
ments in the reparations problem. The 
remainder of the volume deals with Dis- 
armament and Security, Western Europe, 
Tropical Afriea, the Far East, and the 
Papacy. 
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The reason for the decision to include 
papers on economic and cultural relations 
is explained in the prefatory note: 

“In 1980, however, the appearance of 
the international landscape is no longer 
the same as ıt was in 1920—the year 
from which this Survey begins. Political 
affairs have lost their monopoly of in- 
terest and importance; and economic and 
culturel affairs have begun to assert them- 
selves,” 

There are, of course, those who will 
contend that economic and cultural affairs 
played a large part even before 1920, but 
the introduction of them into these vol- 
umes in the manner foreshadowed by the 
two chapters of this one, is none the less 
welcome. 

H. K. Norron 

Ossining, N. Y. 


SreBERT, Benno von (Ed.). The Diplo- 
matic Correspondence of Count Bencken- 
dorf. Vols. I, H, II. Pp. 416, 564, 
and 835. Berlin: Walter de Gruyter & 
Company, 1928. 30 marks. 


Count Alexander Benckendorff (1849- 
1917), a Russian nobleman, spent most of 
his life in diplomatic service. In 1908 he 
was made Russian representative at tke 
Court of St. James, and from that time 
until his death during the World War, he 
lived in London, 

These volumes constituté a new and en- 
larged edition of the correspondence of 
Count Benckendorff, originally made pub- 
lic in limited form in 1921 by Benno von 
Siebert, former secretary of the Russian 
Embassy in London. They furnish im- 
portant source material for prewar diplo- 
macy and politics in Western Eurcpe 
(Vol. I, 1907-1910; Vol. H, 1911-1912; 
Vol. IU, 1918-1914). The documents are 
arranged chronologically and oring to 
hght many communications previously 
unpublished. Students in, European his- 
tory of the prewar years wH] find in these 
documents a wealth of information. Count 
Benckendorff served as confidential in- 
termediary between Russia and Great 
Britain when the secret convention at 
Bidrko (1905) between Wilhelm I and 
Nicholas IT threatened to disrupt the 
Franco-Russian Alliance and thus involve 
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Russia in a continental league against 
England. 

The editorial work is excellent. Volume 
three contains an Index of names and sub- 
jects covering some thirty-five pages, with 
complete references to all names and sub- 
jects mentioned in the correspondence. 
The documents are written entirely in 
German and are without comment. 

Harry T. Coitiives 

University of Pennsylvania 


WEHEELER-BENNETT, Jonn W. (Ed). 
Documents on International Affairs, 1929. 
Pp. xiii, 849. London: Oxford Univer- 
sity Press, 1930. 85.00. 


The Royal Institute of International 
Affairs, in addition to giving us ‘Toynbee’s 
annual Survey of International Affairs, 
also sponsors a companion series, of which 
this is the second. Mr. Wheeler-Bennett’s 
work 1s done in collaboration with, and 
closely parallels that of, Dr. Toynbee’s 
staff. f 

The purpose has been to include those 
documents, and those only, which illustrate 
some particular phase of international 
affairs. Some otherwise desirable ones. 
such as the Young Plan, have had to be 
omitted because of their length. 

An Appendix gives a complete list of all 
international agreements concluded during 
1929. 

H. K. Norton 

Ossining, N. Y. 


Harury, Joun Evueene. International 
Understandıng. Pp. xx, 604. Stanford 
University, California: Stanford Univer- 
sity Press, 1931. $7.50. 
The volume is one of a series of Stanford 

Books in Worla Politics, edited by Graham 

H. Stuart. It contains a wealth of infor- 

mation concerning agencies for the promo- 

tion of international understanding, and 
should be of particular value to students of 
world polities as well as to specialists in 
comparative education. Paul Mantoux, 

in the Foreword, characterizes it as “a 

guidebook fuli of precise and useful infor- 

mation, not... a puot into the land of 

Utopia.” 

E. D. GRIZZELL 
University of Pennsylvania 
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Maura, JEAN. La Politique Ecclésias- 
tique du Second Empire de 1852 à 1869. 
Pp. 990. Vol. I, 130 frs. Le Saint-Siège 
et la France de Décembre 1851 à Ammu 
1868. Pp. 257. Vol. II, 35 frs. Paris: 
Librairie Felix Alcan, 1930. 


This work is a doctor’s thesis submitted 
to the faculty of the University of Paris, 
and consists of a large volume of 990 pages 
and a supplementary volume of 257 pages, 
the latter devoted entirely to unpublished 
documents from the archives of the Foreign 
Office and the Archives Nationales. ‘Those 
from the Foreign Office, curiously enough, 
relate chiefly to the internal affairs of 
France, while from the Archives the editor 
selected mainly those dealing with the 
relations between Rome and the Empire. 
The principal contribution of the work, 
however, lies in the first volume, which gives 
the most detailed and scholarly study of the 
ecclesiastical policy of the Second Empire 
in existence. 

The work is based on five years’ research 
in the archives, and represents an Immense 
amount of labor. The mere enumeration 
of the manuscript material covers eighteen 
closely packed pages, and the bibliography 
of printed material primary and secondary, 
which also has been searched with meticu- 
lous care, occupies pages 28 to 51. i 

The study begms with a chapter on 
Napoleon’s “Coup d'État and the Plebis- 


cite,” followed by several on the organiza- . 


tion and the place of the Church under the 
new régime. Others carry the story 
through the election of 1869. The section 
on the convention of September 15, 1864, 
the papal “Quanta Cura,” the Roman 
Question, and the clash between the clergy 
and Duruy over secular education, is of 
particular interest. In general, the author 
concludes that Napoleon was not only 
sincere but also confident of success when 
hé invited all parties to unite under his 
imperial standard and forget their differ- 
ences. He had no appreciation of the 
religious dissensions which divided them. 
Being neither Gallican, Voltairian, nor 
clerical, but rather an opportunist without 
deep convictions, he had no sense of the 
difficulties of the problem. His naive 
belief that the ideas of 1789 could be easily 
reconciled with papal and clerical claims 
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received a severe shock after his support of 
Italian nationality in the war of 1859. 
Finding the Pope and the clerical party 
irreconcilable and unwilling to make any 
concessions whatever, he set about to 
reduce the papal power over the French 
church and to lessen the influence of the 
clergy in French civil life. The bitter 
strife which ensued continued during 
the remaining decade of the Empire’s 
existence, being greatly intensified by 
Duruy’s vigorous program of secular 
education. 

On the whole the work is a good ex- 
ample of the best type of French histor- 
ical scholarship, contributing greatly to 
our understanding of the relationship 
between the Second Empire and the Holy 
See. 

Wriiiam E. LINGELBACH 

University of Pennsylvania 


Pausr, H. Sr. J. B. Arabta. Pp. xix, 
887. New York: Charles Scribner’s 
Sons, 1980. $5.00. 

This history was written primarily for 
the edification of English men of affairs. 
Assuming their adequate knowledge of 
Arabian geography, the author, in seven 
preliminary chapters, chronicles the mili- 
tary fortunes of the Wahabis from the 
founding of that sect to the accession of the 
present Wahabi prince, Abdul Aziz ibn 
Saud, at which point the real story begins. 
This introductory portion, comprising 
some two-fifths of the whole, is extremely 
barren and monotonous, and perhaps might 
profitably have been omitted altogether. 
Written at least in part from unreliable 
sources, it contains not a few statements 
of doubtful accuracy and some surprising 
errors. 

In the single long concluding chapter, 
however, the author is on firm and familiar 
ground, and his method of treatment of the 
subject abruptly changes. His excellent 
account of the evolution of the second 
Wahabi empire into the present united 
and progressive state does much to bear 
out his thesis that this is the major theme 
in modern Arabian history. The book 
closes with a well-founded analysis of 
Great Britain’s shortsighted policy with 
respect to the young Wahabi state. This 
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Philby believes to be the principal remain- 
ing obstacle to the peace and the prosperity 
of the Arabs. 
Hatrorpv L. Hosxms 
Tufts College 


Perr, Roy V., and Donnauy, Tuomas C. 
The 1928 Campaign: An Analysis. Pp. 
xu, 129. New York: New York Univer- 
sity Book Store, 1981. $1.25. 


The authors have given an interesting 
and lively analysis of the 1928 presidential 
campaign, based largely upon three New 
York newspapers — the Times, the World, 
and the Herald-Tribune. They close their 
brief discussion of the campaign with a 
note of pessimism: “A party campaign is 
not a rational process. It is an emotional 
spree, an orgy of self-seeking, venality, and 
tomfoolery.”” They are also critical of the 
haphazard methods used to conduct this 
sí spre e,” 

While their treatment is fairly complete, 
they fail to bring out certain aspects of 
the campaign, such as the importance 
of Hoover’s front porch campaign, the 
réle of Mrs. Henry Moskowitz as head 
of the Democratic national publicity, the 
réle of Senator Henry J. Allen as the 
director of Republican publicity, the syn- 
dication of Will Irwin’s “Herbert Hoover,” 
the added importance of radio in 1928 
because of national hook-ups and the large 
number of receiving sets, the use made by 
the Republicans of a poll of Who's Who, 
the importance of the home appeal made 
by Hoover, and the methods by which the 
managers glorified the virtues cf their 
respective candidates. Their discussion of 
the preconvention campaigns would have 
been’ more valuable if they had furnished 
the actual votes cast in the presidential 
preference primaries. In emphasizing the 
analytical approach to their subject, they 
have slighted to a certain extent the 
importance of the time element in the 
campaign. 

The book containg some very useful 
maps and is packed with material which 
should be of great value to students and 
teachers of American government. 

Haro.p F. GOSNELL 

University of Chicago 
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State and Local Taxation of Property. Pp. 
xii, 245. New York: National Industrial 
Conference Board, Ince., 1980. $2.50. 


As stated in the introduction, the pur- 
pose of this volume is neither to present a 
historical analysis of tax systems nor to 
offer a camprehensive discussion of prin- 
ciples, but “‘rather to set forth in as concise 
form as possible the present status of gen- 
eral and special property taxation.” Al- 
most two thirds of the space is devoted to 
tables and maps showing the status of such 
matters a3 constitutional provisions relating 
to uniformity. methods of assessing tangible 
property, dates of assessment, procedure 
followed in listing property, provisions 
regarding exemptions, methods of equali- 
zation, dates of and methods of collection, 
provisions regarding delinquency, powers 
and dut.es of tax commissions, methods 
used in taxation of intangibles, and so 
forth, in the various states. 

Some ninety pages are devoted to an 
orthodox discussion of the leading features 
of property taxation, including assessment, 
collection, classification, and so on, with 
brief reference to possible improvements in 
each field. The author believes that the 
arguments in favor of low-rate taxation 
of intargibles are fallacious, and that the 
“ideal” system would impose no tax what- 
ever on “‘representative”’ intangibles. 

The volume will prove a handy reference 
book for those interested either in the 
general status of property taxation or in 
special features in particular states. 

CHARLES P. WEITE 

University of Tennessee 


WALKER, Masri L. Municipal Exrpends- 
tures. Pp. ix, 198. Baltimore: The 
Johns Hopkins Press, 1930. $2.25. 


Dr. Walker’s very worth-while little book 
presents the thesis of marginal utility in 
munic.pal expenditures—‘‘that the budget 
shall be so carefully made up that the 
last dollar expended on any one function 
shall equal in social utility the last dollar 
expended on any other function.” City 
admiristration thus becomes a matter of 
accencs—-of varying emphases placed on 
various functions. Shall the budget maker 
“force the infant mortality rate down two 
babies per thousand, or raise the average 
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mental age of school children by a month 
or twor”’ 

What is the best apportionment for a 
given city, individual factors having been 
taken into account, 1s to be determined by 
a comparison with standards arrived at by 
grading cities generally according to all 
services rendered. In this way we can 
arrive at a city’s relative efficiency and 
determine about what proportion of its 
budget should be expended for a given 
purpose. It is in this development of a 
comparative rating for cities that Dr. 
Walker makes her chief contribution. She 
presents some very interesting and valuable 
charts and tables and includes a good 
Bibliography. 

H. R. Enstow 

Union College 


METZENBAUM, JAMES. The Law of Zoning. 
Pp. xiv, 569. New York: Baker, Voorhis 
& Company, 1980. 


When Euclid Village near Cleveland 
passed its zoning ordinance in 1922, there 
was little thought that it would be the 
center of litigation that would finally make 
its way to the Supreme Court of the United 
States and establish the constitutionality 
of the zoning principle. The author of this 
volume, a member of the Cleveland bar, 
was the counsel for the village and fought 
the case of Village of Euclid et al v. Ambler 
Real Estate Co. (27% U. S. 865) through to 
a successful finish. This case is the leading 
case in the history of zoning, and to it 
we owe this most interesting volume. It 
is something far more, however, than a 
history of the case and of zoning, and while 
it does not claim to be a complete textbook 
of the subject, in some respects it is more 
valuable and in almost every respect it is 
more interesting. 

This book does not pretend to be the last 
word on zoning so far as details of applica- 
tion are concerned, but it affords an effec- 
tive start for the lawyer and an adequate 
handbook for the average citizen. It 
contains the text of sundry ordinances, 
the text of the Supreme Court decision, 
an excellent discussion of the various 
statutes, a concise history of zoning, and 
a good summary of the development of 
the law on police powers. Its Index is 
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unusually good—a great merit in such a 
work. 
CLINTON Rogers WOODRUFF 
Philadelphia 


Train, ARTHUR. Puritan’s Progress. Pp. 
x, 477. New York: Charles Scribner’s 
Sons, 1981. $3.50. 


The work of Arthur Train is familiar to 
everyone. Whether we turn to his novels, 
his stories, or his treatment of crime and 
the law, we are safe in assuming not only 
that we shall learn something but also that 
we shall thoroughly enjoy every minute 
spent with his writings. 

In this volume, Mr. Train turned histo- 
rian to find out whether his Puritan an- 
cestors enjoyed hfe as much as their 
distinguished descendant. In finding the 
answer to the question he discovered a vast 
amount of instructive and amusing infor- 
mation. All these odds and ends of early 
New England he has woven into his story 
of the progress of the Train family with 
a deftness and felicity which merits the 
highest praise. His sources were the 
town reports, newspapers, inventories, 
and writings of the period, as well as 
some of the excellent works by other 
authors. 

Colonial New England glows under the 
magic of Mr. Train’s sympathetic yet 
shrewd treatment. The era of gold tooth- 
picks, tin-lined bathtubs, and sulphur 
matches is admirably portrayed. The 
character of the Puritan, his problems and 
his solutions, his inhibitions and his tri- 
umphs, are set forth in language which 
compels one to finish the book before laying 
it aside. There is no glorifcation nor is 
there any unnecessary condemnation. The 
Puritan appears in these pages as simply 
another figure in history, making his 
compromises in the same fashion as the 
contemporary American makes his. Mr. 
Train hugely enjoyed the writing of this 
book, which fact may partially explain 
why he has put together material which 
makes as delightful reading as the works 
of Mrs. Alice Morse Earle. Historical 
students should applaud the efforts of 
Mr. Train for having adequately dem- 
onstrated that history can be written 
with literary charm and urbanity. There 
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is a short Bibliography and an excelent 
Index. 
J. P. SuaLrco 
University of Pennsylvania 


Rice, Sruart A. (Ed.). Methods in 
Social Science. Pp. xiii, 822. Chicago: 
University of Chicago Press, 1931. 
$4.50. 


The volume is a “series of interpretazions 
of the scientific methods employec by 
authors of significant contributions to social 
science’’—one learns in the introduction. 
This method of case study of the contribu- 
tions of some authors is carried out crit-cally 
by different specialists in the fields cf the 
original contribution. In all, fifty-two 
such critical descriptions and analyses are 
given in the book. It is unfortunate that 
one cannot even mention the splend.d list 
of authors and of topics selected by Pro- 
fessor Rice. The general sections deal 
with the delimitation of the fields; the 
definition of the objects of investigation; 
the establishment of units and scales; at- 
tempts to discover spatial distrikutions 
and temporal sequences; interpretations 
of change as a developmental stage: inter- 
pretations of temporal sequences with 
consideration of special types of “ causa- 
tion”; interpretations of relationship among 
unmeasured factors, and among measured 
but experimentally uncontrolled factors; 
and attempts to determine quaniitative 
relations among measured and exp2rimen- 
tally controlled factors. 

This book is written by a committee of 
experts, each very highly competert in his 
own field. To be properly reviewed, it 
should be considered by a similarly diver- 
sified group. ‘The reviewer feels competent 
in his own psychological field, much less 
competent for the ethnological and socio- 
logical fields, and entirely incompetent for 
such fields as history and business. 

On the whole, the psychological analyses 
are very well done. For example, R. M. 
Ogden has made an excellent comparison 
of the delimitation of the psychological 
field of Titchener as contrasted with the 
more recent Gestalt point of view. Al- 
though this contrast is excellently and 
critically made, it is difficult to understand 
just why these two “‘schools”’ of psychology 
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have been chosen, when American Func- 
tionalism, Watsonian Behaviorism, and 
Freudian Psychoanalysis have been espe- 
clally interested in and used as methods in 
social science, while the Structural and 
Gestalt points of view have contributed 
so little in this field—the first was not 
interested and the second is yet too new. 
It is true that references to behaviorism, 
functionalism, and psychoanalysis are scat- 
tered throughout the book, but no section 
is given to the ana:ysis of the fields or the 
methods of these important points of view. 
C. P. Stone’s critical analysis of McDou- 
gall’s concept of mstinct is exceptionally 
well done. In the consideration of testing 
and scaling methods, J. Peterson’s selection 
of Thorndike’s measurement of handwriting 
is especially fortunate. One would have 
thought, in this connotation, of selecting 
some of the mental measurement methods; 
but the present scale is clear-cut, it well 
demonstrates the scaling methods, and is 
not encumbered with the difference of 
interpretation of the results of mental 
measurement. 

The book cannot be too highly praised. 
In it one finds analyses of most of the 
principal methods that have been applied 
to social science, each handled by an expert 
in his field. Such minor criticisms as I 
have made in my field, and which I am 
sure could be made in other fields, become 
unimportant when one considers the whole 
and effective scope of the work. 

SAMUEL W. FERNBERGER 

University of Pennsylvania 


Karz, Danren. and ALLPORT, FLoryp 
Henry. Students’ Attitudes: A Report 
of the Syracuse University Reaction Study. 
Pp. xxviii, 408. Syracuse, New York: 
The Craftsman Press, Inc., 1931. 

This monograph will demand a place 
upon the select reference shelf, first, of all 
who are interes=ed in the scientific study of 
social attitudes; second, of all who are 
concerned with university and college 
administration. It has professional inter- 
est for all teachers of university and college 
classes. 

To Professor Allport, more than to any 
other, belongs the credit of initiating the 
experimental and quantitative study of 
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public opinion and social attitudes. His 
early papers employed a simple question- 
naire and rank-order method. L. L. 
Thurstone later developed a true attitude 
scale by a far more elaborate procedure, 
but the possibilities of the questionnaire 
and rank-order methods, in the reviewer’s 
opinion, have not been adequately explored. 
To a considerable extent this is accom- 
plished in the present work, which becomes 
the standard illustration and embodiment 
of this particular scientific procedure. It 
has long been awaited by students of the 
subject. 

The inquiry was initiated at Syracuse 
University in 1925, with the cordial par- 
ticipation of the admunistration and the 
student body. The data were anonymous, 
and bear the earmarks of sincerity on the 
part of the 8,510 students who supplied 
information, opinions, and attitudes on 
such matters of vital concern to student 
life as cribbing, fraternities, religion, sex, 
academic work, social life, and prospective 
careers. ‘The questionnaire was painstak- 
ingly prepared, was filled out under partially 
controlled conditions, and the answers have 
been exhaustively analyzed with a fine 
sense for what is significant. The findings 
not only relate to various intensely practical 
aspects of university relationships, but 
they throw light as well upon theoretical 
problems of concern to social scientists, and 
in particular upon that sociological abstrac- 
tion known as the “institution.” 

Stuart A. RICE 

University of Pennsylvania 


KROEBER, A. L., and Waterman, T. T. 
Source Book in Anthropology. Pp. viii, 
571. New York: Harcourt, Brace and 
Company, 1981. 


The reissuing of Kroeber and Waterman’s 
Source Book is the sort of event which should 
be used as a measuring rod of progress in 
anthropology. By scanning the old table 
of contents and comparing it with the new, 
shifts of emphases, and new high lights 
should be revealed. To a certain extent 
this is possible. In the introductory sec- 
tions upon the physical nature of man, the 
names of Fisher, Finsch, and Deneker 
have been replaced by the names of Boas, 
Gregory, Sullivan, and Hooten. Douglas’s 
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article on “Tree Growth” and Snyder’s on 
“Human Blood Group” are notable addi- 
tions to the science as well as to this volume. 

Although there is little difference in the 
proportionate emphasis given to social 
anthropology, there is a decided shift from 
factual descriptions to articles on cultural 
dynamics. Of the eight articles on this 
head, six are new. It is notable that 
whereas five of the eleven articles on “Social 
Culture” are new inclusions, only one of 
the ten articles on “ Æsthetic and Religious 
Culture” is new—and that is merely an 
old article of Tylor’s not previously in- 
cluded. Apparently, in the opinion of the 
authors there has been no conspicuous new 
work in primitive religion suitable for 
source-book material. All such judgments 
of course must be made with extreme cau- 
tion, as the editors of a source book are 
heavily dependent upon the length and the 
organization of articles. 

The book aims at a selection on the basis 
of topics rather than authors; although the 
student can find here many of the classics 
in anthropology, the absence of anything 
by Malinowski or Benedict is felt as a 
definite lack on this latter count. The 
reader might also judge that anthropology 
is & very conservative, established science, 
rather than a young and changing one, from 
the almost complete absence of any young 
author. 

These comments are not meant as quib- 
bling. The book has been prepared for 
the use of classes in introductory anthro- 
pology; it presents a most stimulating set 
of readings, many of them reprints from 
inaccessible sources, and is far more useful 
than any textbook on anthropology now 
in existence. In fact it is doubtful whether 
the place of compilations of this sort can 
ever be taken by anthropological textbooks. 

Marcaret MEAD 

The American Museum of Natural History 


Was, Wison D. Culture and Progress. 
Pp. xi, 608. New York: McGraw-Hill 
Book Company, 1980. 5.00. 

This book divides itself into three parts: 
an evaluation of some of the historical 
approaches to cultural reconstruction, a 
series of brief and uneven paraphrases with 
some criticism of some of the theories of 
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progress which have been advanced through 
the ages, and a large number of comments 
upon the diffculty of comparing civilization 
with savagery or of making any accurate 
estimate of progress. 

The first section, which is by far the best, 
is curiously one-sided in emphasis; while 
purporting to discuss the various theories 
of culture, no adequate account is given of 
the assumption of the Boas school that the 
history of a trait, as found in its diffusion, 
is a sine qua non to the correct interpretation 
of the meaning and the réle of that trait. 
Instead, the author confines himself to 
arguing against the more specific recon- 
structions proposed by Wissler and Kroeber, 
and to a critical analysis of Sapir’s Time 
Prospective article. The position of the 
diffusionists is attacked without being 
stated; some of the dicta of the functional 
school are incorporated in the discussion, 
but there is no treatment of the functional 
school nor any adequate treatment of any 
of the schools which attempt to combine 
the study of psychology and culture. No- 
where would the student get any idea of 
what culture really is, although the teacher 
wil find a mass of neatly summarized 
concrete data and detailed refutation of his- 
torical theories, suitable for classroom use. 

The second section is remarkable mainly 
for the curious cannons upon which the 
selection has been based. One hardly 
knows whether to credit the complete 
omission of Marxism, and the relegation 
of the discussion of communism to a slight 
statement about the antiquity of commu- 
nistic ideas, to the preciousness of a 
bibliophile or to some special bias. In- 
stead, the author gives us a detailed account 
of the erroneous theories of badly informed 
nineteenth century divines. 

Marcarer MEAD 

The American Museum of Natural 

History 


SOROKIN, Prrmam A., ZIMMERMAN, CARLE 
C., and Garin, Cuaries J. (Eds.). 
A Systematic Source Book in Rural 
Sociology. Vol. I. Pp. xx, 645. Min- 
neapolis: The University of Minnesota 
Press, 1980. 

This is the first of three volumes which 
are to supplement and amplify Sorokin 
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and Zimmerman’s Principles of Rural- 
Urban Sociology (Henry Holt & Company, 
1929). The work of social thinkers on 
rural life from ancient times to the nine- 
teenth century is summarized inm the 
first two chapters. Subsequent chapters 
deal with The Ecology of the Rural Habitat, 
Differentiation of the Rural Population 
into Cumulative Communities and Func- 
tional Associations, Social Stratification 
of the Agricultural Population, Mobility 
of the Rural Population, Fundamental 
Types of Rural Aggregates, and Evolution 
of the Forms of Land Ownership and Land 
Possession. Excerpts are made from the 
works of eighty different authors, and a 
few papers, such as that of Demangeon 
on the Geography of the Rural Habitat, 
are given entire. 

The interpretation in the introductions 
to the chapters seems to be that of Sorokin. 
One may differ from the fundamental thesis 
of the book and various important points 
of view, but every one will recognize this 
book as an outstandmg achievement in 
making available in one volume translations 
of the best source materials and ample 
bibhographies. It is an American product 
of European scholarship, and should stimu- 
late and aid sociological analysis of rural 
life throughout the world, by giving a new 
perspective and a more adequate back- 
ground of the best thought and research in 
this field. It will be indispensable to the 
library of every college where rural sociology 
is taught, and to every serious student of 
the subject. 

Dwicut SANDERSON 

Cornell University 


Ross, Epwarp Atsworts. Principles of 
Soctology. Pp. ix, 592. New York: The 
Century Company, 1980. 84.00. Tests 
and Challenges in Sociology (for use with 
Principles of Sociology—trevised edition). 
Pp. vi, 102. New York: The Century 
Company, 1981. $1.00. 

This revision of an important sociological 
treatise places the reviewer in an awkward 
dilemma. It is one thing to discuss the 
merits and demerits of a work that belongs 
to a pioneer period; it is quite another to 
deal with that erstwhile pioneer work when 
it has been refurbished and brought “‘up to 
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date.” If attention is concentrated on 
either aspect, a favorable or unfavorable 
bias is certain to result. 

Perhaps neither horn of the dilemma 
need be grasped. At any rate, the present 
reviewer does not propose to do so if he can 
help it; in evasion, the following pomts 
may be noted: 

(1) If the book is used in an introductory 
course, the instructor should take especial 
pains to pomt out the generalizations of 
which reasonable doubt may be enter- 
tained, and should endeavor to impress 
upon students the desirability of reading 
sociological disquisitions that challenge to 
further research instead of pronouncing 
upon issues in oracular, ipse dixit fashion. 

(2) If the book falls into the hands of the 
general reader, that semi-mythical person- 
age should be warned that everythmg 
appealing to rural common sense and native 
American prejudices is neither necessarily 
true nor necessarily false. 

(8) If the book is used in advanced 
courses, the student should have his at- 
tention called to the fact that it is possible 
to write worth-while sociology without 
using esoteric jargon, and that many of the 
sources of valid sociological generalization 
effectively used in earlier periods should 
again be drawn upon-—historical sources 
in particular. 

(4) If the book is read by the professional 
sociologist, he should constantly remind 
himself that the brilliant style, the close 
touch with concrete realities, the wealth of 
allusions, and the keen analysis of hundreds 
of everyday social relationships are merits 
all too rare in contemporary American 
sociology—merits which he himself, in most 
instances, should cultivate. Further, he 
should bear in mind that what to him is 
obvious or commonplace may be fraught 
with tremendous significance to scholars 
in other countries; Leopold von Wiese 
has said, “Three men have influenced me 


above all others: Simmel, Waxweiler, and - 


Ross.” 

The Tests and Challenges devised by 
Professor Ross for use with the revised 
edition of his Principles seems eminently 
worth while. If the Principles are used 
at all, the Tests and Challenges should 
certainly be used as well. Among other 
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things, this collection of electric shocks 
does much to divest the larger book of its 
occasional oracular garb; point (1) in the 
above list is thereby robbed of some of its 
force. 
Howarpv BECKER 
University of Pennsylvania 


COYLE, Grace LONGWELL. Social Process 
in Organized Groups. Pp. xiv, 245. 
New York: Richard R. Smith, Ine., 1930. 
$2.00. 


This volume is an excellent analysis of 
the structure and the functions of organized 
groups, the processes of their formation 
and change, and their relation to society 
as a whole. It is more on the order of a 
textbook than of an original study, the 
author having drawn upon the works of 
a wide group of social philosophers and 
theorists. The material has been well 
organized and logically and interestingly 
presented. Illustrative material has been 
sparingly used, but sufficiently to make the 
ideas intelligible to elementary students. 
It constitutes an adequate basis for a more 
elaborate study of organized groups. 

Haror S. JACOBY 

Northwestern University 


Haru, Frep S. (Ed.), and ELLs, MABEL B. 
(Assist. Ed.). Social Work Year Book— 
1929. Pp. 600. New York: Russell 
Sage Foundation, 1980. $4.00. 


In the preface the editor states: “The 
Year Book is not an encyclopedia of social 
problems or social conditions; it is a record 
of organized efforts in the United States 
to deal with such problems. The problems 
themselves are discussed only to the extent 
that is necessary for an understanding of 
the forms of social work related to them. 
No problem or social condition is described 
unless some agency exists for its control, 
prevention, or study.” Notwithstanding 
this disclaimer, the volume is almost 
encyclopedic in range and few important 
questions are ignored. Over one hundred 
men or women have contributed articles 
dealing with their major interests. 

The volume is divided into two parts. 
In the first (pages 28-495) are arranged 
alphabetically the articles just mentioned. 
In all, from the first on “adoption” to the 
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last on “‘youth service organizations,” will 
be found a brief historical sketch, a state- 
ment of present policies, and a survey of 
recent legislation. Each is followed by a 
reference list of books and articles, and a 
suggestion of related topics treated else- 
where. 

In the second part is given a list of na- 
tional agencies. This is in two sections. 
In the first, the title, the officers, the ob- 
jects, and so forth, of each organization is 
given, and in the second the organizations 
are classified and grouped with reference to 
their functions. 

Those who, like the reviewer, are teachers 
or students are familiar with the difficulty 
of knowing what is being done in various 
parts of the country and of keeping in- 
formed as to changes in laws. ‘There has 
long been a real need for such a compilation, 
and the editors are to be highly praised. 
It is a splendid and timely service, which 
will be appreciated. In so far as I can 
judge, the articles are both reliable and 
informative—and I write with more than 
a passing knowledge of the field. No 
library and no social worker should fail to 
receive the volume. 

The very nature of the book suggests 
its greatest limitation—a new edition will 
be needed in a few years. 

Car. KELSEY 


University of Pennsylvania 


Morrer, Rayuonp. Our Criminal Courts. 
Pp. xxii, 271. New York: Minton, 
Balch & Company, 1930. $3.50. 


Dr. Moley comes to his task admirably 
equipped. Not only is he Professor of 
Public Law at Columbia, but he was at 
the head of the Cleveland Foundation’s 
study of the administration of criminal 
justice in that city, and has a deservedly 
high reputation as an expert on the Na- 
tional Crime Commission and similar 
bodies in Chicago and elsewhere. 

Professor Moley has studied his subject 
at first hand in Atlanta, Dallas, Detroit, 
Buffalo, Cincinnati, Los Angeles, St. 
Louis, New York, Chicago, Philadelphia, 
Cleveland, Baltimore, San Francisco, Mal- 
waukee, Minneapolis, Kansas City, Seattle, 
Indianapolis, Rochester, Portland, Oregon, 
Denver, St. Paul, Oakland, Omaha, Syra- 
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cuse, Des Moines, Salt Lake City, Albany, 
and a number of smaller cities. This list 
is given to show that his facts are not local 
but national in their scope, and represent 
general, not special, conditions. He does 
not write as an advocate nor as a propa- 
gandist. He seeks to present the situation 
fairly, fully, and dispassionately. What 
he has to say about the decay of trial by 
jury furnishes abundant food for thought, 
as does his chapter on “trial by the city 
desk.” Those who feel the dangers inci- 
dent to trial by newspapers will find much 
to support their views. 

As illustrative of Dr. Moley’s attitude on 
this and other phases of the problem, the 
following comment may be quoted: “Much 
of the discussion of measures intended to 
limit the realm of free publication is based 
upon a fear neurosis which is characteristic 
alike of the conservatives who attempt to 
suppress expression of ideas and of the 
radicals who seek to destroy all methods 
of regulation... Some attempt must 
be made to determine how various practices 
actually operate in a living world, and how 
the regulation of these practices can be 
developed with adequate safeguards against 
the dangers involved. Here as elsewhere, 
preachments are not going to solve a prob- 
lem which demands social and political 
engineering.” 

Dr. Moley discusses the preliminaries of 
trial under four heads: The Appearance of 
Justice; The Grimy Court of the Magis- 
trates; Bail or Goal; and The Gentlemen of 
the Bar. In his second division, “The 
Long Day in Court,” his topics are: Ma- 
chinery, Rules, The Decay of Trial by 
Jury, The Riddle of Insanity, and the Art 
of Human Relations. He calls the last 
section “The Publie’s Interest vs. the 
Public Interest,” and considers: “Trial by 
the City Desk, Faith in Facts, and Career 
Men.” 

Curnron Rocers WOODRUFF 

Philadelphia 


Pound, Roscoe. Criminal Justice in 
America. Pp. xiv, 226. New York: 
Henry Holt and Company, 1980. 82.00. 
In the lectures which are included in this 

volume, Dean Pound deals with the history 

and the difficulties of criminal justice in the 
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United States. The crux of the present 
problem is declared to be: Our present 
system of criminal law is a survival of the 
pioneer, rural, agricultural era in America, 
and it is therefore failing to meet the needs 
of the modern, urban, industrial America. 
He traces the legal history of our system of 
criminal justice, in England and in this 
country. He shows that the present 
decentralized inefficiency in the American 
system is due largely to historical accidents, 
to inherited prejudices, and to rustic 
philosophies, 

The author, in tracing the changes which 
have been taking place with increasing 
rapidity in American life and society, shows 
that criminal law and its administration 
have lost touch with the economic develop- 
ment. He points out that in England, 
however, the pressure of similar economic 
changes has brought appropriate unifica- 
tion and specialization in dealing with 
crime. 

Three objectives presented are the 
development of preventive justice and of 
individualized treatment of offenders, and 
a readjustment of our legally received ideals 
as to the balance between the general 
security and the individual hfe. Dean 
Pound says that two of the obstacles to 
improvement are the democratic tradition 
of throwing everything into politics, and 
the irresponsible attitude of the press. 
The forces of improvement include the 
increasing extinction of pioneer provincial- 
ism, the growing influence of education, 
and the irresistible pressure of economic 
growth and necessity. 

The book is distinguished by its compact 
marshaling of the pertinent facts of legal 
and social history, and by its stimulating 
suggestions of the certainty and the 
methods of improvement. Although it 
may arouse some disagreement and some 
demand for qualification, it makes a strong 
presentation of its thesis. 

James J. RoBINSON 

Indiana University, School of Law 


Taurston, Henry W. The Dependent 
Child. Pp. xvii, 887. New York: Col- 
umbia University Press, 1980. $8.00. 


One of the deficiencies of our social 
welfare literature is the relative lack of 
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historical studies which attempt to evaluate 
the effactiveness of earlier efforts as well as 
to trace the development of existing prob- 
lems and programs. For this reason, 
particularly, one welcomes the present book 
which describes the progressive stages in 
the care of dependent children since the 
days of Queen Elizabeth. In this respect, 
it is a bringing up to date of Homer Folk’s 
earlier work on “The Care of Destitute, 
Neglected and Delinquent Children,” first. 
published in 1902. 

The author does more than write a 
history, however. He carries his analysis 
down to the present time, showing how 
many age-old practices still persist. Since 
so many persons have the idea, apparently, 
that if ‘somebody, somewhere, has pro- 
nounced a formula and set up in some one 
agency or institution a fairly adequate 
program for putting that formula into 
effect,” then “all the children of every 
agency and institution immediately get the 
benefit of such a program,” it is well for 
Professor Thurston to remind us that many 
children are still kept in almshouses, that 
survivals of the use of indenture still obtain, 
that many children are kept in institu- 
tions which are indefensible, and that 
many communities and states still have | 
standards far below the generally accepted 
minimum. 

The last chapter deals with the present 
transition toward better attitudes and, 
methods. Here the author wisely em-. 
phasizes the importance for social agencies 
to face frankly and attempt to measure 
objectively their own work. 

The book shows much research and 
familiarity with sources. It is well docu- 
mented throughout. Chapter IX, dealing. 
with “Trends in England Since 1884,” is” 
somewhat weak and might well have been! 
omitted. Unfortunately, too, while the 
reader gains an excellent insight into certain 
aspects of present attitudes and methods, 
there is nowhere a view of the situation 
as a whole so far as dependent children 
are concerned. Despite these matters, 
Professor Thurston has made a distinct 
contribution to modern child welfare 
literature. 

James H. S. Bossarp 

University of Pennsylvania 
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iuechanical transport in dry weather, but after Tain are New WU pdass- 
able, while the whole country & intersected with wata courses which P 
are generally unfordable aftar a storm. During the ext three 
months the heat will add to the difficulty of maintaming u force so 
far frora ys base. o 

Though there has been no official announcement of the withdrawal 
ut General Ma™hall’s left wing fram its advanced post at Abu Kemal 
cn $he Euphrates, the Turkish communiqué of May 16th reported 
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the re-occupation of Khan Baghdad e by Turkish troops, and as the 
report has not been contradicted we may assume that General 
Brooking has retired to Hit. This i3 what was to be expectəd after 
(General Allenby’s check east of tke Jordan at the end of Apri. 
Had he secured possession of the Hedjaz railway and occupied 
Damascus, a co-operative movement up the Euphrates would have 
been useful; but for the moment the force at Abu Kemal was en 
lai. The present danger zone is Parsia. Baffled at Baghdad, the 
Germans have sent the Turks to oceupy Suj Biflak, south of Lake üg 
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Trasg, al they are threatening to sieze Erzeli, the Caspian - 
port tor Teherfm. It is important to%strengthen Sir Percy Svkes’s 
force in Northern Persia, and this is being done from India. 


DISCIPLINE OF THE ARMY. : 

On May 7th Major-General Sir Frederick Maurice, who had relin- 
quished the post of Director of Operations at the Waf Office, wrote 
a letter to the Times, and some other newspapers, pointing out what 
he conceived to be certain inaccuracies in statements made in 
Parliament by the Prime Minister and Caancellor of the Exchequer. 
The matier was taken up in the House of Commons by the leade: 
of the Opposition, who brought forward a motion for the appoint- 
ment of a Select Committee to inquire into the accusations contained 
in General Maurice’s letter. After a convincing explanation by the 
Prime Minister, the motion was rejected by a majority of 187, 
and General Maurice was placed on the retired Jist for infringing 
paragraph 458 of the King’s Regulations. 

The incident has no historical significance, except in regard to its 
bearing on the discipline of the Army. Officers holding the King’s 
Commission are required under all circumstances to obey orders, and 
nothing which may happen justifies any infraction of them. General 
Maurice appears to have been. under the impression that he owed it 
to the puk =; to correct the statements of Ministers under whom he 
was serving. There he was wrong. His duty was not to the public, 
hut to his superior “eer, the Chief of the Imperial General Staff. 
If he thought a me + of tha Government had fallen into error, he 
should have reported the matter to his chief and left it in his hands. 
To act over his head, and in the way he did in contravention of the 
King’s Regulations, was indefen sible, and the punishment inflicted on 
him was what all officers must expect when they disobey orders 
which are drawn up for their observance. 

There must be unity at home, as well as in the field. The sub- 
ordination of naval and military leaders to the civil executive is a 
bedrock principle of democratic government. The right to choose 
and dismiss its officers rests with the Government of the day. H 
one officer has to make way for another he must bow to his fate. 
No one is indispensable. The head of the Government m time of 
war is like the man at the wheel of a stip in a storm.™ If we support 
his authority victory is assured. 2 
*e* The Editor of this Review does not undertake to return any 

manuscripts ; nor in any case can he do so unless etther stamps 
-` or a stamped entelope be sent to cover the cost of postage. 


It is advisable that articles sent to the Editor should be type- 


written. 
The sending of a proof is no guarantee of the acceptance of an 
article. . 


